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PREFACE

I

K.„iP »' «»>e.«rong points of the b.aach .yMcm otbanking it that it briDgt all t...- officei operating under Iteven the rao,t remote and the mallent of thecn. into iuk!jectjon to carefully devised codes of rule,, enTuTini reaJ2able uniformity of practice The .y.tem al^) ensures w^rtand .k.lful guidance for the banking office, of every dittrict

.iw.iV
• T"'"""?"' everywhere of the mo,t mJdem andeffective safeguard, again. t fraud or dishon.'sty. Thi "l mualessays to outline the method, and practice' .".„'

in Canada. Judging by the communications rc<..,ved from
t me to time, the subject has interest not onty for Canadian,but al,o for citiiens oj the Lnit.d KingdoiJi and of ?he
I mted States In both of these countries the Caii..di.n b,

,"
sgained considerable prestige becau- of the cred ablemanner in which they surmounted tl rfsis of icw It i,hoped that the detailed description ot the workuTir of thevarious part, of the Canadian machinery will permit .tudeLtsof our banking outside Canada to form a better and cl.«e!notion of us strength -nd suitability.

ci-arer

m.ml!!f '^y'^^V'*'"' ^°^\ "'•'»' ""^ ^'•""'^' *'» be useful to

t^! n "i ^ Parliament and business men who wish to join nthe periodical discussions of banking matters, through providing for them a means of becoming better acqua.med wUh th;

o ha„°;ile?r'"'K''^
the banking business, and enabli^^ ,hem

w.tl^mtetn^tr .rnSir.'^^^^''''" '° '''--'^- ^^'

U^!,'rJ'^V °f ^•^qu^-have been confronted tnorl ortess frequently, m transacting their banking business, withrule, and regulations not exactly understood, and perhapscausing irritation or displeasure. The book endeavours to

"e neceSry* ' " ™'" '" """' '""' ^°"=*' "'^ ^^^ '>>«J

And finally the Author hopes that what he has written
will help his fellow bank-men to climb the ladder, help themto give good service to their respective institulions in a"he positions they fill and to strengthen and ex"endthe public good-will towards the banks; he hopes that it willbe of use also to the executives, through spreading "monithe banking staffs a better knowledg? of what the headoffices want, and of the conduct and policv calculated to for-ward the best interests of the employing banks.

H. M. P. ECKARDT.
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MANUAL OF CANADIAN BANKING

By H. M. P. Eckardt

INTRODUCTORY

In a country situated as Canada was, l.avinK tl'e larger part of^s banking business connected with the gathering ot produce ove.wide areas, and the shipping of it over long distances, 'with a corresponding process n. the supplying of manufactured goods, whetherfrom foreign countries or Canadian centres, economy and efficiencvahke required a syst.m of banking where the same institution3afford accommodation at fairly uniform rates over wide areas, and nmany centres simultaneously. Obviously these objects we e bes"secured by a few large banks with numerous branches. -ProfessorShortts History of Canadian Currency, Banking a.,d Exchlnee ?nthe Journal of the Canadian Bankers' Association
''"^"""Ke. m

CHAPTER I.

These remarks applied to the Canada of 1870 and
previous years. There were then, as now, the two
kinds of banks—the large concerns, with branches in
different parts of the country, and the small institu-
tions, with operations confined to a particular place or
section. Though several of the last named class have
since been organized and successfully conducted the
tendency is unmistakably towards the complete absorp-
tion of the bankmg business of the country by banks
with numerous branches. Progress towards that point
has been at a greatly accelerated pace in the !ast few
years. Of the localized banks, some have stopped, «ome
have been absorlxjd by large banks, and others have
saved themselves by broadening the area of their opera-
tions. Those possessing but a single office, like the
national banks of the United States, have had a hard
struggle to maintain their ground. They were never
very numerous in the Dominion; not one' now remains
Banks with a few branches, and these contained in a
restricted area, were more in evidence. Thev have been
disappearing or changing character.

St
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Large Demand for Men.

At the time of which Professor Shortt wrote the
branches of the banks were found nearly altogether in

Ontario, Quebec, New Brunswick, and Nova Scotia;
and they were but sparsely scattered in those Provinces.
In the last decade a phenomenal expansion has occurred
in all directions—the offices in the older provinces being
multiplied, and hundreds of new establishments being
opened west of Lake Superior and on the Pacific slope.

Concurrently, the gross business or turnover of the
banks and the totals of their balance sheets have in-

creased by leaps and bounds.
To handle the larger business and to man the new

otlices have called for a great enlargement of the banking
staffs. At the annual meetings some bankers have con-
fessed that they were unable to open as many branches
as they wished because they could not find the managers
and the clerks they needed. In the effort to fill this

demand juniors have been rapidly promoted, men im-
ported from outside businesses and professions, and
bank clerks brought from England and Scotland. In
view of the circumstances, it was thought that a de-
tailed description of the various features and prin-

ciples of the present-day Canadian banking practice, the

reasons for the regulations contained in the codes, the

approved methods of training of juniors and of de-
veloping expert bankers, the mechanism of head office

government and supervision, and other matters con-
nected therewith, would have interest for banking and
other readers in Canada and outside.

The author aims at presenting the interior working
of the Canadian bank in a manner that will appeal to

outsiders as well as to the clerks and officers.

Some Comparisons.

Before proceeding to the matter of the education
of the junior officer, prior to and after he joins the pro-

fession, some space will loe devoted to descriptions of

the general character of the business transacted by the

banks in Canada, its peculiarities and points of difference

from the banking business of other countries, notably
of the United States and of England and Scotland, and
of the process of forming or organizing a new bank in

thr Dominion, as prescribed by the Bank Act.

We have seen that, in the old days, the business

of the banks consisted mainly in facilitating "the gath-
erings of produce over wide areas, and the shipping of
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:t over long distances, with a corresponding process in
the supplying of manufactured goods." This work still

constitutes a very large part of the banking operations.
Of course, with the growth of the country, and the heavy
increase in the output of natural products and of manu-
factures, the connection of the banks with these forms
of activity has largely increased. But the growth of
population and of wealth has compelled them to under-
take a great deal of business of a different kind. Every
year their operations become more complex.

Growth of Financial Banking.

They undertake considerably more of what is called
financial banking than they did formerly. Loans to
Stock Exchange houses, investments in stocks and
bonds have grown to large proportions, and the con-
nection with new flotations of securities has increased.
They engage freely in business offered by the prin-
cipal mming centres; they assist the manufacturing in-
terests, not only to turn out and distribute goods for
home consumption, but also to ship stuff abroad, and to
collect payment therefor. They have drawn to them-
selves practically the whole of the new deposit and
savings bank business of the country, and they have
done valuable service, with their loans made in the new
towns of the West, in helping to build up that part of
the Dominion.

Various People, Various Methods.
To learn the general methods of banking in any

country it is necessary to study the forms in which the
energies of its people find expression. In Canada these
forms of activity are many and varied. Nearly every
province is strong in agricultural products. On the
Atlantic seaboard, in Nova Scotia and New Brunswick,
the principal special occupations, apart from the pro-
fessions and the general distribution of goods, are: the
fisheries, coal mining, iron and steel manufacturing,
lumbering, trade with the West Indies, with Europe,
and the United States. In Ontario and Quebec they are
general manufacturing, mining of various kinds, the
inland lake traffic, fruit culture, dairying, lumbering, and
—centred in Montreal and Toronto—is the trade with
foreign countries, and the heart of the transportation
and financial business. Manitoba's great specialty is

wheat. It also has important fisheries, and, just now,
railroad construction is active. Winnipeg is the great
distributing centre for Western Canada. Alberta and

11

'•k
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Saskatchewan also are strong in wheat and agriculture.

Ranching and coal mining have considerable importance,
and railroad construction is much in evidence, and will

be for many years.

All three provinces are quickly filling up with settlers.

Their arrival, purchases of land, and farming operations,
have an important influence on the banking business of

the West. British Columbia has mining, fisheries, fruit,

lumbering and Oriental and Antipodean trade. .And,

far to the north, the Yukon finds its sustenance alto-

gether in gold mining. How the hanks deal with these

interests, how they give their assistance, the terms they

exact, and the conditions they impose will be taken up
after a few of the features of Canadian banking that

contrast sharply with banking in other countries have
been lightly touched upon.

United States Similarity.

Taking the United States first, it will be observed

that in the northern half the prople are engaged in

much the same forms of activity as in the Dominion.
The greater density of the population introduces some
additional occupations, and varies the form of some
others; and there is, of course, a greater concentration

of financial, transportation, and other business in New
York and Chicago. But, taken on the whole, there is a

great similarity in the occupations of the two peoples.

Also, they an of the same blood, and their numbers
,nre being recruited from much the same sources. But
tlieir banking business is transacted on widely different

lines. The main difference is in the form of the banks,
the United States banks being single-office concerns,
each office having ils president, directorate, and com-
plete paraphernalia of independent existence. There were
in the United States in 191 2, according to the report of
the Comptroller of the Currency, 25,195 banks of all

kinds, exclusive of non-reporting institutions. At the
same time in Can.ada there were hut 27 "going" char-
tered banks, with 2,759 branches. In the one case. 2.759
b.-mking offices were operated hy 27 executives ; in the
other, some 25,000 executives were necessary to ocprate
a like number of offices.

Wide Distribution of Control

Besides the differences in the form of the banks in

the two countries there are some sharp contrasts in
the manner of their operation and control. A noticeable
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feature about prcscnt-day United States banking in
the large centres, is the tendency towards concen-
tration of stock control. Rich and powerful capitalists
obtain control of certain banks, and seek ^'radually to
extend the pale of their influence. It may be that ' the
banks in their control cotitinue in some cases to discharge
their proper functions, but there are substantial grounds
for the idea common among the people that the con-
trolled banks are sometimes used as engines lo further
the private schemes of the men in control. Though the
panic of 1907 checked the tendency for the time there is
danger of its being renewed when the lessons of the
panic are forgotten. This tendency is not seen in Cana-
dian banking. Ownership of the stocks of the banks is
widely distributed—live and ten share lots, and odd
numbers of shares constitute the bulk of the holdings
m all the stock lists. Even if some rich capitalists were
to succeed in obtaining the control of a majority of
the stock in a Canadian bank, fear of a hostile public
sentiment would be sullicient to deter them from per-
verting its operations too largely for their private
benefit. If this did not suffice, there would still remain
the wholesome influence of the revision of the Bank Act
by Parliament every ten years. The House of Commons
IS quick to notice and resent any departure by the banks
from their duty of providing facilities for carrying on the
general trade and commerce of the country ; and, in their
own interests, the banks strive to avoid practices likely
to stir up the enmity of that powerful body.

How Large Borrowers are Carried.

Another important difference exists in the manner
of carrying the iarge borrowers. In Canada, as the
banks are large, it is the custom to insist that firms and
individuals confine their borrowings to one bank, except
in the case of very large corporations or companies.
Thus, the lines of credit carried by big merchants and
manufacturers at the individual banks are often very
large, sometimes even when the accounts are at a small
country branch. In the United States, on the other hand,
the large borrowers are obliged frequently to submit to
having their paper peddled among a dozen or more
banks. As a consequence, the tie that binds the bor-
rowing customer to his bank is stronger in Canada than
It is across the southern boundary, the banker has a
more comprehensive oversight of his customer's affairs,
and the customer is in less danger of being thrown into
bankruptcy, while perfectly solvent, through the hap-
pening of a panic or crisis.

If

HI

li

-s»
if
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Again, in the great cities of the United States there

are a number of banks preferring to deal only with cus-

tomers who will keep large balances, and whose trans-

actions are in large amounts. Ihey do not wish to be

bothered with the small fry. In Canada there is nothing

of that exclusiveness. The individual of tlic smallest im-

portance ran open a very small account in the savings

department of the greatest bank in the country, at its

central ollice, or at any of its branches. The banks quite

generally advertise that they will accept deposits of $i

and upvards in their savings departments. These sav-

ings departments, run in connection with the ordinary

banking business, represent something not generally

seen in the big republic, at least not in the eastern part.

There the savings banks are separate institutions. As

a result of this, and of the lack of branch banks, there

are many places in the States devoid of facilities

for savings, while in Canada almost every hamlet pos-

sesses its branch of a big chartered bank, enjoying the

full confidence of the people, and willing to take small

deposits at interest.

Comparison with Uni*ed Kingdom.
The chief contrast between the banking business

of Canati.^ and that of England and Scotland lies in the

greater diffusion of the Canadian business. The branch

system prevails in Great Britain, but the branches are

all contained in a small island, while in Canada they are

scattered over half a continent. Then, as (ireat Britain

is the centre of the largest overseas trade in the world,

so British banking is more largely tinged with foreign

transactions than is the banking of any other coimtry,

or of any British dominions overseas. The enormous
range of the foreign investments of the British people,

the extent of their mercantile mnrine, the world-wide
activities of their insurance companies, the maintenance
ot Imperial forces, stores, military or naval works, in

all parts of the globe, also impart a peculiar character

to the banking of the British Isles.

As the conditions of general business in the L'nited

Kingdom are more settled and stable than is the case
in a new country like Canada, the business of granting
banking credits in the former is attended with less risk

in many respects. In the newer land tradesmen .nnd

others slather up their belongings and try their hick in

a new place more frequently than in the old. The busi-

ness of dispensing credit in Canada, therefore, requires

a knowledge or experience of the peculiar circumstances
of the country.
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CHAPTER II

Organization of a New Bank.

The first general Hank Act was passed in 1870.
Before that each bank had its special charter. Charters
expired at various dates, and did not confer altogether
uniform rights and privileges. For some years efforts
had been made to bring the banking interests into agree-
ment on legislation to equalize banking conditions in all

the
;

jvinces. Hut the interests of the banks in the
different sections were by no means identical ; and, until
Sir Francis Hincks undertook the task, no statesman
had been able to make much progress. When he finally
succeeded in getting his Act of 1870 through Parlia-
ment the effect was to bring all the banks in the country
under the one general .Act. As tiieir various charters
expired, the rights, privileges, and ()i)ligations pertaining
thereto were replaced by the rights, privileges and obli-
gations contained in the gei)tral .\ct.

What the Banks May Do.

Under it the chartered existence of all the banks
was continued till 1881. Since .070 there have been four
general revisions of the Hank .Act—in 18H0, 1890, 1900,
and 1913. Every tenth year a careful txaminalion is

made of the events of the preceding decade, complaints
against the banks are noticed, suggested improvements
considered. Then, before the laws are drafted, confer-
ences are held with the representative bankers, who are
in turn required to give their ideas and suggestions.
In 1910 pressure of business compelled Parliament id
postpone consideration of the renewal .>f the .\ct. It

was not until the summer of 1913 that the new Act was
passed. By it th charters of the banks were extendrd
for ten years—.., July ist, 1923. The Hanking and
Commerce Committee of the House of Commons called
a number of expert witnesses, represent ing different
classes of the public as well as the bankers ; and in the
course of the hearings the good points and defects of
the banking system were thoroughly dismissed. It is

not necessary here to go into the matter of the changes
and improvements effected at the different revisions. It

will suffice if some idea is given of the powers conferred
on the banks by the present .Act, and of the obligations
it lays them under.

The meat of the Art is in Sections 61 .nnd 76. Scrtinn
76 says: "The bank may (a) open branches, agencies and

II

II

f

II
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" offices; (b) engage in and larry on business as a dealer
' in gold and silver coin and bullion; (i) deal in, discount

Ij

and lend money and make advances upon ihe security
" ot, and take as collateral se'urity for any loan made
'' by it, bills of exchange, promissory notes and other
'• negotiable securities, or the stock, bonds, debentures
' ind obligations of municipal and other corporations,
'• whether secured by mortgage or otherwise, or Do-
'• minion, provincial, British, foreign, and other public
" securities; ;ind (d) engage in and < arry on s h
'• business generally as appertains to the business of
" banking."

Section (n says: "The bank may issue and re-issue
" Its notes payable to bearer on demand and intended
" for circulation."

The rest of 'he Act consists chiefly of prohibitions,
of legulations prescribing the manner of issuing and
transferring the shpr, capital, and of organizing a new
bank, of details as to how certain transactions must be
carried out, and as to the responsibilities and obliga-
tions resting upon stockholders, directors, and the
bank itself, of instructions regarding the form and sub-
stance of the reports to Clovernment, and to the stock-
holders, and the dates and occasions on which they are
to be maoi.

First Steps in Organizing.

In the organization of the new bank, the first step
IS, of course, the promotion of the scheme. One or
tvo persons conceive the idea that there is an opening
They succeed in inducing others with capital to join
them. Let us follow the organizer through his pro-
ceedings as the builder of a new bank.

__

The Act says in Section lo: "The capital stock of

^
any bank hereafter incorporated shall be not less than

''^ five hundred thousand dollars, and shall be divided
into shares of one hundred dollars each." Though

the issue of stock at a discount is not forbidden in so
many words, the inference is clearly to be seen th^t
Parliament expects the shares to be issued at a price
at least equal to par. And. in any case a certain dis-
cretion IS left with the Treasury Board at Ottawa in the
matter of issuing a certificate or permit, to begin busi.
ness as a chartered bank, to parties who have complied
with the provisions of the Act. A project to start a bank
with a capital of $500,000 in five thousand shares of
Sioo each, issued to subscribers as fully paid, at $50
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per sha*-", would undouhledly be bl.K-kcd bv ihe nn.ird.
even if ihe promoters arRued that tho Hank An lon-
tained nothing to prohibit it.

Qualities of Directors.

The organi/er must, therefore, figure upon ob-tammg at least i.500,000 in subscriptions. Before he
can venture to place his proposition before the public
he must wm the support of at least live men «,f sub-
stance to act as director,, and to contribute the nu-leus
of the share capital. The stipulation as to the number
of directors .s that it -shall not l^e less than r,ve.- and
each one must hold a respectable amount of the slock

t IS necessary to have men of Health, prominence,
and known integrity for directors; Ijecause, in the fust
place, the; invest the project with the degree of re-
spectabi ity required to procure the favorable report of
the Parliamentary Committee on Banking and Com-
merce, on the application for the charter of the new
bank

;
and, in the second place, they are expected to take

good-SRed amounts of the stock, and, after the bank
IS oi^red, to do a good deal to influence business to it

Before men of this class agree to become directors
they must be more or less convinced as to the integrity
and ability of the promoter and of the proposed general
manager (one man may be both), and as to the exist-
e.ice of a promising field for the bank's operations
1 heir judgment on these points is sometimes obscured
especially if they be newly risen to prominence, by a
too great anxiety to become known as bank directors.
And with all men the fact that the offered place is, ormay liecome, one of considerable dignity and honor
operates as a strong argument for acceptance.

Act of Incorporation.

Assuming that enough men of the requisite calibre
have been secured, they select a name for their bank
settle the amount of authorized capital they wish to
have, and apply to Parliament for a charter or Act of
mcorporation. Let us suppose they ask for the mini-mum authorized capital of $500,000. Their application
goes before the Committee on Banking and Commerce
which goes thoroughly into such matters as the standing
of the proposed directors, the suitability of the name—
whether it infringes, or is too similar to that of an ex-
IS :ng bank—and, to a limited extent, into the general
question of the scope for new banks. Sometimes the

II

II

II
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Committet insists upon changes. If the application i«
approved It iH reported to the House, and the Act of
incorporation goes through.

The form of the incorporating Act, virtually the
charter of the new banl<, is as follows:—

* AN ACT TO INCORPORATK THE — BANK.

"Whereas the per.sons hereinafte, named have by
their petition prayed that it be en.-.cted as hereinafteV
Net forth, .-.nd ,t is expedient to gr.mt the prayer of

^

he .sa,d petition; therefore. His M.,j,slv. bv and with
tlie advice and consent of ihe Senate and' House ofCommons of Canada, enacts as follows:—

"
.n.1',1, '^'"^r

of parties applying for incorporation).

^ OKe.her with such persons as become sh.ireholders in

" ,nH
"':P°^*""'" ^y '^'"^ -^^^ 'heated, are incorporated

'•'\t'Bl':,r'''' herein.nf.er^a,led

'•.Ju'J^l '*"°."' "'"""^^ '" ^«^''«"
• "f 'his Actshall be the provisional directors of the Bank.

^ " 3- The capital stock of the Bank shall be
dollars.

"4- The chief office of the Bank shall be at
"5. This Act shall, subject to the provisions of

••STst d
'^«-k At. remain in fo?ce until.,,:

" huJ I °^ -^"'y- '" "^^ y^'-'^ «"«^ thousand ninehundred and twenty-three."

bo-,rd";f'dL.f'"'"'^V
'^^ ^^''''"' ^"^ ••' P'-ovisionalboard of directors, subscriptions for stock are invited inNanous localities. The inducements offered to inVesJo s

Someti'
''"'•''""•-' "' ' '•'"'• -^"'-" - ^he investmentSometimes promises are made that branches will be

btSlonsV''
neighborhood or locality Tur^ilig

subscriptions to a certain amount of stock.

Call for Payments on Stock.

U the entire $500,000 capital has been subscribed

of r Ki°""u'
'" '^" ""^^lihood, that some hundreds

cret on '^;J f

provisional officers may, in their dis-
cretion, call for the paymems on the stock WhenS^50,ooo, out of ,he subscriptions received, have be^npaid ,n cash to the .Minister of Finance and Rc>oei^^r.

"the b^nk'^^'.:'
''^' ?'--"P"-S .he organ;;a ion

<>' the bank may be completed:—
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"The provisional directors may, by public noii. .

" published for at least four uccks, call a meeting of
'* the subs« ribers to the said stock, to be hold in the
" place named in the Act of incorporation as the chief
'• nn'we of the bank, at such lime and at sut h ph.i c
"as is set forth in the said notice.

"The subscribers shall, at such meeting:—
"(a) Determine the day upon which the annual

" general meeting of the bank is to be held;

"(b) Elect such number of directors, duly ciuaiihed
" under this .Act, not less than five, as thcv think n.-cfs-
" '*ary ; and

"(c) Provide for the method of filling v.icanciis in
" .ne board of directors until the annual general meeting.

"Such directors shall hold office until the annual
" general meeting next succeeding their election.

"Upon the election of directors as afor said the
" functions of the provisional directors shall cease."

When Notes May be Issued.

The bank i- now fully organized, but not in run-
ning Older. Under heavy penalties the directors and
officers are forbidden to issue notes or to commence
business until there has been received from the Treasury
Board at Ottawa a certificate permuting it to do so.
The application for this certificate cannot be made till

the organization is completed in the manner described.
The Treasu.y Board requires to be satisfied that all the
requirement;; of the Bank Act, and of the special .\ct
of incorporation of the bank, are complied with; also,
that the stock subscriptions, and cash payments stated
to have been made thereupon, are bona fide, and that
the bank possesses $250,000 free from obligation. If the
Treasury Board holds back the certificate within one
year from the time of the passing of the bank's .\ct of
incorporation, "all the rights, powers, and privileges
" conferred on the hank by its .\ct of incorporation shall
" thereupon cease and determine, and be of no force or
" efTect whatever."

On the certificates being duly forthcoming within
the specified time the bank may commence its operations
and exercise all its functions. Its receipt is accompanied
by the return to the bank of the $250,000 deposited with
the Minister of Finance and Receiver-General, les'; the
amount required to be deposited by the bank in th
Bank Circulation Redemption Fund.

\
f

f
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CHAPTER III.

Selection of the Junior.

Twenty years ago to enter the service of the bestbanks was not so easy as it is to-day. i hough therewas always a demand for junior clerks, it was by nomeans keen or msistt-nl. Va.anries wore to Ik- tilled
caused by wear and tear on the staff; occasionally «
series of prcnotmns iM-came necessary » hen a new

nuTli V "'^"*"*'- ^•«"<^^''"y. a nic of applicants
awaited Se positions. The young men who seemed to
promise were selected leisurely. To-day the banks
are keen .,,,d eager for good material. Youths of the
right sort are .napped up. whenever they present them-
sehes, m all parts of the country. Even then it is diffi-
cult to supply the demand. It is necessary to bring
clerks from Scotland or England to take positions ingood Canadian banks.

Change in Chancter of Staffs.

.A remarkable transformation latterly has been
effected m the character of banking staflfs. Before thi-
awake,

^g of t:.e West, the largest banks had systems
of branches, numbering from thirty to fi'ty ; banks of
the second degree in point of size had from fifteen to
thirty. At the e- d of 1912. there were two banks
each having mon ihan joo branrhcs, .md ten others'
<n<h having more han 100 branches. Under the former
.ondifions, promotion and advancement in salarv were
slurgish compared o what they now are. The brmoii
managers, especially in the important places, were gen-
iTa.iy men a or past the prime of life. To a modified
extent the same applied to the accountants or bran.hIH" enants. .At th, present time, youthful managers
prclominate. Even in the large cities, m.mv v.um,.men manage the branches. An altogether different .pirit
.s noticeable m the banking business, largely due, nodoubt, to the change in the personnel of the staffs. Theolder men have been hurried along the road taken bythen younger confreres. The uanks are striking out
aggressively for business, opening their branches innew tern ory introducing innovations, changing their
'deas as to what is proper or dignified for banks to do.

In short. It 13 an age of vigorous enterprise. The
^.Kh confidence that prevails as to the country's future
has assisted ,n bringing this about; it has led, too. to
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th« taking of risks whiih re«iiilt in lost wlien iiic tide ..I

prosperity runs not quite so stronKly. I" the nwautini.-,
promotion is quick, increa.se of salary rapid; the ( ircu-
lation, so to speak, of the nii-n from branch to branch
IS active. .\ g(MHi, bright junior is appoink-d at ;t

country branch at a salary of $joo or Sj.so. il( ( ,,

look forward, in the ordinary course, to increase (.f

salary at the rate of $100 per year, with prospects -.f

promotion, first to the ledRcr-kccper's post, and from
thence to the tfller\ ;md to ihe accountant's. T\h- v\\-
«cncics of the service of late have led to phcn«.im n.illv
rapid adv.mcements. For the new branch.s. man,.. mi's
arc in strong demand. Normally, the managers 'are
recruited from the accountants' ranks, but some vc.irx
ago these failed to prmluce material enough to supply
the dem.ind. Many branches have had to be placed in
the charge of tellers. Itdger-kecpcrs. am! ,,ih.r . Icrk ..

The ^sneral Manager's Eye Watchful.

There arc numerous instances of boys of seventeen or
eighteen starting at $200 a year, and in six or seven
years rising to be iccountants or managers of sinail
rural branches on salaries of $1,000 or more. To have
done that is good, and uhcn this point is reached the
nan of ordinary capacity can look forward, proxitkd
he makes no seriou.s blunder, to a slow and gradual
increase of pay, and rise to the management of more
important branches. Upon attaining a managership, the
bank ollicer for the first time comes under the special
notice of that great man, the general manager, he who
makes and unmakes. To play the part of a good Herk
and win promotion is well ; but the qualities that made
It possible do not always suffice to make a successful
manager. For the man wi.h real ability to reach the
post of country manager is but to begin his real career
He must correspond almost daily with the head office
His chief is on the lookout .ill the time for good men
to place m the best positions. He forms his imores-
sions largely from the daily correspondence and from
the manner in which the branch affairs are conducted.
He IS not apt to be impressed so much bv smartness or
adroitness as by common sense, clear-headedness, and
steady, reliable judgment. When a manager succeeds
in impressing his general manager with the belief that
he possesses these qualities, generallv speaking, he may
rise quickly to the high-salaried branches, and. perhrps
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Tslid 'IL?
'^'

^Tli "l^"^g«"hip itself. It used to

sonsll h
'"'^'^^"^" ''"^•"«ss "len put their stupidestons nto banks as clerks. For their more intelligent

^^TLr ""'"
"'.-f

"'^ °'^^' mercantile business offered
the best career. That idea no longer holds good. The
spectacle of a rich man's son being dismissed from abank s service because of incapacity is not at all un-

number of mstances to prove that the banking servicehas rich rewards for its most capable workers

Attractiveness of the Banking Profession.

.i.n=^^"xi,"^ u
"°^°"°"''y °"^ °^ ^^^ genteel profes-

sions. Though the clerk needs something besides his
position ,n the bank to enable him to take a place ofany consequence in the society of the large townsand cities, he is able quite frequently to play the society
ion in smaller places, more so, perhaps, in Canada than
n the United States. The author some time ago received
a letter from a Canadian bank clerk, who went to live in

n!?. ^TTr"'"^-''^'^''
tasting of the social pleasures

provided by an Ontario town. "Bank clerks," he said
are not the demi-gods here that they are in Canada."A reason for the difference in standing exists in the dis-

similarity of the positions of the banks in the two coun-
tries. The banks in the Republic have not much influence
or power nor aro they much known, as a rule, outside
the immediate locality of the single office maintained.
-Sometimes they do not command a great deal of respect
even in that restricted area. But the big Canadian banks
are a power in every part of the Dominion. Their officers
are acquainted with the monetary affairs of the leading
business men everywhere; the greatest business cor-
porations, city and provincial governments, go to them
for financial assistance. The importance and prestige
of the banks have a national scope. Their high standing
.-ind great power are reflected in some degree upon every
oHicer in their service. '

The uncertainty as to the time and manner of hisremoval to another point adds to the interest the bankderk inspires. In the cases of the younger, unattachedmen m the service this uncertainty instills a pleasureable
excitement into the daily routine. To belong to the staff
ot a great Canadian bank is similar in some respects tobeing an officer in the army. In both services a strict
clisnpl.ne is maintained, and orders may come any day
for service at a far-away point.
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Qualities Required in Juniors.

In their juniors, the banks want intelligence—solid
rather than showy attainments being preferred. .\

good character, and respectability of family are always
looked for. A sound body is another requisite. Sound-
ness of body conduces to soundness of mind. Another
reason for requiring good health in the applicant is the
fact that, contrary to the general outside belief, the
work is exacting in many offices. The occupation,' too,
belongs to the sedentary, indoor class. Therefore, a
reasonably strict medical examination has to be passed.

Furthermore, the embryo banker is expected to
have a pleasing exterior and a good address. This does
not mean that the ultra fashionable or smart society
man is preferred. Quite the contrary in fact; for the
bankers know that when any of their men achieve too
undisputed a pre-eminence in fashionable ;aiiiv. or in
society's favor, these things are apt to receive an undue
share of time and thought, to the prejudice of the workm the bank. Then there is the increased likelihood of
such men running into debt, and, pe.h.ips, Ijeing
tempted to steal. The banks wish to have their offices
filled with men who will impress the public favorably.
Healthy, good-looking, nice-mannered younji fellows
who attend courteously to the wants of customers, create
a favorable impression, and do much to increase the
public good-will towards the banks to which they belong.
But persons possessing strikingly disagreeable pern-
lianties of speech, feature, or appearance are handi-
capped in their efforts to win regard, and their useful-
ness IS thus impaired. Deformity of this kind is a bar
to entering the banking service, not absolute in the case
of Its not being too pronounced, but a bar nevertheless.

Manners and Disposition.

A prominent New York banker recently caused con-
siderable discussion by a remark he made as to the
desirability of having agreeable, pleasant-spoken men
for the banking service. He said that, in his own bank,
he rather preferred employees with a stand-offish manner,
because they were not so apt to lose time carrying on
conversations with customers. He added that, in his
opinion, this class of officer was not so likely to \x
imposed upon by swindlers, confidence men, and the like.
These remarks were met by general disapproval from
other bankers and from banking journals, who held that
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agreeable and courteous clerks could be expected to have
as much as their crustier fellows of the hardness of

temper and vigilance requisite to keep them from wasting
the bank's time and from being victimized by sharjxirs.

Home Training and Education.

A few words as to the kind of home training and
preliminary education best calculated to make a boy
useful in a banking office, and to facilitate his progress
to the higher positions will be here in order. One of the

first requisites is olx;diciKe. A young boy, upon entering
a bank, can have but little knowledge of the consequences
likely to follow his ;icts. He is called .pon to do a

number of things, the full purport of which can only

come to him gradually, after months, and perhaps years,

of service. In some cases, should they be done wrongly,
gravely disastrous results might follow. Therefore, he
has to be instructed carefully at first, and the instruc-

tions received he must implicitly obey. A disobedient

junior would l3e too great a fool and too great a source
of annoyance and danger to be tolerated. .And olx?dience

is best learned at home. With it gcxjs respKJct for au-

thority. Several of the other qualities already mentioned
as desirable are also notably the products of home influ-

ences and surroundings. If good health, kindliness,

gentlemanly manners, are not acquired liefore going into

the bank, they m;iy never be acquired. .Such things as

neatness in work and taste in dress may be acquired, or

at least improved, afterwards.

In the matter of education, an all-round training

such as is given in the public and high schools forms
a good groundwork on wMch to impose the speciiil

training imparted by the ' iik. .\ college education,

particularly if specialized in commercial subjects, is ,"

further help. The advantage to be derived from that

would, perhaps, be more apparent after the earlier

stages of bank work were passed. The lack of a col-

lege education is in no sense a bar to selection, or to

the mcst highly successful career. There are many
managers doubtless who would prefer to take as junior

a boy of seventeen fresh from a high or good public

school rather than a college graduate. In actual prac-

tice, very few college graduates apply for banking
positions. The knowledge of bookkeeping and of com-
mercial usage acquired at the business colleges has

better results in permitting nn ndv.Tnt.Tgenus <;tart. The
courses necessary to secure a diploma from them are

short, and the expense in connection therewith not groat.
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Importance of Arithmetic and Writing.

As for special studies, arithmetic looms large in
banking work, and there is writing to do all day. The
columns of figures that are to be added are long and
wide; problems in subtraction, multiplication, division,
and percentages are presenting themselves more or less
all the time. There is no time to make rough drafts of
the work first, and then to follow it with a laborious
copperplate copy. E%crything must go at first hand
into the books, and remain standing for years as rerords.
It must go quicklv, too, for through the teller's wickets
the items come ,t. If they lie not promptly dealt with,
congestion follows, and other departments are delayed.'
It needs clearness of vision to read quickly and accurately
tb ames, figures, and amounts on the clicques, drafts,
n .,, etc., thrit pass through; then a close attention to
the business in hand, to transcribe them rapidly and
without errors to the books or statement forms in w'riting
that is both clean and legible.

Geography an Important Item.

To give proper expression to his thoughts and
ideas, in conversations with fellow-ollicers and with cus-
tomers, demands an acquaintance with grammatical
rules; and to know something of the art of composition
is exceedingly helpful. The junior should also know his
geography, for if he be ignorant of the location of
certain branches of his own bank or of places on wdich
customers wish to purchase drafts, he is apt to bee . me
sadly out of date. He should know also the general
geography of foreign countries with which Canadians
have commercial or financial dealings, and that means
almost the whole world. It is well to know the chief
products of the various parts of the Dominion, where
the> are sold or disposed of, the chief items of our
import trade, and where they come from, the trade routes
connecting the various countries, the monetary systems
in vogue in the different parts of the world, the s'vstems
of weights and measures. All these matters will arise
on occasions, and the man who knows them will draw
profit from his knowledge. For calculations of interest,
of sterling exchange conversions, of length of unex-
pired time on notes, etc., and for some other c.ilcula-
tions, books of tables are provided and used universally.**

offices now . - .

'•nf

equipped
The object of their use is the

adding machines.
saving of time and labor.
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To use the various time-saving devices intelligently the
clerk should possess the ability to make the calculations
mdcpendent of them.

Bookkeeping Methods.

With regard to bookkeeping, though the systems
of all the banks are necessarily founded upon the same
basic

^
nciples, each institution has its peculiar methods.

In every well-organized bank the men are constantly
devismg improvements; and thus it has come that the
systems now in vogue have been gradually evolved.
Presumably, the evolution in the case of each institution
has proceeded along lines suggested by its particular
usages. Some of these systems have been built up out
of a half century's experience, and at considerable cost.
The banks that have the best feel that they thereby
possess an advantage; and they are properly averse to
divulging for the benefit of their competitors their
various special labor-saving and time-saving devices.
In consideration of this it is the intention to sketch the
general principles of bank bookkeeping rather than to
define particular methods. If the student gets a clear
understanding of the purpose and effect of bank book-
keeping in general he will have little difficulty in mas-
tering any of the particular methods with which he may
core into contact.
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CHAPTER IV.

Tbe Junior's Post.

When the junior has passed his examinations suc-

cessfully and has been enrolled on the staff his moral
standing remains to be investigated. Something of

this can be learned at the time of application and ex-

amination, but a really satisfactory knowledge can be
had only through daily observation of his conduct and
bearing for some months, or even years.

From the time of his acceptance by the bank a
certain amount of trust must be imposed in him. The
bank officials know, in a general way, that the boy is

of respectable origin, and that his character has been

ijood. But good boys sometimes go wrong ; scions of

the most respectable families occasionally become de-

faulters. In order to gain a more satisfactory knowledge
of the beginner's all-round work and chnracter, a term
of probation is provided—usually three months—before

the junior is definitely accepted.

The Fidelity Bonds Required.

Immediately he enters upon his duties, sometimes
before he does so, the newly-accepted bank clerk is

required to furnish a guarantee bond to cover the bank
against the hazard of his involving it in loss through
dishonesty or criminal negligence—in other words, to

guarantee his fidelity. In earlier years these bonds were
chiefly furnished by private s reties. A couple of rela-

tives or acquaintances, possessing substantial means, and
consenting to act as his bondsmen, undertook to in-

demnify the bank for any loss it suffered by reason of his

unfaithfulness. The bank could satisfy itself as> to the

substantiality of the bondsmen, if it was not already

known to them, by enquiry and investigation.

Subsequently, this class of fidelity bond was super-

seded by one furnished by the guarantee companies.
The companies' bonds proved so much more satis-

factory than the private bonds that so ne of the banks
abolished the latter altogether. When an application

for fidelity insurance is made to a guarantee company,
the company investigates the habits and character of

the applicant beforr "cepting the risk. He is required

to furnish the na * reliable pei s in his locality

who will vouch f( The reliabiiuy of these refer-

ences being establib .a, a series of pertinent questions

11

! ^

.^il
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«i™d'T,''h°
'!•'."'•.'•"' " 'avorable replies being ,e.

promp„y pay, ,„ .h. bank '^ZJ^To'^LT'""''
Sr'n:'.tS S^a '""'?'?• f"™'*^ '^^''-

not exceed the amount of the honH Ti,„„ »i,company proceed, to apprehend and'^p^nish"^' e e!

guarameed ^ -^^ ^"^ ""*• P^"" ^"""- «" the amount

Mutual Guarantees Inaugurated.

banks^'Tn ''T^'^'/'^P ^"^••-'d has been taken by the

formaiion of T^' ?^ mstitutions have announced the

ofThlTr ^^T' '""'"^' g^^'-antee funds. By meansof these tne employees of some banks have their fidditvn urance carr.ed at the actual cost instead of at a Srate. The amount of insurance against each ntllr^r ; .•

bvTil'^h;"*'" ,"" -''" »>'•- Tre'lt^bHitytc rid

rr-nnT't:';' -"„•" -
^-'•""Ss^Ltct:

iLnthT • T ^ ^""^^ percentage, considerably less

is H.H? Tr^^ '^ ""y ^ guarantee company's bond

o ?h. f '^ T ^'^^ '^^^"^' ^^^h '"""th and creditedto the fund. Upon a defalcation taking place the b^nk

the" dXtr^sS "°"^ ^''^ ^-^ - '-^« --- o^

cont^rt^s^-r----^--5-^^^^^
at the officer's credit represents his property rieht i^^ tlLwho e fund If no defalcations were cha^ u? th "p

draw able m full at superannuation, or on leavine the-rv,ce, If a reasonable number of years had been erv dThe carrying out of the mutual feature necessitates hedistribution, among all the officers, of each ts fromdefalcation covered by the guarantee. This can be don^through dividing the amount charged to "he f,3among all the oOicers' accounts probata to the espective bonds carried by each. In some of the systems

a fixed number of years, or until the fund balancereaches a certain sum.
oaiance

Thus, when an officer of a bank that operates amutual guarantee fund steals, he is striking.'^ not the
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I

bank or a guarantee company, but his comrades and
fellow-clerks. It is supposed that the greater ignominy
thus ensued upon an offender has some effect in pre-
venting defalcations.

I
I

Officers' Pension Funds.

Related to the systems of mutual guarantee are the
pension systems now coming into vogue. In Canada,
the banks for many years have recognized their respon-
sibility in the matter of providing for the declining years
of men giving a lifetime to their service. This respon-
sibility was met in most cases by the board of directors
taking action on each individual instance that presented
itself. The annuity or pension given was frequently
something in the nature of a grant or favor. The direc-
tors made grants, more or less graciously, of something
that the recipients had a moral right to demand. Though
the system was not very satisfactory, it worked fairly
well in the days of small staffs. Obviously, something
more elaborate and scientific is needed now that the bank
staffs are getting so large. For instance, each one of
ten or a dozen institutions has more than 500 men on
its staff. A few of the older banks have had for a long
time properly scheduled pension schemes. A considerable
number of the others have inaugurated them recently.

The systems are based upon the employees contri-
buting so much per cent, on their monthly salaries, and
upon their being entitled thereby to claim a pension or
annuity, graduated according to length of service and
amount of salary received. Generally, the annuities
they can claim are greater than their payments would
purchase from an insurance company ; the pension funds
are able to promise the extra results Ijecause of the liberal
grants made out of profits by the directors with the
object of supplementing the staff payments.

The effects of the system are decidedly beneficial.
Each man knows exactly what he has to expect when
the time of his being incapacitated arrives. The rules
governing the fund, the percentage to be paid in, the
minimum number of years' service required to qualify
an employee for pension, the amount that may lie drawn,
the term for which it may be drawn, are specified in the
agreement subscribed to by all the officers.

The fact that the pensions are to be theirs as a
matter of legal right, instead of as an act of charity
performed by the board, has a beneficial influence on

'•II

If

t
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the morale of the men. As another result of the two
systems—mutual guaran; 'e and pension—the men are
bound somewhat more closely to their employers. Also
the banks have, in the possession of these balances
belonging to their officers, an additional guarantee of
good behavior from each.

Duties of Beginners.

The work assigned to the new junior varies ac-cordmg to the kind of branch he joins. Therefore, it
will be well to describe the work first at a country
branch and afterwards at a city branrh. In some
respects, a more advantageous training can be given in
the country. In a city office, it is necessary to divide
and sub-divide the big departments, and to place a man
on each division or sub-division. Each clerk obtains a
very restricted view of the work of the whole branch,
his own work covering, say, one twenty-fourth part, or
perhaps lesr, of the whole. Whereas in a country office
a single officer may have one, or maybe two. departments
in his charge. A quarter or perhaps a third of the work
of the branch passes through his hands.

Serving in a Country Branch.

As the small country offices do not employ mes-
sengers or porters the duties performed in the cities by
those functionaries fall to the new junior. He is expected
to bring the big ledgers and other books out of the
vault in the mornings, and to place them in their stations
for the day; the mail delivery and despatching is his
to perform

; the copying letter books are in his charge

;

he must copy, address envelopes for, close, stamp, and
make a record of all letters sent out. He is telephone
and messenger boy, and has the collections to handle.
The bulk of the mail received every day consists of
drafts, notes, cheques, etc., sent to the branch by other
branches, or by other banks, for collection. Some, such
as cheques, have only to be charged to customers'
accounts or presented at other local banks. Some,
again, among them being notes and accepted bills, are
to be recorded merely in the proper books and held for
maturity. But there are always a number of Items
requiring to be presented for acceptance to business
men in town. These the junior must present, and he is

responsible for them. His first experience with them is
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apt to be confusing and perhaps a little terrifying. The
drafts have instructions attached: "No protest," "No
protest for non-acceptance," "Hold for arrival of

goods," etc., those demanding most respect being

the peremptory d(vumcnts subject to protest frf)m the

beginning.

These last are very few, and are singled out for

special attention, the accountant or some other superior

officer taking note of them and following »heir course

with a watchful eye.

The Collection Department.

The collections form one of the important depart-

ments of banking. All the bills and other items held

by the bank are dividetl into two classes—those be-

longing to the bank, and those belonging to other parties.

The bills discounted, including cash items and the cash,

constitute the bulk of the one, while the collections and

items for safe-keeping form ti.e major part of the other.

With regard to the bills held for collection, the bank
has no property rights in them ; it is merely an agent

for the rightful owners. The collections may come to

it from regular or occasional customers in its own
locality, or from its correspondents in other places.

Almost any kind of document calling for the payment
of money may be handed to the bank for collection. It

is careful in every instance to assume no responsibility

except what the law places on agents or collectors.

The commissions to be paid for its services depend upon

the nature of the transactions necessary to effect the

collection. The bank is under no obligation to under-

take the collection of any particular bill or bills.

Of the bills lodged for collection by local customers,

some may have been placed that way because the bank

did not consider them good enough to discount. But

most of them are so placed because the owners do not

wish to have them discounted. They may be notes made
by parties resident in the locality, and payable at the

bank itself, or at some other bank in the town, or they

may be drafts drawn on parties living at some other

place.

At most bank branches the majority of the collec-

tions received come through the mails from corre-

spondents or other br.^.nches. These are mostly drafts

drawn on local business men by wholesalers or manu-

facturers in the distributing and manufacturing centres.

Or they may be notes sent away by local tradesmen to

'•n

%

1 t -

\
In

: ! 5

^
*



M MAMML OK CANADIAN BANKING.

their ouls.de creditors. The parties drawing the draft,or owning the no.es. place them in their ^ovn ba'nl
'

Sn on !h"-''-
^^'"^ *'•'""*'' '""^^'^ them, for^col

InnlT ? •

*'!' °''" "'•'''""^ '« 'heir regular corre-spondents m the various towns and cities.
l-'pon acceptance of a collection, the bank receiving

It becomes responsible to the o^ner ^r iu v f?keeping, for its due presentment at the pace of dom ci r

ronr-7 u
'''^'^ "^ ^^'^^y '-°"'^^ti«" held. Where aconsiderable number of both kinds of bills are receTNed

r •Wti^r'T;,""^ "^'"^ '^' "'-•^'" -" the" ht
umbe7tTe regitr tme'd'^- ''^7'-'^' ''^ '^^

o u ..^ ..
'^'^s'ster. .^ome distineuishintr lettprcsuch as "C." "B C " "M f d •• . V. H 'eiiers,

lection " "Rill P n ,. 'V^'^' standing for "Col-

Stt'eH •• r '^°"^'^"^"- ""ill for Collection

How Coirectlon Bills are Handled.

.„^ ^^^r.
'•^^^'^ed, the bills from local customers are

permitlf th'^"";'^
'" "''""': '''"" '" ^ ^'^^P'^ thTtwou d

?rsSsion'i%^*^^'"S".*=S°^''-»t^'» by anyone obtainingpossession of them by improper means. To lessen thedanger from this direction the bank's name is s ampedpainly on the face, and a further protection is gZedby restricting the negotiability of the bill through

le^cnT'-^P:;.
•'^''" ''' last endorser's signature "theegcna, i-aj

jj^^^k or order." \fterbeu,g stamped properly, the bill goes into the reg teunde ,t, ni.mber, columns being provided for all the

lo^rt theT^"'"'^'
^° ^'"'"^'^ •-> ^"P'-»^ •^'" - --- of

The next step is to divide the completed from theun.-on,pleted bills. Son,e banks make the divis onbefore, keeping a separate register for each. When this
.-s done the "remitted" and "local" bills are not separated as it would be rather much of a nuisance to runfour books. The completed bills are ready for dfarr.i

""
the uncompleted are to be presented bv the iu- U^racceptance m the case of local bills, and in the . ...^ of
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remitted bills, forwarded to the bank's correspon>;ents for

collection. lU'lore these latter are wnt forwari' tliey,

too, must lie entered in the diary. That important book,

and the manner of its working, will l>c dcscrib«(l after

we have ii'-companied the junior on his round with tlu-

bills for aeceptanec.

Presenting for Acceptance.

This task is not so .simple or so easy as mijjht be

imagined. The drafts .ne drawn mostly upon the mer-
chants and tradTs wiili well-known places of business

in the town. Procuring their acceptances is not merely

a 'natter of going to their places of business and of

comii^g away immediately with th. signatures required.

Frequently it happens that on the junior's appearance
with his bill the merchant is busy with his customers,

and he will ask to have the bill left till he gets time to

look it up. Sometimes the junior is told that the ship-

ment of goods against which the bill is drawn has not

arrived, and that the bill must be held a few days

;

sometimes that the amount, or the term, is not right.

.Ml sorts of reasons and excuses are given for not

accepting promptly. The upshot of the first trip pro-

bably will be that a few acceptances have been secured

on presentation ; also a few straight refusals to accept,

and fj'.iifc a number of drafts left for the next day's

rounds, or to be .sent in to the bank by the drawees.

When he goes out next day, with a fresh supply

of drafts, much the same thing happens. He may not

succeed in getting in the bills left previously, further

delays and excuses probably being experienced. This is

what confronts him. Behind him are the instructions

of his superiors that all the drafts must be disposed of

promptly, one way or the other—either accepted or

refused. If they are left too lont; incomplete, the bank
as coll(><-ting agent may Ix; involved in trouble with its

correspondents; it may be involved in loss. If the loss

is owing to a failure of his, the junior must make it gcx^d.

Entries in the Collection Diary.

Those bills which the junior brings back "Accept-

ance refused" are marked off "Returned" in the col-

lectioi register, and are then sent back to tho parties

U'om whom recived, tl- ~easons for refusal being given.

Those which are acct. ;ed are placed with the other

completed local bills, and all are prepared for the

Til



•• MANUAL OP CANADIAN BANKING.

"diary." Each or* .^lu.^t be examined to see if the ac

«ormnl I hen they mu.t be due-dated. f ach bill mu,have .n the particular place and manner affected by he

plamly. Th„ done, they are ready for entering. Thejumor acknowledges the receipt by him of coScctiontcoming throu,.' the mail by initialling, .lu- let.ers h

,

contain them. Now, he is about to pass them I iuh

officer T.rr'- ""r '"' """ '^'^^'"' «" -""^"
officer. IlK enterinp them in the diarv marks the endof h,s connection with them-for the present at least

nil k'inr""''""". ""'l^
'*" ^^'"^""'^ °f *'"'"' ••'"d notes of

ail kinds one of the gravest responsibilities lies inmaking the proper presentment on the <iate o ma"turity. Lvery bill held by the bank, due on a certa n

banking hours on that day. If it is not dire conse-

for'a 'h..r' 'f°Z\
!'''''''''' •''^^'"''' « P-O endorserfor a bad or doubtful promis.sor mav be lost through

non-presentment. If the endorser takes advantage ofhe s^,p the bank as holder of the bill, is respon ib^for the damage suffered by the owner

The Diary System of Inter-checking.

errors°'anTtrr'*K"L'"''
"' ^ '^^•=^"«^'' ^^^'^'^'^^ < -tly

to""'devised the h"^
'"•'""" '°'' ''''"'"'"^ '''"'' ^ad

,h "^..f*^"'*^;
The diary is one par' of this systemthe bill-case is the other. As the name implies the

O the'l;'
''"' '" "'''^'' ^''^ ""^"^'"^ - Jurid'ica 'dlvs

I't y''"
T- '^' °."' ^''"^•^'^"'ively. a half-page or 'a^v hole page being given to e.ich dav As thev arereceived and completed, all the bills aVe entered in 'he

pect.ve due-dates. It ,.s part of the teller's duties athe beginning of each day to take over and initial fo

bill r^t f
""". ^' '^' ^''-^^y ^° •'« ''"«= «hat dav. Th^b ll-case furn^hes a check as follows : its compartments

are mimbered consecutively from "one" to "thirty-

months J '•"' .''"''P'"^ '' '°''' '^^ ^'i"" f°' three

Inl °^^'^°'-^J" f,'^^^"«
in these numbered compart-Z M b

.".'' ^' ^'"'' •" '^' compartment for each dateshould be the same as those recorded in the diarv forthe same day.

The diary does not contain such f„II nartirnl.-,rs nfeach bin as are necessary in the collection register. It
IS sufficient ,f enough details are given to identify the
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bill and to remit or account to its owner, so that he in

turn can identify it. After they are entered in the diary,

the bills are handed over to one of the hiRh otlicers i)f

the branch—to the manager if the branch be very small.

to the aicountant at Iar(,'or branches. As it is a matter

of import.mcc, for the reasons alre.idy menliomd, lii •'

the bills be properly completed, due-dated, and entered,

it is the duty of this hiKJi otVicer to carefully read over

each bill, to check the due-dates and the entering. In

order that the responsibility for mist.ikcs can be pro-

perly placed, it is customary for the officer who does

checking of this kind to place his initial or partiiular

«ign opposite each item he checks. Then, in the event

of loss or trouble resulting from a mistake passing him

without detection, the responsibility is dixided iMtween

the man who made the error and the man who should

have discovered it in the checking. On this diei kin-,'

being finished, the bills are filed away in the bill-case

the keeper of which, nearly always the manager, for-

mally "takes them over" by initialling for each bill,

usually in the collection register.

Collectifif! and Accounting.

The matter of the actual collection of tho bills nrd of

the method of accounting for them, though not falling

within the junior's duties, can be described here. The
bills have been followed from the time of their receipt

to their instalment in the bill-case. Here they rest,

unless recalled or paid in advance, till their respective

maturities, the manager being primarily responsible for

them. Let us observe the fate and disposition of a bat< h

of matured bills on the day of their maturity. .\11 pay-

ments and receipts of cash must go through the teller's

hands. Therefore, one of his duties is to collect the bills.

In the morning, after getting his cash-box, he takes o\er

the bills for the day, initialling for each one in the diary.

Amongst them will be some signed by customers of the

bank as promissors or acceptors. .\ numlier can be

charged at once to the customers' accounts. In the>e

instances, all that is necessary is to make proper ac-

counting to the owners of the bills and then to caniel

them, stamp them paid, and put them through the books

in exactly the same manner as cheques.

It may be that some of the customers wiih i'ii's

due have not enough funds at their credit to permit

charging up the bills ; some may have issued standing

'•I.
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instructions not to charge hilU t^ ft,
•

cheques. Uith these f is nece„rv''.'''°""*'
"'*''°"'

customers deposit snffio LI .
^ ^° "^^'^ ""''' the

bills in the on?csr,„7 until ZV"': ^"°""* "^ ^"^'^

in the other.
^'' ^^^ ''^"'^ '" ^heir cheques

Bills Payable at Other Banks.

Amongst the bills, perhins «iii u
or made bv customers of oth^r . ^

'"'"^ accepted

will be ac.;epted pav ble .t .h u^'
'" '°^^'"- These

ment of each rnust be Lh f u"'?
^^""^^^ P-'^^^nt"

"ifh .he bills for it f7;To hT^T '^'f
^^^"-"tance

ment.
""^ '° ^"" ^o "^ake the present-

Pa.vabll Xre'^;: t^e^tXtT ''
'r'' '" ^^^ ^'"^

charge of the deposh-fedger^Vhe H "'T
^^° '^^^

amines them, satisSes himsdf as L thJ H^"';''''^"'
"'

to the genuineness and reguHHt of th
"'' ""^ ''

the promissors or acrentorf J^
*- signature of

dishonor them The iun n H
^"''''^'^' '"^ '^""O'' "^

bills now abo to beS h^' "f
'°"'^^ '^^^^^ ^^ ^^e

o. certified. When the I^H. T'"'^
^^'' '^^"^ ^"'^P'^^

whici, he is m\kin'
'^dge'--"<eeper of the bank, at

he intends to pa .^he''':rrr"\'"
^^'^"^'^^ ^^^ ^'""^

debit in the account nf?i^
each one as a cheque or

on the l-il as ™t^ "'^ man whose name is signed

the '^-.ccepta^e* or-' ertmc';io:--°Vh-'H' l'
"''"^P^

hi" so entered, along wUhhir initial
'" '''^"' °" ^^^"^

the .s;rr?:Sv^^s:ys ^ ;;;: f-
v^''-

so stamped and initialled the , 5 ^ ^'-'P^'

rega ded "^pnid
'y\f^°°^ ^"-^dit. the bills now are

the tellot The' it; nr
" T ''" ^""'°'" '^^"'''^ '^em to

owners.
'' P'°''''^-^ ^« ''''^'^"""t for them to the

honc^^r^::; z ':!:tjt"
^"

'?
^^'^ -^^ -•" ^« ^--

^lu .i4,ain, ,\ot sutftcient funds " or "M« •

structions to pay."
"mas, or No in-
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Payments Received Over the Cc nter

The bills, so far described, ar . the obiig tions of
business men and others who op, n-^ oiir. -nt accounts.
There are usually a number of notes and aiafts each
day, the primary debtors on which do not maintain
running accounts at any bank. Instead of having their
bills charged up as they come due, these people attend
at the bank counter and pay in cash. In the case of
their bills, the teller has but to hold them through the
day and accept payment when it is tendered.

Disposition of Unpaid Bills.

At the end of the day probably there are a number
of bills not taken up or paid. As they are merely
collections, and not the property of the bank, they are
easy to deal with. Bills carrying "no protest" iiiMrur-
tions are returned as sf>on as possible to the owners.
If the owner is an out-of-town correspondent bank, its
unpaid bills are sent back in a letter the same day ; if

a regular or occasional local customer, thev are sur-
rendered on the first opportunity. When the "no pro-
test" instructions are not attached, the bank is under
obligation to have the unpaid bills protested, in which
case they usually are returned the next day.

Remitted Collections.

The remitted bills remain to be dealt with. These
are bills taken for collection by the bank, payable at
other points. They come largely from local customers-
manufacturers, wholesale dealers, and others having
debts in sundry places to collect. As soon as these have
been recorded in the books they are sent forward to the
bank's correspondents in the places at which thty art-
payable. At least, that is the procedure in cases where
chartered banks are the correspondents. It happens
sometimes that bills are received on points where no
chartered bank is established.

There may be private banking offices to act as
agents, but they, of course, are not so strong financially
as the chartered banks, and not so much confidence is

reposed in them. If the bills are drafts rec|uirin!,r to he
presented at once, they are forwarded right awav to the
private banking correspondents. And, if the maturity
of the bills is not more than two or three weeks ahc;id,
they are .sent "for collection and remittance" just the
same as the bills are .sent to chartered bank corre-
spondents. But some banks make a difference with bills
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having a longer currency. They do not wish to have
them lie too long in the hands of correspondents, about
vyhose actual position and character they know little.
Should the correspondent be dishonest, and at the same
time under financial pressure, he might pledge for his
own indebtedness the bills sent him by other banks, or
negotiate them for his own benefit. Therefore, the more
cautious institutions hold the completed bills payable at
such points in their own possession, and do not forward
them till about ten days or two weeks before they are
due: they send unaccepted drafts, with currency of two
months or more, forward "for acceptance and return,"
again forwarding them for collection just before maturity.

Obviously, in the case of these remitted bills, there
is nothing to be done at the bank except wait for returns
to come in from the correspondents. These returns may
be expected on the day after maturity in the case of bills
sent to points near at hand; they may not come for a
week from correspondents located far away.

Crediting and Remitting Proceeds.

When bills are unpaid at maturity or refused accept-
ance on presentation, they are, as already explained,
returned to the owners as soon as possible. When they
are paid, the proceeds must be delivered to the owners
immediately. The simplest method of accounting to the
local owners of paid collections is to credit the proceeds
to their accounts. From the total amount received for
each bill, the amount of the commission, agreed upon as
remuneration for the bank, is deducted, and the balance
credited to the owner's account in the deposit or savings
ledger.

In order that the bank can prove, if necessary, that
It has accounted for the proceeds, and in order to enable
the owner to identify the bill, the entry particularizes
the collection number and the name of the promissor or
acceptor. If the owner has no account in the ledgers,
one is opened for him. It may be the beginning of a

profitable connection, and if he withdraws the cash at
once, he must do so by means of a cheque, which pro-
vides the bank with a complete receipt for the funds.

But a large part, perhaps the largest part, of the
bills paid are received from banks in other places or
from other branches of the bank. All that is necessary
in settling with another branch is to credit it with such
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of its collections as are paid. As there would be nothing
gained by the bank charging' itself a commission, these
Items are credited at par. Settlement to other banks is

made by draft, generally on one or other of the three
settling centres, Montreal, Toronto, or Winnipeg.

The entries and slips for all the settlements emanate
from the teller's box. To be treated as live documents,
credit entries and requisition slips for drafts require to
have his initial on them. The initial signifies that the
bank has received an equivalent in cash, or contra
entry for the credit it is about to accord.

I hen it is the duty of one of the senior officers—
the accountant or the manager at all but the largest
branches—to check up the teller in his crediting and
remittmg for bills. .\t the close of the same day, or the
begmning of the next, the checking officer is supposed
to take the diary and follow the fate of every bill there
recorded as being due. He must see and handle the
bills said to be unpaid and held; he must see the
originals or the copies of the letters enclosing unpaid
bills returned; and he must check over the credits and
remittances for the paid bills, satisfying himself that the
latter have been forwarded d the rightful owners.
The checking has for its oh , , e detection of dis-
honesty and the correction of .. - .s.

Effect of Competition on Collection Business.

Formerly, the banks received better commissions
for making collections than they now obtain. The
charge for collecting for another bank generally was
ya per cent., with a minimum of 13 or 15 cents on each
item. Sometimes a couple of banks would enter into a
reciprocal arrangement and collect for each other at
special rates or at par.

Rates and commissions were fairly uniform all over
the country. The branch bank extension movement in
the last ten years has effected a considerable change.
When a new branch office is opened in a place that did
not previously possess banking facilities there is nothing
to be gained by cutting the regular rates, since all the
chartered bank collections will come to it as a matter
of course. But when there is a bank already in the
field, it happens sometimes that both the newcomer and
the older established bank make themselves rather
ridiculous through their successive moves designed to
gain or to keep the collection business of other banks.

"11
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It is not merely the commissions on the collections

that are at stake. The bani<ing office in a small town
that holds and pets for presentation most of the drafts
on the local nurchrmts has with them somewhat of an
added prestige. .Sometimes good business can be
diverted from older rivals through ai adroit use of col-

lections by a newcomer. Thus it happens occasionally
that strenuous competition occurs in some little country
towns between two local banks. The other banks in

the cities and larger towns receive from the little places

successive offers, i ach one bettering the other, of special

rates for collections.

A Notable Circular.

.-\ circular notice, sent out at the beginning of 1906
by a bank whose established collection business in a

small Ontario town was threatened by the rate-cutting

activity of new-coming rivals, excited some conmient at

the hands of the financial journals. As the circular

affords a good illustration of the stale of the collection

businc';:-, in many places and of the feelings stirred up
by the active competition it is reprinted :

—

"Owing to the absurd abuse of banking privileges
" and usages by some of our chartered banks in re-

" ducing their collection rates to seven cents per item,
" regardless of the amount, and the return without
" charge of all unpaid items, we have decided to meet
" this ridiculous method of doing business by collecting
" at par for all chartered banks sending their collec-
" tions to us at this point, and we will also pay, without
" charge, all their drafts or certified cheques duly ad-
" vised and crossed at this office."

It is to be feared that in too many instances the

managers of the small country offices are influenced,

when they permit themselves to be drawn into senseless

cutting of collection rates, by a panicky terf-or lost tlioir

fellow-townspeople should think they are losing business

to newer rivals. The newcomers think, upon opening,

that as two or three men are there in the office, with

little or nothing to do at first, they can afford to collect

for other banks at par, if it is necessary to quote that

rate to get the business. This course is wasting the

shareholders' money. Such banks resemble the whist

players, who play entirely for their own hands, without

thinking at all of their partners.
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How One Bank made a Good I'se of its Branches.

It is possible to give an illustration of one of the
benefits falling to a bank possessing numtrous well-
placed branches when those branches follow the policy
of working free only for their own institution.

When the author was in Winnipeg in the earlv
"nineties" there was one chartered bank tha* ha<l the
Canadian West particularly well covered with br.iMciies.

Thcie branches charged nearly all the other banks
the stiff rate of /^ per cent, for making collections. The
consequence was, when the other banks received from
their customers items on points where this bank was
all alone, rmd those points were numerous, they had
to face the fact that it would cost them '^ per cent, to
get the items collected. To come out without loss, it

was necessary to charge the customers 3 a per cent, com-
mission, besides discount at the regular rate. .Vaturally,

the customers objected to paying such a high r.ite of

commission, and the banks were forced either to adhere
to their charge at the risk of antagonizing or losing
good accounts, or else to take this part of their business
at a loss.

The advantage derived by the parent ollice in Win-
nipeg of the branches making the '4 per cent, charge
was obvious. .\s an inducement for desirable business
men to bring in their accounts it could oiTer them a flat

commission rate of J a per cent., or par if necessary.
There is no question but that one result of the policy was
to throw into the Winnipeg ollice of the bank a great
many valuable commercial accounts.

A Disgruntled Correspondent.

A manager in the service of one of the larger hanks,
who had been endeavoring to keep his collection business

on a proper basis by charging regukir rates to other

banks, received the following letter from a disgnuitlod

correspondent :—
"Dear Sir,— I regret to note that you have aL;ain

" charged us }i on a collection bill in your settlement
" draft 21791, S261.90. .All we arc able to get on these
" items is }i, so that we make nothing and lose our
" postage.

" If you will allow me to say so, it is only inviting
" competition to overcharge in this way, as one of your
" branches has already discovered. We had lieen

" sending to one of your branches, and they were

<l|
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" whi -h r! T? ^"" ''^" P-"^^"' '^^'-''^ ^'""ng banks
^ h.ch resulted m nnother bank going in-then tl eJ

_

were anx.ous to give any kind of low rates. u"ih he

^

m nd ,t .s much w.ser to be moderate, as, should opZ

"Of course, this is only my unasked opinion."

Yours very truly,

A. y. Z., Man.'iger.

Suggested Remedies for Over-competition.

n the country manager were to keep in mind tintwhc^ he makes too free an offer of his .acilitie to o hebanks he may Ix. putting i„to the hands of thosl bmkve.-.po„. that will enable them to compete the Ttte fot^e nK.tropoht,.n business of his own b.'::k, .,t^'::ld no

Lvcrvo'<rof"n'''^^ 'n'""^''"
""''' --P"»".''l offers

tn h^r^'""^
'-emedies occur to the mind as being likeh

to re 'K,"^r''-
'" ''^"^'"S competition in collectinP

Sher h°"f
"""'• ^"" '^ ^°^ the banks to appointother banks as correspondents in regular order of ore

sendmg all their collections to the properly appointedorrespo dents, regardless altogethe? of offers'of utrates that might be received from particular pointsSome of the more dignified institutions already pursuethis pohcy. If all could be prevailed upon to do so conditions would become better all round. Aga n, some'goc^"would be effected if care was taken fo a^quaTnt
°^

laer^n
"7;?^^'-%-'^ specif^, particulars o'f c "es o

S,4ers T? "^r""u"""" "'''' '^^ ^"^ ^^ ^heir

^eZrJ
•°^^''" '^"^ '^""'"^ '« <lo"e with thegeneral manager in complete ignorance. It is not to be

onfo^ftis'b''
''."°"''

r"^"^
'^^'''y '" '^^ -t'on o

at the di. ^'T'l'" P'"*^'"^ ^" °f '''' f^^''ities freelyat the disposal of his competitors.
'
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CHAPTER V.

The Cash Book.

Another duty which falls frequently to the junior
in a country branch is the writing of the cash-booi<, or
day-book, as it is sometimes called. This book contains
a record of all the vouchers and entries representing the
transactions of each day. Tneoreticaiiy, the particulars
of every item, debit and credit, should be entered, but
in practice this would be inconvenient. At many offices
it would make the book too bulky an affair. Therefore,
supplementary books are used. They may cover any
class of entry, the items of which are too numerous to
be entered in the main or parent book. For example,
a supplementary book might be used for the cheques
and deposits in either the current accounts or the savings
bank ledgers, for the entries between branches or with
the head office. It is possible to avoid rojKnition and to
economize labor by using the origin.il records in other
main or primary books, such as the disc:)unt diary and
the discoi;nt register, as supplementary to the cash
book. Whenever the cash-book is supplemented in this
way the totals only of the credits and the debits are
incorporated in the main book, along with a record of
where the individual items composing the totals are to
be found.

I m
'in

Declaration of Cash Balance.

Besides being the book of record for the transac-
tioiis of the day, the cash book is the medium through
which is made every evening the official declaration of
the cash balance of the branch, and in consequence the
teller, as custodian of the bank's fluctuating cash, is
directly concerned in its correctness.

There is no set order of entry for the items. Gen-
erally, the headings are arranged so as to perniit the
entering, as far as possible, of the day's work during
the course of the day. The totals cannot be extended
until the final entries come from the teller's box after
the end of banking hours. All the entries in the book are
made from slips or vouchers, except those referred .o as
being taken by totals from other books. It is endeavored
to arrange the headings in the cash-book so that they
will come in order down the page, as the accounts to
which they belong come in the general lot' ;or. 'liij-

'II

Î
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facilitates the postinfj of the latter book, which is usuallydone by a senior otlicer.

„ » !^
^"

'

u*""u"
'"'P'/^'' ^^""^ ^ P°'''°" of 'he items are

put through the cash-book during the course of eachday The method of writing up will be easier under-
stood ,f vve imagine that nothing has been done till
after the closing hour, when all the entries are gathered
and are available for writing in.

How the Vouchers are Entered.

The junior has his book ready, headed up: "DrC.ish-Monday, loth June. .9,3. Contra-Cr.." Uu'

entries
^' i""? "-""^^ '""'"''' *^« "gf^t for debit

entries He has raised headings for some of theaccounts part way down both sides, as far as he can goVMth an accurate calculation of space requirements forcarh hnadmg. From the file or box provided for thepurpose, he takes the vouchers that arc to be entered'
Hefore a commencement can be made they must besorted properly.

"

First, the credits are separated from the debit«
10 emphasize the distinction between the two classes
of entries, lessening the probability of mistakes and
facilitating sorting the printing on the credit slips isof a different color from that on the debits. When both
kinds of vouchers are sorted so that all items for evcrv
account are together, arranged in alphal^tical order orm order of the folio numbers written upon them, theycan be written in.

-^

Most numerous among the items will be the deposit
slips and cheques that have passed through the current
account or deposit ledger. Nearly everybody who hasdone business with a bank is familiar with the form ofhe deposit slips The name of the bank at the top,
with a line for the date; then the word "Credit," with
a blank space for the name of depositor, and underneath
the specification of the bills and cheques deposited.
Before they come to the junior, these slips must passhrough the hands of the teller and the deposit ledger
keeper. The teller, on checking and finding the slip to
be a true representation of the deposit made by the
customer, places his initial immediately alongside tlie
total sum at the foot of the slip.

Deposit Slips and Cheques.

On the deposit slip coming to him from the proper
source, duly initialled by the teller, the ledger keeper is
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authorized to enter the amount as a credit in the

account of the customer whose name is at the top. As
n«- enters it, he puts his own initial on the slip along
V th the folio nut.il)tr, or page of his It-duor on which
the entry was made. Thus, when the junior gets the

deposit slip it has on it the teller's initial at the foot

alongside the total amount shown, and the ledger-

keeper's initial alongside the folio number.

.\ cheque is an order on the ijank by a ( ustoincr

to pay a certain sum of men y to a party named, or to

his order. In the possession of the bank, properly en-

dorsed, after payment has been made to the rightful

owner, the cheque becomes a voucher representing the

payment of as much as it is drawn for. The customer's
signature is the authorization to pay, and gives the

document its virtue.

The teller need do nothing to ' except i;in<(l it,

stamp it paid, and enter the amount in his I)o<>k. The
ledger-keeper must, of course, enter it in the i ustomer's

account. He must place on it also his initial and the

folio, as he did upon the deposii slip. Now the ledger-

keeper's entries must be checked e\ery d. y by a senior

oDiriT. The checking is done by calling olf from the

cash-lx>ok to the ledger. To facilitate the operation the

deposits and cheques require to be entered in the i-ash-

txiok in their order as they come by folio numbers.

Three particulars are essential in entering deposits

and cheques in the cash book. Indeed, the same three

suffice for nearly all the other entries, credit and debit.

They are the folio, the name of the account, and the

amount. Thus, a specimen entr\ would Ix; :

—

"3. Allan, James T. $148.^4."

Probably there would be, next, a considerable

number of savings bank vouchers—deposits and
cheques. These receive exactly the same treatment,

except that they are entered in the savings bank ledger

instead of the current account ledger.

In a banking system such as the Canadian, con-

sisting of a relatively small number of banks, each with

numerous branches, it is inevitable that the entries

between branches should play a part of some importance
in every day's transactions. Generally, it is found more
practicable to keep these in a book by themselves ; only

the totals for the day require to be taken into the cash
book. Then there are entries for quite a number of the

accounts in the general ledger.

•II

•N

I,

t

•II

ii
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Balancing the Cash Book.

all til
"

"'^^""fy
fi"' to balance with the teller. Asall the v«u,chcr.s have an influence on his r.-,sh Ik I .ncothat ofll,ccr does not allow then, to leave his box Zihe has recorded them in his blotter. This blotter is thecash book .n a condensed form. It n,ay cont" in two or

dpnl i,?'?^^°"
''''''' "''''=• °"« for each of thrpri"c.pa Items. The amounts only are set in. There m .v Ik-a column on either side for the current ace, m Tn H.

betw :n br'"^: '-^"t t'""''
-^"^ '""»'^- ^- -^^ -

f^ch}^^s-^S;^l';;-^^?^^^
Wh ;'tt eTr;?l'fT

'''"' ''' '"'' °^ th^cash book

the cash babnce Is struck
^kso-,

. J .md rect.iied.

section's': "C hdd'by^he teS^'f
'" ''^'"'' '"^° '-

to-day ^r..L!;:^Xr:^^^^Z^^J^^^;^ the^ da,.

and accountant as a reserve sunnlv t7 u T'-^"^^^''
both appears .very day in the cT ^^k' H r^ is

"'

spec.men "balance" of the cash:- "" " **

Total credit side. 1,0,7.6 34 Total debit side, f.,,637 „
Bal. previous day 8,42791 TM^^''~.Teller's. $3,5,7 04

Treasury 4,000 00 7,517 04

'?'9,'S4 25
$,0,154 25

Thus, the teller must account for $3, = ,7^4 themanager and accountant for $4,000.
''•^'5'7-04. the

Checking the Vouchers.

vonrP''^
""* morning, before the bank opens, thevouchers are to be checked with the cash book Thereare several reasons why this should be done bv the

"f a"lft'hat h" f ''''f''''
""' ^^^--^ - k-wLje

thine more o7 IT-'^ '" '^' °'^*=^' ^"'^ '^^'"^ ^ome-ttimg more of what n.s customers are doing, from the
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personal examination of every cheque and voucher
passefl throuRh. Secondly, the checking of the vouchers
with the cash hook is one of the important safeguards
against embe/^lemcnt hy the clerks; '.r.:\ il is proper
that it be done by the responsible head of the branch.
Then, like all other checking, it is a means of detecting
and correcting mistakes.

To do the work thoroughly, the manager must look
at every vouchor in the bundle, examine the entry of
every item, and satisfy himself as to the authenticity
and correctness of the items entered in the supplemen-
tary books and of the totals transferred from them. As
h" [jasst's each item lie places his special tick mark
against it, and when all are ticke<l he checks the addi-
tions and e;;tensi(ms, the balant ing, and the record ol ih<

treasury rash. On the (ompk-tiop of it all he signs or
ini: als the cash book alongside the cash balance, and
the record of transactions becomes established and
authori/eil.

It has been mentioned already that the teller, on
paying cash or allowing credit for cheques drawn on
the bank, or for debit slips, immediately proceeded to

cancel them and stamp them paid. The manager again,
on checking them, may draw his pen cornerwise across
each voucher, or make some other mark as a sign that
he has seen and passed it.

Sortinit the Vouchers.

\ 1 IS the checking is concluded, he uses the
perforai...g stamp on all the cheques and debit slips.

These, being signed by customers, or initialled by him-
self or the accountant, constitute, until they are can-
celled, authorizations for the p.aymcnt of the hank's
money, and they must be accorded a treatment that will

block effectively any attempts on the part of the ollicers

or of others to put them through the books fraudulently
a second time.

The vouchers now are given to the junior for

sorting away. The paid cheques of the bank's cus-
tomers are to be returned to them when their pass book?
are balanced at the end of the month ; and they must be
.sorted so th.nt they can then be produced easily and
readily. Sometimes they are sorted in boxes with card
indices, sometimes in pigeon holes.

The other vouchers remain in the bank's possession,
and all that is required is that they be sorted and placed
in such a manner that any clerk can find any particular
entry without having to make laborious search.

IN
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Other Duti«» of the Junior.

are ^Zwl'Tl^T"-'''^''''' '"""^^ ""'- '-««•

bran. h« 7e '
-ner- llv CT "i ""'^T '" '"^ ^-^"

to customer, fo*; re nnintt."th''"' 'K'^'''*'
'"''"'<'

places .,„H ,1,?'
''^'"'"!"*f '" '^cir creditors in other

f:>r coile^l^nv"'' ,:XSr'^r '^'"'^
1" ^'='"--'

«ary particulars. eir^ '

ed it si nf' 'T'""" "u*-"

"•^""

have the feller's I, ifi I i r .

'^ '" ''^*'*''' "i*^-^ '""•''«

Drawing and Recording Utniti.

a^i ';:;,",,;"',,^,r';f
""" "" -;" '™* --^

p.iss.-slK,ok-.n
I .r:";.r

^""^ «<^countant," and

authorizecrb e he,; offi^. ^'
" '"''''"''• '" "^'^"^ «"*-^

Jignin, onic^er.:'Tn!r tifrJord'Tn the'"h"or^- V^hl'handed or sent to the customer, hearing the sign -mfres

Specimen Signatures.

The head office keeps a remrH r,f tu^ rr
authorised to sign at every' branch Cards or sii'pfa^r^:

S 1 nk at
°. '" ^-"^horized to sign on behalf of

o- s^ks^ieS SSg -ij:;t;tit^;;;:tn^^
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tIi;m':.N are ;nl\iM(l with lidflily .md prompHiiN,, | Ik-

l;irj;e banks, wliii h h.no l';tir<t|>«-.in li.inls- as dt.iwin^'
iiistDiiKTs, lrof|iuntly liii\«- U> k«vp Ira< k dI •.ijjiiatiiux

r«prt'sfntin>{ the auth<)ri/<d si^iwr^ ii all tin- l)i:iini.i-

of tlu; European banks, in aihliiion to thv many hiin-

drods lxl()ni;iin; to tlwir own iuim«i(iiis bram Iks. Hut
it is a sifuplc inaltir t(( (ind any s|HMitiu'n lliat i- \v anted.
It is litfd tirvt undrr th«- naiiu- ot the hank, and mi ondly,
iin<k'r tlM- nanu- of the- particular hranrh to wlii. h it

bclon(,'s.

It is hardly necv ary to «lftail any more of the
iiinior's (|iiti«>. He has ( horkini; work to do and railing
off, and is larjioly at th«' t»e( k and call of tin- others
Wo (an now sup[M>s<.' that he is ready for promotion, and
follow him as ho makes the i\oxt rung on the ladder.
This may probably Ih- his appointment to the deposit
or current account ledger, and for the pres«'nt he will

1" t«'ferred to iiiuUt his new title of •f.edi.icr-kcei) r
'

' til

' Ml

ii
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CHAPTER VI.

The Ledger-Keeper's Post.

h..J^?
jlepoMt ledger is one of the bulkiest andheaviest o the office books. It contains the full record

of the active drawing accounts of the branch's cus-tomers. It IS a matter of some skill to block out the-pace and head up the accounts when opening a neuedger so that the available pages can be used withoutan undue amount of transferring of accounts. To guidehim ,„ h,s task the ledger-keeper has his old ledger
before hmi. That tells the number of pages filled bveach account in the two, three, or more years of theledger s life. He has to allow for possible increases ordecreases ,n activity of the respective accounts, and to
leav,^ room for new accounts. This last matter is hardlyone that can be calculated. Neither the ledger-keeper,
nor anybody else, can tell how much new business themanager will secure, nor what the index letters of theimportant new accounts will be.

Wly the Loose-Ieaf System is Not Universal.

fh.. ^1 """f TP^''^^ ^^^ loose-leaf type of account book

Int .!f'f
^ ^' ""'"^ '""'^'^ '"^^ ^°Sue, is peculiarly

adapted for use as deposit ledger. It does away alto-
gether with the work of blocking out and of transferring
accounts that have used up the space allotted to them
before the ledger is done, and it avoids waste of space
It IS quite an advantage to be able to refer to a con-
tinuous record of a customer's account extending back

With the bound ledgers it is necessary, when it is
desired to trace payments by or to a customer through
a period of years, to have the desks piled maybe with
several huge volumes, and to turn from one to the otherand back again times without number.

On occasions, too, these huge books must be pro-
duced in court as part of the necessary evidence in
actions at law. In view of the advantages they offer

lll-T m"'^""!;^
'^'''' loose-leaf ledgers ha^e ,„nde

considerable headway in being adopted by the banks
Hut a number of institutions have not vet Ix-en able to
satisfy themselves, in respect to the deposit ledger, that
the loose-leaf books offer the same protection against
fraud as do the bound books
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The trained banker's mind is apt to revolt at the

thought of a ledger-keeper using a book from and to

which leaves may be subtracted and added respectively.

Banks have suffered some exceedingly heavy losses

through manipulation of the deposit ledger. One of

the most notable recent cases was furnished in Liver-

pool, England, where the ledger-keeper of an important

bank, acting in collusion with an outside swindler,

victimized his bank to an amount considerably exceeding

half a million dollars. Thus, the deposit ledger is a

department about which bankers generally have some

feelings of nervousness. Naturally, they are not quick

to adopt a new system which may, for all they know,

afford an easier opportunity for defalcations by dishonest

employes.

Taking Over the Ledger.

It is unlikely that our whilom junior will commence
his work on the ledger by opening a new book. It is

more probable that he will be called on suddenly to take

over a "going" ledger from an officer who has just as

unexpectedly been promoted to a higher position in the

office, or moved to another branch. The outgoing

ledger-keeper must balance his book before he can be

released from the post. Presuming that he does so

under date of loth October, then the new man takes

charge on the morning of the nth, and thenceforward

until he is relieved, he himself makes, or is responsible

for, all the entries in the bi>i>k

On taking over the book, duly balanced, the ledger-

keeper can presume that it is true and correct. It will

be so unless a predecessor has falsified it, or made a

double mistake, one part of which counteracts and con-

ceals the other. He has his list of the balances as on

the evening of the loth, the added total of which agrees,

or balances with, the amount shown in the general

ledger at the credit of "current accounts," or "deposits

payable on demand." In his ledger, all he has to do is

to continue entering the items, as they come to him,

in the accounts to which they belong, beginning his

entries where his predecessor ceased.

'IB

Hi

How Customers' Accounts are Kept.

His first transactions probably will be with the

teller, who, after taking over the bills for the day, hands

those which are payable at the bank to the ledger-
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Who ^^^n^^]^^'l^:XZof parties

special instructions, stopping payVem o7 a n.'rf^'?"

the^;^;:? a;^.:^jiL^a7art e^aftj^; '^r °;
the c..sto.er, his instructions^;: tZ Ltd°^'"

°'

borne irminH r°, ''^P°'''^"' consideration to beDorne in pmd here. It has reference to the erade ofcedu possessed by the signers of the bil s, and fhe stateof their respective liability accounts. If the name signed>s that of a customer who has nothing , der discount

b^ rhtgedt'U^ °'
^'^i'^'^^^*

^'''^' "^^^ bllTsTay

tocomafnihem T' P'°^'f1.^»'« balance is sufficient

so s?" nL !i u
1""^^ ^^^ •'"^ °f others who are notso strong, and who have a line of discounts at thp h=,nt

aTbnrli^eYnS'^'^'^"^^^ °^ ^''^ re^quisiJeliL^o^a;

that in th. K . T^ '°.P">' '^'"'- »"t it often happensthat m the batch received from the teller t„ill K-number of bills signed by a customer̂ Jh^ha^ nougbto pay one or some, but not all.
^

Charging Up Discounted Bills.

L'Tn "f °^ '•'^^^ considerations the new ledger

WHO e mis are m question without havinir to m^,!,.several trips back and forth between his desk and th.manrieer s room Aft«>^ ^^ • •
^"" the

e-<p«,ay necessary in posting. A rarefec o""™L! !-»n «.il have hi,, hands full „, ,„„Me on halan.e jlyl
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The entries are simple. First, the date, then the
particulars—abbreviated into one word or number— if

particulars are entered; next, the amount, placed in

whichever of the two columns—debit or credit—it be-
longs, and finally the balance that remains after de-
ducting or adding the amount from or to the balance
standing after the next previous entry. As the entries
are posted, the account folio and the ledger-keeper's
initial are to be placed on each one of the vouchers or
records from which the figures are taken.

The problems are in simple subtraction and addition.
On frequent occasions it happens that several items are
to be entered at once in an account. The clerk must
learn, in order to economize time, to make the proper
changes in the customer's balance with the least pos-
sible number of operations.

For example, a string of cheques, belonging to one
account and received simultaneously, should be de-
ducted from a credit balance or added to an overdraft in

one operation, done direct into the ledger, if they do
not result in changing the balance from credit to debit

:

the same with a string of credits similarly received.

Why Balances Should be Extended at Once.

A habit to be avoided is that of making entries in

an account without at the same time extending its bal-

ance. The manager is liable at any time to present
himself at the ledger and to ask what balance a certain
customer has. If he finds he has often to wait while
the ledger-keeper completes the extension of the balance
down to the last entry in the account, he is not apt to tje

so favorably impressed with the officer's qualities as he
would be if he always got the information immediately
the account folio was turned up.

Posting the Customers' Pass Books.

As soon as the bank doors are opetied, at ten o'cloi k,

the dealings with the public commence. Early de-
positors hand in their deposits to the teller, their pass
books to the ledger-keeper. While the teller is checking
off the items of the deposit, the ledger-keeper is cnterini:

in the pass book all items that have been posted in the
customer's account since his pass book was last pre-

sented. When the teller passes the deposit slip through,
duly iniiialled, the amount of the deposit is posted in the
customer's account and entered in his pass book.

' III

I iir

11
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balance as shown by the bank n'" ''uT''' ^''^'^" ^^e
by the customer's Un books^ Thr' '"'k^'^'

^''°^"
the more favorable balance It die,

^^
k

''°°'^ '^'^°^^

outstanding cheques. ^° ^^''^"^^ of the

nccount'hTmust'c'redit^hTb'' .'""^ ^ ^''^'^^ ^ "is

bank, of cour": doe not de'bh tTe'T""
'°°'^^' '"^^

-e presented for paymS ofcUl^io^r^^
""'' ^'^^

credit/actrSTy^he"S To Z ''T'"°'^
^°"-^^'^-»

be ,nade in a man' er to show that thlh"".' '""'l
""^'

or confirms them. Therefor^ t ic f-
^f^^^^^honzes

ledger-keeper initial e Ta •
/'f'Pu'ated that the

The entries of Theo.fo
^"P°^'^o^ behalf of the bank,

are merely recordsTir.r ""!
'k"'^"''^'

'^'^""^^ ^^ey

signature^ which he b'nkhT" ''^''^'•'"^.^be customer's

it can produce if necestarvt'n
P""^^^^'""' ^"^ which

the account.
"^^^ssary, to prove the correctness of

Certifyinjl Cheques.

If there are other bank, in
/^^'^^P**^^'. or "certilied."

are likely to be ^he mo,f
'"' '^^"^ "^P'-esentatives

^ent cheques .o^d b!lirthV"'''°''''"' ?^ '^^'^- ^hev pre-

'hoques, present them nt th. h
' T*^'"^ *° ^^-^^

before demanding thr^JJ Jrl'fhrL.ll::
^^"''^^"'°"

Watching for Forgeries.

on ^ te^'-rS\t 'Z:'
''"> ""'^'^ "^y ^'^ bank

cheque forms spedal car. h ?T ' ''^''^'^'^ on the

the'signature;;^rn
t e Xques ^o be-'^'^^H

^° ^"^"^ ^^'^^

On opening an nc.ount lach and ev '
"' ^'""'"^•

sr/rt^ietJo;;;:;^?--^^--^
one .rson. each onrof^H^;' a^thSrsi^l—^^
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specimen. If any customer adopts any peculiar mark or
sign as a special preventive of forgery, a record is taken
ot It. Ihese specimens and records are in the ledeer-
keeper s charge. They are kept in a book or on cards so
as to be available for instant reference in case of need.

hin, ^^i!*'',''^.^'"''!
'° '"°'' °^ ^^^ ^f'^ques presented tohim the ledger-keeper has no doubts whatever. Ithappens either that the holders of the cheques are wellknown and their bona fide character clearly evident, orthat the signatures are so familiar that he is able to passon them at a glance. But sometimes a stranger pre-sents a cheque of a customer whose account is not very

active or maybe recently acquired. Any one or moreof half a dozen other things may suffice to attach sus-
picion to any particular document. .V bright and attemive
clerk gets to know by instinct which cheques demand
special examination and which can be passed instanter.

The clerk can hardly afford to take chances. He is
responsible for any forged signatures he may pass, and
as a rule his salary is not large enough to permit de-
ductions being made for losses of this kind. When the
authenticity of a signature is open to doubt, which
cannot be removed by a reference to specimens and
records, there are several courses open-consultation
with superiors, a telephone or other message to thedrawer of the cheque, asking for confirmation of his
signature, etc. The ledger-keeper's first thought is to
avoid the Ignominy and monetary loss that would be his
It a forged cheque were passed on the bank. He will
also have in mind the fact that it is important, if a
forgery is being attempted, to apprehend the forger. It
IS thus necessary for him sometimes to resort to finesse
to detain a suspected individual while investigating the
authenticity of the signature.

In marking cheques presented to him from outside
there ,s another thing which he has to keep constantly
in mind. The holder of it may try to raise or increase
the amount after it is marked. To illustrate : A swindler
might have a balance of $15 at his credit. Having this
he could present his cheque for $5 and get it certified
or marked at the ledger; then he might raise it to $c;oo
and try to pass it at the bank or outside for that sum.

To guard against a trick of this kind, the ledger-
keeper must observe how each cheque is dr.nwn .t; he
marks it. If a space is left which would facilitate the
raising of the amount, he must draw a heavy line to
stop It. He should make sure that where the amount

• in

' IK

•),

'
'II

/I
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s untten ,„ the body, nnci whore the figures .re placedthere .s no empty space, either in front or afte theamount, that could be put to an improper use

Allowing Overdrafts

«.h- ^'T *""* ^"^ *'"'*= '^'^^q"^^'' «i" ^ presented foru^ich there are not funds at credit. If paid'^^ They erente

e l"''''\vher7"
''^ '^'"^""^ «^ orerd;aftsl„rrd;

kin 1 it is Ir "
J'"^

'''^^"' ""^ P^y' -^^heques of this

whodr.wt'hen;'"T" T "''''''''' '" "''^ '^""•"n.er.svvno draw them. lo ^^rant loans or advamos is a functionbdongmg exclusively to the manager of the branch and

until h.T'r"' ^'^^ "° "^'^^ '- "^^^^ ""ch cheques

tne manager. These m.structions may be given %'erbnllvbut the approved practice is for the manager to ink al"each cheque that thus forces a loan from the hank

Calling Off.

llHuvu
.""""''"' ^'^ '^^'^'"^ '-^ initialled i becameestablished as an authoritative record Tf ;c

^^^"^^
call off the ledger. The n,an:gerofaccou anTt' k ^the ledger and requires an officer other than the edferkeeper usually the junior, to attend with the cash bS
turn firstTe Tni? '"it '''t

^"""^ '^^"^ "'^ ^^^^^ item inturn, hrst the folio, then the name of the account andfinally
- -.mount, stating whether it is debit or creditThe senior officer turns to the respective accounts nnd

Z:lUlorT'^''-'' ^^^"^'- '" •'^ P-ceeds'h;is

th?ng that ctrikeMT-"'""' '" '^' P""*'"^' ^"^ ^^^ --yining that strikes him as queer. Whenever there is ad-screpancy between the amount as posted and the eitry

Irror b';? u""'
'^"^ '''}^^'-^^-P<^^ i^ called, and. if Serror be his, he ,s required to make the correction the^oucher for the amount in question being f^rst examined

The calling should result in all the deoosits in A^.t,

S" Ar^fe^'h
'''"'''''^ '^^ ''-' Std'bv^tsenior. All the cheques that were entered need' notnece.ssarily be initialled, for some which were marked ocertified may be outstanding. The object of the calline

elate" to '''^''''V:
correctness of ihe ledger up-to!date, to guard both against mistakes and crooked
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entries by the ledger-keeper. It aids the latter to meet
a risk connected with the position that has not yet been
described.

Proving the Balance.

This risk has to do with his accuracy. All sorts of
people have accounts in the ledger. By means of their
pass books and by direct interrogation they, through the
day, become acquainted with their respective balances
ns shown by the bank's books. Should the ledger-
keeper make a mistake and extend the balance of an
unprincipled customer, practically devoid of means, so
that it showed considerably larger than it should, on
learning of the error the latter might take advantage of
it to draw more than he was entitled.

An occasional proving of the balances of accounts
of this kind furnishes a measure of protection. To
prove the balance, the additions of the debit and credit
columns are carried down to the last entry, the totals
being put in lightly in pencil. The balance proves if it

is exactly oqual to the difference between the two totals.

Balancing the Ledger.

The regular balance days of the branch may come
twice or four times a month. On each one of them a
balance of the ledger is to be struck. Before proceeding
to it, the ledger-keeper makes certain that all his cnirics
up to the evening of balance day arc received and
entered. Then, after the ledger is called olf, he takes
it. and going through every account from A to Z, t.ikts
the balances into his balance book. As he goes along
he makes a careful record of the o -islanding cheques
(accepted and entered in the accounts, but not yet paid
by the bank). These he rcadilv discerns bv reason of
their not being initialled. The list of balances is then
added.

The total of the outstanding cheques is added to the
total of the credit balances. The result represents the
amount of deposits in his ledger. The total of the debit
balances or overdrafts represents the amount of loans
made in that form by the branch. To find out if his
balance is correct he must refer to the general ledger.
In one of its accounts each day are posted the totals of
the deposits and cheques in current accounts as shown
in the cash book. On a slip of paper the ledger-keeper

' III
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takes the grand total of his credit balances and out

sz:^:r'TZ' it''' '^°t
•' ^^^ -o""Vhtucuii oaiances. Jhe difference should a^reo u,iti, .t,„

balance of "current accounts" shown Ke R nera

Sfnced or"o°"H°'
'''''' °" ^''^ ^--«' ledgefbe ng

it sTdtTe^W"^°""'' '^^ ''^''' iedgef balancf

When the Ledger Causes Trouble.

tension of the balances; it mieht hnvr h««„ • \.^
the callin, off; it is jus! poS\h':t"theTrevTs'ta'l-

b"k ^f'it tiirnT" 'iT '" "''^'^ '^^^^ the'.hole workback of It till a true balance was found will have to hegone over. The long, weary hunts for balances arldecdcdiy wearing Generally it is a matter of wording itat n.ght. and It .s not always easy to rid the mind ff heworrying problem sufliciently to eet -i Dro~.r «ct f\
abandoning the search and going^'o ^d '^ "''''

Interest on Overdrafts.

It f.-,lls to the ledger-keeper to calculate the intereston overdrafts. As already explained, overdrafts represent loans or advances made to the customers, and thevhave to pay interest for them. The bank does not likeso much to make loans in this way as it does by r^eans

tiTvl^ ^f
^^""^^d bills and notes. One reason fothe dislike of overdrafts is because they are createdsomenmes without previous arrangement, perhap with-out security being lodged. A cheque is presented forwhich there are not suHicient funds. To refuse it tnju ethe drawer's credit and probably results in losing hisaccount. To pay it creates an overdraft. Another reason

^olZ^ir^'ir'
^^\^-^ore6 is because they a : n°oso profitab e. If a note is discounted part of the proceeds

will hkely he at the borrower's credit in current a cotTn,for a time at any rate; and he thus pays interest o^

a

larger sum than he actually receives. If he borrows onoverdraft he pays interest for the exact amount of thebank s money which he uses.
So the bank may follow a policy of discouragine

overdrafts through charging an interest rate n^e ^?cent, higher than the rate at which it will discount bills.
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On ascertaining the rate to be charged each of his
overdrawn accounts, at the end of the month, the ledger-
keeper goes through each one, picks out ail the days at
the close of which an overdraft is shown, and reduces
the whole to the basis of an advance for one day in the
manner shown in the following illustration:—

Suppose an account shows, during the course of the
month, overdraft

—

For one day of $540 ^ $540 for one day.
For three days of 620 - i,8bo for one day.
For two days of 418 r 836 for one day.
For three days of 310 == 930 for one day.
For one day of 140 = 140 for one day.

$4,306 for one day.

The overdraft interest is arrived at through taking
$4,306 for one day at the rate agreed upon. A debit is

put through the customer's account and the amount is

credited to interest or discount account.

Balancing Pass Books and Returning Vouchers.

The recital of the ledger-keeper's duties will be
concluded with a description of the manner in which
the customers' pass books are balanced and the can-
celled vouchers returned to them. On the last days of
the month, as the customers bring in their books with
deposits, they are asked to leave the books to be bal-
anced. As many books as possible are gotten in.

Though the pass book generally has, on the out-
side or inside of the front page, a printed request for
the customer to leave it at the bank for balancing at the
end of each month, a great many customers never leave
their books unless they are asked. The first thing is to
write in all the entries. Formerly, the books had to be
balanced ; that is, all the credits and all the debits added
up and the balance proved with them.

Now, since pass books showing progressive bal-
ances have come more generally into use, the balancing
is not so rigidly insisted upon. The next operation is

to tick off the vouchers. This is quite a big task, and
it may be that the whole staff is called on to assist, so
that the books may be ready to hand out on the morning
of the first day of the next month. For every debit
entry shown in each customer's pass book a voucher
must be produced and the entry ticked. The vouchers
are sorted away with this circumstance in view, and
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each customer's vouchers are thus gathered together in
an accessible place.

When the- vouchers are all found, and all debit
entries in the pass books ticked off, the books are ready
for handing out. But these vouchers provide the chief
means by which the bank can prove the correctness of
Its lustomers' .ucounts, in the event of their disputing
the point. Hence, they cannot safely be given up until
thi customers have acknowledged their receipt and con-
firmed the correctness of their accounts. As each cus-
tomer comes in, after the beginning of the month, the
ledger-keeper hands him his book and cancelled cheques
after taking his receipt and confirmation of account.

Thus, he is debarred from disputing his account
up to the end of the previous month. For the items in
his account for the current or running month, the bank
has, of course, the vouchers he has himself issued, and
it can at any time prove any account on its books by
producing vouchers back to the date on which the cus-
tomer last confirmed it.
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CHAPTER VII.

The Savinf(s Bank Ledger.

The s.ivings bank ledRcr is a book having :'"

affinity with the current account ledger. The savings

bank department, as at present constituted and run, i>

a comparatively recent development in Canadian bank- j

ing. Twenty-five years ago the great bulk of the bank

deposits was contained in the current accounts and

deposit receipts; the savings department was almost

unknown.

Savings Departments and Deposit Receipts Compared.

I
Under the deposit receipt system, when a bank takes

J a sum of money at interest from a depositor it gives him

! a certificate or receipt in which the receipt of the money

I is acknowledged, and a contract entered into by which

it agrees to account to him for the principal sum, with

I interest at a specified rate, if the money remain not

I less than three months, the depositor to give the b.ink

I ten or fifteen days' notice of withdrawal, on which

I
notice interest to cease. The receipts are stamped, "Not

I negotiable," or "Not transferable." Several features I ^^

I in connection with the deposit receipts were highly ad-
I

vantageous for the banks.

In the first place, the bank contracted, not to pay
^

the principal in cash to the depositor, h ' *-^ account }

to him for it. This circumstance, taken with the non-

negotiability of the document, gave it a better oppor-

tunity to enforce claims of one kind or another ag.iinst .

a deposit receipt-holder than it has against the owner

of a savings .iccount balance. Then, the fact that
1^

the deposivor must come in person to withdraw his

money, nmde the deposit less liable to rapture by .motlier I,

bank. The stipulation that the deposit should remain <

thtee months to entitle it to interest was more advan-

tageous for the bank than the present savings barik

stipulation that the money must remain one month in

order to draw interest.

The interest on money left on deposit receipt runs

at simple interest. The oanks compound iiitorosi on

their savinijs bank balance., twice a year. Wliilc some

few deposit receipts were brought in, under the old

system, every three months for the addition of the in-

terest to the principal, the most of them ran fr>r six

months, and a considerable number for over a year.
|

'1|!
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Some few were allowed by th, holder, to run for ,everal

recc p, would pn.bablv be somewhere between ninemonths and a year.

The Minimum Balance.

was In',"' 'T\'^.'"
"'•= """^•'^ ^la..se, though notircwas not exacted. ,t was customary a, deduct the ten or

a rlv i'^ ."'•T'" ".' ^"hdraw..|. But this lis"

en .3h " ''^•P^"-''."«"'- This rule, when strictlyenforced, me.nns practic.-.lly that the interest on a newdeposit made by ,, depositor commences to run from th^be^rmnmK of the following month; and. similar .money w.thdrawn through the month, h; loTe hi' „
terest ,rom the t.rs. of that month.

h.„ !•'! rr^" 'Z'"'"''
•^"^J'*'"-' "'e I' inks have Ix-en greatly

de^. ' ntn,: ''ih"""
""'^""^' «'*"''""" "^ '^^ ^-'"g'

vemvlf .

''^^ '"* ""questionably far more con-vement for depositors than were the deposit rcceip°s •

and .t .s reasonably certain that because of the chan«bank deposits have grown more rapidly than they o her!w-se would. Had there W.u no change in thirresper

panies'""'d 7h" n^''
"" 'T '=°'"p'"'«- ^^'^

"--
pan.es. .ind the Doa; non Government savings b.-,nk»

madl h T T"'^' ^' P-"""' °^ '^^ pains in deposit,

to facilitate the commercial and industrial developmentof the country would have been less than it now is

c^^thJr rT2' "'"T't
^""'^ "•" '*^" abolishe-l alto-

VrlZ' ^°'y °^ '•'* ''='''"^'' accounts is that they

with acilities for saving. They were not meant for
capit;.l,sts .and rich people. There is. therefore, thesemblance of an effort made to have the saving^ de-partment limited to moderate balances.

Use of Deposit Receipts.

So, latterly, the deposit receipts have come to beused n,ore exclusively for special deposits and for sums

$"o.'o2,'' "
^*"''^'" ^'''''^ ''""°""'' '^S.ooo or, perhaps.

The blank deposit receipts are in pads or books.On receiving the deposit from the customer, if a requisi-
tion slip did not accompany it, the teller asks the cus-
tomer for one, or makes it out himself. On his being
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natisficd that the amnunl is «urrc« t he passrs the slip

through for the junior to <lraw the receipt. Ihc blank

receipts arc attached to stubs, each stub being nurn-

licred the same as the receipt jR-Ion^iuK to it. On the

stub is entered the flate, name and aihlress «)f dep»>sitor,

amount of deposit, rate of interest, ami term of nf)ticr.

Also, it has a plai e for the specimen sinnaturc of the

depositor, which is taken unless he is a regular cus-

tomer, having already given a sp«Timen of his signature

in a manner or piai e c.isy of reftrcnre. Any spirial

particulars that might be re<|uired for identitiratiop are

put down on the stub. The stubs are prt .erve<l and tile*!

away so as to Ik- easily referred to, and when a deposit

ren'ipt holder presents his receipt for renewal, or for

witlulrawal of the moiii-y, if he is not known, the stub

is turned up and his signature examined.

Mst of OiitstandinK Receipts.

After the receipt is drawn, in accordmcc with the

particulars given on the slip, the date a, d number of

the receipt, tlic depositor's name and address, the rate

of interest, and the amount, are entered in the deposit

receipt register; when that is done the signatures of the

accountant and manager arc put on the document, tlicy

at the same time initialling the record in the register.

The register is simply a record of the receipts, line after

line, in the order in which they are issued. Afterwards,

as the receipts are presented for redemption, they are

marked off as paid, with the date of payment.

To balance them, it is necessary to go through the

book, and from it to make a complete list of the out-

standing receipts. The total should agree with the

balance shown in the general ledger at credit of deposit

receipts.

The regulatir)ns regarding the handlmg of paid

deposit receipts are rather strict. In the institutions

where the greatest care is exercised, the branches have

to report full particulars once or twice a month of all

rcc-eipts issued and paid, and are required to send all

receipts reported paid and cancelled along with the

reports that ( ontain them to head otFice. The head

office thus has a full and continuing record of the trans-

actions at each branch; it also has possession of the

documents or vouchers on which the cash payments or

credits were made, or renewals issued. The object of

this is to make fraud on the part of the officers more

dillicult.

%

I)



56 MANUAL O. CANADIAN BANKING.

Floating and Fixed Deposits.

current :turn T-llreT'L^""' ''l
^''^^^°'"^ '''^^ '^^

»He savings ...h'^t^xr:^;::!^,^^ 'r'-'
^-'^

pay.-iblo on demand- ihn |..Mf ^ former are
*he practice is o n I'o v „ ^

'l^'":
"°*'"

= ^«^' '^ough
•'.Hr „.oncy when ^v win'; Z\''^^°^''°^-^

'" ^--

to do so.
"'^ ""'"' «l>enever it choo.se..

"•5 printed in his pass book A.^ ..

^'

^"e which s.-os- "The h,T^
"^""""^ tlie.se rules is

•requiring ten (or fi(lJ7 /eservcs the right of

'withdrawals"'
'''"^ ^^y" ""^''^^ o^ '" intended

M

Thin Line Between Current .nd Savings Account.

-n^e^h::; oh^X'"hi^t^x^r J'^^
--^-"^^ '-

"rrent and savings accounts
*7j"""'d. ^'^'''t between

ip of allowing intore t on ..
'"•'"'"*'"'

''''-'' "P'-^^g
are

. onsi.ierecrspe i ; Z^Z" T'"' T?""*'^
^'^^^

.-"ore properlv !„' included "t ^^ '^^"^ ^°"'*'
!n deposit receipts n„d ".t"

"''"^•'' ^^P-''-»"''-n» or
accounts are to all int^n*.

' ^^r*"'!, some savinL's

••'"i"'^^! to hterft.
""'''^"' ^^'^°""'''' "°» Property

•heir'i:;;!;r';!;::;:^«:^"^l^,^-ing ti. ..nks to permi.
"'eir '.alances "nd .n

'^"""'"?" '« draw cheques on
wore -urrcn ;c:o1 T^'n "'? .".-^'-V -^ if they
nient has come to ta

' 7^' 1
P-'^bab.hty this de^elop'

the pleasure of haviSits m ^ '
^""''"^ ""^"^ '"•'^t^i

^an>c ,in,e suUkClLZ^T' '7 ''''"'''' ^"^ at the
-eadily s„l-,„it ,o losingT " " ''' '^''^^"^- ^^"' ""

exacii^'thr^lr:::';^'^.,;;::.^^'"^^
'r' '--^ *^

page of the savings bank l^^;;; irrZ'
""-'"• ^'''^'

tain .several accounts, the accoun s i , t,!
'''' '" "°"-

less active than those in ,h^
'°""^;' '" 't boing much

addition to the subdiv "ion"
'"' ^7''''''' '^'^^'^^- '"

«ach column of the c 'Tt
,""'"

T^.
"' """''''"^'^ '"

'edger has another%o ?„ reT""'
'''^"^' '"^ --"^»
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Guarding Against False Signatures.

As there are a large number of accounts, many of
them operated only at long intervals, the signatures of
the ( iistomers are not iic.irjy so f.imiliar to the ledjuT
ke<'iK'r as are those of the current airount ledger, (ireater
(•are and watciifiilntss have, therefore, to lx> exercised in

Ruardiner againrt forgery. Some banks make it a rule
not to depend altogether on the signature card or book
in identifying savings i)ank depositors desiring to v/ith-
draw money. Some ('•• tinguishing characteristic of the
person or features, < i some s[)eri.il information, such
as the date of birth, is recorded along with the specimen
signature, and when this is done a few questions usu.ilh
establish a doubtful identity r|uite satisfactorily.

The savings bank l.di^er is balanced in the same
mannrr as the deposit lodger. It is hardly necessar>
to balance it so frequently as the latter book.

How Intei-est is Computed.

llie calculation of the interest on accounts which
receive interest on the mini; un monthly balance plan
is simple. .Ml that has to 1.^- done is to pick out the
smallest balance shown at the clo.se of a- one day ir
the month, and to calculate the interest l,.r one month
on that. Sometimes a system is followed similar to that
which j)revails in the calrul.ition of bond interest—tc
regard each month as one-twelfth of a year, regardless
of the niimber of days it contains. Under this system,
if the minimimi shown by an account is $246.77, the
interest at 3 per cent, for one month would be i-i2th
of 3-iooths of $241)77, <"" '; per cent, of S.<4().77, ot
'M cents.

On some few of the accounts it may be that interest
on the daily balance is to Ik? allowed. Tlu- usual wa>
in that case is to take each one of the ch.inuing bal.incej
and after reducing the whole to the basis of one d.iy, uf
expl.iinod in regard to overdraft interest, to calrul.it*
interest on it for the one day. When the proper aniouni
of inlerest due to e.ich .ircouiit has been rerkoncd, and
i-hecked by another ollicer, the entries are made.

The total amount of interest to be allowed on all

the accounts is debited to interest paid account, and
each account is credited with the respective amoun!
(\ue to it. The customers' names, with the interest
credited to each one, are entered on the credit side of the
cash book; the debit for interest paid appears in one
amount on the debit side.

' iH'
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When Accounts are Closed.

A' ey^ry branch transacting a large savings bank

.thdraw their balances and close their accounts from.me to ,..„e. One or more of these withdrawals mightak. p,...,-e any day. U'henever interest has accrued onsuch ..n .-.count, smce the last date fixed for crediting
nterest on a I accounts, it is necessary ,o calculate wha^

pntLr" ' '" ""''" ' '"^''''^ *""> ^«^ '^ '"«^^««

The cjilculation of interest should be checked bvanother officer before the chec.ue or receipt is draw, up'When ,t has been, the most convenient method of gettingthe customer s receipt for his money is to take his signature on a cheque or receipt form, on which the prin-c.pal sum, or balance shown at his credit, and theamount of mterest about to be allowed him are both setdown m figures and added together, the sum of the twobemg written in the body of the form.
When the item arrives at the cash book there would

,hol*°
«"»".«^'<> go on the debit side- the amountshown as principal would be a debit for the customer's

account under the head. "Savings Bank Account' •

'

and the amount shown as interest would be a debit for
Interest Paid, the two together representing theamount paid out by the teller.
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CHAPTER VIII.

The Discounts.

The next post to be considered is that of the dis-

counts and coliater.ils. It is in the discounlinfj of l»ills

and notes th.it the banks fin<i their main source of

revenue; the department is, because of this and other

facts, one of the most interestinfj of the lot.

How the Banks Facilitate Commerce.

A very large proportion of the business of the

country is done on credit. Wholesale merchants sell to

retailers on two, three, or four months' time. Generally,

a purcha.ser of goods may take the cash di.scount if he

settles his bill in one month from the date of the ship-

ment of the goods. Ihus it happens that for a large

part, even of his so-called cash sales, the merchant has

to wait for his settlement. If he sat down and waited

till his debtors remitted cash on the maturity of their

respective accounts, he would find that an extensive part

of his capital was all the time in the unproductive sh.ipe

of book debts.

At this point the bank becomes useful. By means
of it he can bridge over the time between shipment of

goods and matf-ity ot account. He may take notes

from his debtors or draw bills of exchange on them, and,

getting them discounted at the bank, he may have the

use of the money represented in his sales very soon after

the shipment of goods. In other words, the bank buys
the debts due to him when thev are put in a certain

form.

It waits for the maturity of each debt and then col-

lects it. And so with other bills and notes : when they

arc properly drawn, domiciled at accessible points or

places, when the parties signing them possess the

requisite degree of credit, and when their unexpired

term does not exceed three or four months, the bank
stands ready to buy all that may be offered, providing

they come under the designation, "Legitimate banking
transactions," and providing the bank's own position

is such as to permit it to undertake the purchasing of

them.

Handlini^ ot the Discounts.

The discounts call for two different kinds of work,

one of which has a much greater degree of responsibility

'in

%

'II



llO MNM'xi. «»i ( \\Ar)i\N iiwkim;

lb.,n (ho „ihor. The hii;l.rr. ni..rp ivsponsihlr .Irp.irt-
•"<•'" «l<-'i.U-s wlul l.ill- sl,..ll IM- t;,l<,.n. .-.ml „n IvIkU
•rr.ns .,„,| , nn,lili.,„s ; it „,„ M ..Is,, w.,r.-|, Ihr numMiirnts
ol tlu- (..Miirs (o ||„. ,liM<.,ii.f,..| lulls .u,,! krrp ifsrif
p.Mr,| as to , han«.-s in tiirii . itrumsl.in.os. The other
Hrparln.rnt cnnicnis ii.,-!! with llu- rl.-ii.al w,„k nrrps-
sary in conn.-. ii„n «iih th.- (Ii-„„„nlinj;, r.Toi,|inK, •'afc-
l«'««|"n«. ami .,p..,:i„^; .,| ,|„. |,i|K, ,,„ ,|„.i, |^.i„
;...,pl,.,l o. lalv.i. I,> ||„. I.ank. It is this . I.u. ,1 u„rk
"r a la.p- pan ..I il, that lalK i,, ||„. „IIm ,, .h, In, n.inn'
ln«' <liili«-s i>t (lis, ,,11111 , |,.|U.

hill

111.- .Ink's (list a.-.|iiaintan.r with Jhr .iis.onnlcHl
'ornr. ahoiit in.nM-.lial.lv allci tlw , us|„„„.r has

sn.,.-r,l,-,| ni imhuinn Hu- n.an.i)4rr to .lis.nimt il. Me
«ill hav hrcn ins|,„,l.-,| h.loroh.incl in tiu- syst.-m of
M^ns hy vvhu-h the manaKor indi.alc-s what raio of ,|is.
roimt an.l of .onimission is to ho ,har>;.-.l <,n llu- .lifferent
hills. I|„.s,. sifjns shniil.l t»-ll him, loo. in v hnl Hiss
.>. <lon.„n.nalion .-a.h hill is to hv ..nior.-.l in Hi,. Hiscount
tcjjistor.

Ol ..Mils.- llu- nianaf;.-i's initial must In- on rv.-ry
hill. I he initial, wlu-n piil on liy the inana^rr himself,
.sii^mlies thai llu- h.mk a.-, epis the hill for dis.ount. and
aiilhori/es the .l.-ik to .-.ih iilat.- the pr.M-ee.ls. an.! to
rre.hl thorn I,, tho ao. onnt .>! the partv for whom the
hill IS <'isi ,<.-f)i^.(l.

A Qiiostion ni Practice.

.An intoioslini; fjiiosiion as to pracli.o arises here
I ho .-nstomer. ho il rome.nlur,-,!. is shown or a.hnitled
mlc^ •He manager's ollice. He has with him the hill or
I'.lls 'o wishes to 1:01 dis,„„nie.l. When the m.maqer
-len.„< 10 ao.opt the paper, what is the hest method ol
.•:otli, >: It into the discor : olork's han.ls? The easiest
w.iv Is for the mnn.iqer to initial the papor, mark it with
the proper .n;„s, ,,nd then han.l it ha.-k to the r„ston,er.
.llovM,,^: |„„, ,0 lake and prosoni ir at the .lisoount
desk, fhoui^h this MU'lhod is pranised at some of the
smaller liranohes. it is not the approved method, as it
..tfers too mii.h opportunity for loss bv fraud. Three
"t -1-^ .i,n-or>M,s loatures are: Hrsr, the'eustonu-r mi^^hl
ni.ike some siihstantial alterations in the paper after
rerenms it ha< k from the manager and hefore pre-
-entmi; ,1 to tiic discount clerk; second, the customer
might forge the manager's initial and dupli-ate his signs
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on |);t|MT lh;it was nrvcr prr<,«Mitc(l to him :it ,ill ; lliii'l,

ho iiiiKlit «lr;i\v ( nsh on :i liill that the iii:mat,'iT ha«l

a>;rr«'<l in (lis< oiitit (or llii- pnrnovf of f.•ll<in^^ ii|i anollicr

hill or for sotur iilhrr vjH-ciCic |)iirpo>sf.

The Sale Way Personal Delivery hy Manaj^er.

rill- only safe way ol doinj^ this hiisitics-., and Ihi-

way that Ihf hest hankuts do il, is lor tin; Inalla^^(r him

self to d«-liv«T the hills an «'j)led (or distoimt to thf dis-

roiiiil rliik. 11mm- art', ol loiii^"', pUiily '»t ( iistomirs

who I oiild )>•• trnstnl with th«- liilK alli i llirv v.«m-

initialUd, iiat the important point is to liav«' a dflinitr

prat lire and then to adhere to il. if the hills are handed

iia( k to sonn- < ustoin«Ts and not to olh<-rs, the diMoiml

rierk would not he ahic so surely to stop a (tir^ed

initial; he most certainly would if the iiivariahlc eustom

was for the manager himself to fleliver the hills into his

hands.

In the Inrper liranchcs the inanajjer's fjdire is tilted

with electrir (all hells (onncctinj; with the desks of the

particular oIKn ers he nn)st frcr|uently desires to attend

him. The discount clerk ()einp one of tficm, it is a simple

matter to press his hulton, and, on his appearance, tfi

deliver into his h.inds the paper to he discounted, to

instruct him what is to he done with the prrHceds, and

to assure him of the identity ol the parly who is to t;»-t

the (Tcdit or the cash, thus the elein<nt of risk in

this (oniwction is practically eliminated, in the sm.iller

othces, where no eledric system exists, the riianaj;er

may nevertheless call the <lis(<)unt rUrk into his rrxmi,

f)y worti of moutl), or hy some devir«', or, if his staff l»e

small, he nriy accompany the customer to the discoi.nt

desk, and ther*- make the <l<-sire : person.il delivery <'

the pajH-r and of the instructions.

• IN

It

I

Casual and Regular Discounts.

During the course of the day there will be two

clas.ses of tran.sactions presented at the discount desk

:

the bills taken from the regular customers of the

branch, and those taken from casual or occasional cus-

tomers. The former usually desire to have the proceed-^

of their discounts credited in their current accounts.

Only occasionally do they wish to know, on the instant,

the amount that will be credited. Most of their bills
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<i.n Ihorefort-. Ik- pl.-ux-d in ;, ,-lip nr til,, and .•ai,nl..,li<,nsmac e at the end of the day or in a quiet spell d.irin;
n. .!.,>. A ri.f;u|.,r cus.onier is usually quite satisfied ifthe amount of Ins pr.Hc-eds is .-nU-red in his pass Ixmkulun he .ouMs to the bank next ,lav. »ut tlK.re are

nearly always some diseountin^r rustomers. who, not
h.-.vins an-ounts with the bank, or wanting .ash for
siKv.al purp,,s<.s. ,i,.sire to have the pr.H-wds of their bills
|..M(I then, u, money. \\ ith the bills ihev offer it is
•"•.•I'ssary to ,leal at on. e. The lirst thinn „, <|„ is ,„ ...are-
..lly read ea.h b.ll. It is to Ik. .Mne the profK-rty of tiw:hank, an.1 m the e^ent of its not heinj; pai<l at maturityttnay „ave to lor.n the basis of an action at law, brouKh,In the bank against the delinquent parties to it. There-

lore, .are has to be exercised to see that each bill is
perle. ly fornial .-.n.l legal on its being taken. The bill
'".ist iR. <late,l, the pla. e of its execution, the day of themonth .and the vear must also be clearly expressed.
Ihen the term, On .lemand. .At sight, so many daysor months alter <la-e. or after sight, must U- given.
^ext. the payee must be named (it must be payable tosome uuiiyuJual firm, or corporation), and it must havean accessible place of domicile-be drawn payable at
.;ome place where presentment can be made. Theamount must be written in. If it is a draft, the drawee's
natne and place of residence are required, and thenrawers .signature: if a note, the maker's .signature.
Hnally. It must bear the payee's endorsement in a form
iHentK-ai with his name as written in the body of theMl h.-ich bill must be free from alteration or erasure,
either of which might prevent the bank from enforcing
i-ollection. *

Calculating Proceeds of Casual Bill.

Satisfied as to the.se points, the clerk may proceed
with the caI(:ul.ations. The due date is the first essential.When found, it is plainly marked on the bill. If ii is
a local bill, this e.stablishes the date on which the bankmay expect to get its money hack. Then the number of
days between the date of discount and the due date is
arrived at. A glance at a book with printed tables
establishes this.

Now. the discount can be calculated. Interest
tables are used for this. Interest is taken, at the ra'c
specified by the manager's marks or signs, for thenumber of days unexpired, on the face amount of the
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hill. This may l)c set down in pencil lightly upon tlie

hill, or on a slip of paper pinned in it. 11 comrnission i<.

to l)f t harf^ed—a reffrenrc to the sij^ns informs the i lerk

a.s to this— the amount of the fonunission is set doun
under the interest. If any other iharsc is made, for

notilii'.'ition or for something else, it also is set <lo\vn, and
all the charges—interest, commissiDn, and s(KTial—added
together. When the total is dedut led from the face

amount of the note the prineeds are left lor ids own and
for the hank's pr<»lei lion il is desirahle that the ( ierk

should have his calculations checked i)y anolher oliiicr

helore pormitting a ( asual customer to draw his prcxeeds
in j-ash. An o\er-payment might lie dillicull to rci;ain.

The calculations heing made and checked, the customer
may Ih- permitted to draw \vhat is coming to him. i he
hank dcsiri-s to l»e ahle to prove that it paid him cash
for the hill or hills it has just discounted. Ilie amount
of the prcM-eeds is written into a cheque form, and on
his signing it and on its heing <-ertilied at the ledger the

cher|ue is good for cash at the teller's wicket.

How to Make the Book Entries.

\\ ith regard to the book entries, theoretically neces-

sary whenever a bill is discounted, they can be shown
by an illustration. Suppose a hill for $100 is put through,
on which the di.scount is $i.Ho, the exchange 25 cents.

First of all the whole bill must be debited to "Bills

Discounted," "Loan Hill," or whatever is the heading
of the .iccount to which it belongs. The credits to

counterbalance this would be :

—

IN

Credit di.scount or interest $ i 80

Credit commission or exchange 25

Credit the customer's account : proceeds 97 95

$i03 00

A special place in the deposit ledger is reserved for

transactions such as this, in which two entries, one ex-
tinguishing the other, are made. The proceeds, $97.95.
go into the credit side of the column; the cheque cashed
by the teller, drawn for the same amount, goes into thr
debit side, and no balance is shown.
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Discounts for Hegular Cuslomers.

I lie hills Imliivtl hy regular customers arc treated
in the ;ame way exiei)t that the pr<H-ecel.s arc carried
into tl'i-ir current accounts, ccivering or retliicin),' their
overdrafts, if the accounts are overdrawn, and if they
arc not, providitiR fun.ls that can Iw operated upon hy
rhe(|iie or in any other melho<l which the owner may
select. Kach hill is subjected to the same treatment as
that already descrilK-d.

\\lien a customer deposits a hatch of bills, it is
possihlo to economize the entries an<l the work of cal-
culating interest, etc. The particulars of all bills dis-
counted must he recorded in the discount b(K)k or
rej,'ister. The book must contain the names of all the
parties to each bill, and every particular that would l)e
re«|inre(l to produce a duplicate in case of its being lost
or stolen. In addition, it should have the particulars of
the ch.irp's (interest, c(>iiunis«,i,)n and oilier) lli:ii aie
made against it, and the proceeds credited to the
cust<»mcr.

In the case of bills left by regular customers which
are put through at the clerk's leisure, or at the end of
the day, the calculations can, of course, be done direct
into the discount register. The approved method is to
enter all the hills in the cl.iss to wiiich they Ix-long in
the register. .After arranging them in convenient order
for entering, first, each customer's bills all together, next
probably, according to due date, the earliest maturities
on lop, everything is entered but the luimlHr of <la>s to
run, the charges and the proceeds. Then to take ^ne
time-table of days, and, running down the column, to
enter on each line the number of days between the date
of discount and the due date shown thereon.

.\fter that is done, the interest tables can be taken
and the interest calculated, beginning at the smallest
number of days and working up to the largest. If a
customer has more than one bill, on each of which the
same number of days are to be charged at the same rate
of interest, the bills can be added together and the
interest on the total amount calculated and set down.
The commission and other charges to Ve made against
each bill can now be put down in the columns provided
for the purpose. This done, the proceeds may be calcu-
lated. Unless there are special instructions to the con-
trary, the proceeds of all the bills belonging to the ."=ame

class of bills deposited by any customer may be entered
in one amount.
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The tot.il of Iho fate .inifHint of his bills is first

nrrivp<l .il, ;in«l from it is (li-iliiricd ihc siirnmation ..(

the totals of the inlprrsi, romtnission, ami of the otiicr

charges on his hills, the difference heinj; the pro<-.f<|s,

or the amount whit h the hank pays him for them. W hen
the (al< Illations of all priM cids aie < oiiipUl^d ihev . .,ii

l)e proved hy i arryin^ the additions of the several
rohimns in |Mni il down IJiront^h the lasl hill on the il , 's

list. Ihe ),M,ind lolal ol all iiiler«'sl, < unmiissiotts, oilier

(•har^'<-s, and prrM«-<-ds should er|n.il the lolal <>l liills.

The prixeeds ran n«>\v he entered in the hook kept for

that purpose. In this it is «)nly necessary to put the
customer's name and the amount of his pr<Keeds. From
this hook the deposit ledger-keeper posts them into his

ledfjer.

Loan and Trade Bills.

Kcferencc has hcen nsade to the entering; of itw l.ilN

in different classes. The »lis<()iints, like the lollertionv,

are divided into classes, hut for a different reason. The
bank wishes to know at all times how much of Ihe
various kinds of pai)er it has under discount. Oifren nt
banks will have their hills differently i lassilled. The
two main classes of hills are "Aicommodation" or
"Loan Hills," and "Trade Hills."

The first named class contains the bills representing
direct loans hy the bank to its customers. A business
man wishes to borrow a thousand dollars for some pur-
pose or other. He poes to the bank and offers his note,

secured by an endorser, or in some other wise, and the
bank lends him the money. His note is said to be an
accommodation or loan h'M. This is an entirely different

transaction from that which ensues when the customei
brin^;^ to the bank for discount notes given to him by
his iU'I)lors in scttleni'-nt for g(K)ds purchased In them
from Mm.

Those latter are said to be trad- bills, tjrcause they
represent actual trade transactions, fiencrally speaking,
they are considered superior to the accommodation hills

as a banking- security.

These two classes may be subdivided again into

special kinds of loan bills and special kinds of trade bills.

For example, there may be a section of the book devoted
fTcrrly to loan bills, one to lo.^ns on '.v.irelioase ictripts,

or, if they be specialized, to grain loans, dairy loans, etc.

The trade bills may be divided into local hills and
remitted bills, and into any other class that may seem

'II

ii

•f



66 MANI'AL HI- C\N\UI.\N BXNKINU.

dei.rable. All the bills of the same class are numberedronstxut.vely. usually with a distinguishrng Tencr ^otters prefixed An account may be kept i7the generaledger for each class of bills.
general

When Discount lintries are Made.

ta.n ng to the discounting ol bills could be taken Sftohe V ork of each d.-,y as it closed. They are made f omthe discount register. In the case of loan bill, there

rnrtt^he't 'r*"; "r t"^
''* '''^^•' '°' '°- ^Hs amoun^•ng to the toal of the loans put through; and on theother, a credit for each one if the profit or revenue"""untx that are run. Interest account or d's oumauount would Ix. . re.li.ed with the total ol the- iZ^^^T

»H total of the exchaPK-e or .ommission ; if tlicre wereotur charges they would Ix. credited to wha.everaccoun

b credited to current accounts. The grand total «,f all
t -credits- proh, accounts and prcKe^-ds-would ex-

« : T""'*'.
'"'""'•"^ '^'-' •'^•'""« treatment, and souould any otlK-r class of bills for which a subdivision otthe register was made.

Though this should, theoretically, be done at theclose of each day. it is handier in practice to make hlc.entries on what are called closing days The bills a eallowed to run on each day. no entry being made n 'hebank s books except the posting of the proceeds in the

round. Then the entries are made by taking the totSsof the transactions that have occurred siifce the laprovous balance day, and entering tlu^m exacHy as

cZ"'*" f^^'* ^ ''"'y ^'^^'-'« being ha 'theycomprise the work of a number of day! instead of

f« ,^'"'^TJ^"'
^y^^^""' ^^"""^^ "° ^ebit is put through

accounts the entries are in abeyance. In the interimbetween balance days it is necessary to take these figured

bookror"tf'''°7.'
'•"•''"'^^ "" '^ *^'^- °f 'be bfnk-books, or before the proper amount standing in any ofthe accounts concerned can be arrived at. The bankhas actually made the loans, discounted the bills, and

W^ u''""'?^
"' ^'"^'' *'^^^^«": 'be entries for the

'enience''
"''"' ^'''"'''

'' ^ ""^"^^ °' «^°"-

i
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ChtckiaK the Discounts.

An otlicer is appointed to check the discount clerk

in his recording of the bills in the register, and in iiii

talculations of prutit.s and of prcxrceds. After tliey are

checked the bills arc to be entered in the discount diary

—a book similar to and serving the same purpose as the
collection diary, which has already been described. In
entering here the same policy is pursued as with the
collections, only the most essential particulars are
rcrordfd—the numbc-r of the bill, the ii.mw s on it, tlw

plate where payable, and the atnount. On completing
the diarizing of the bills the discount clerk may hand
them over to a senior otlicer, usually the accountant, for

the checking that remains to lie done. The bills are
again read over, to make sure that they are formally
and properly drawn, the due date is checked, as is also
the entering in the diary.

The checker initials or ticks in the diary for each
bill as he checks it. Finally, like the collections, the

di.scounts are handed to the manager for liluiK away.
Before .sorting them in his bill-case he initials for each
one in the discount register. On their being sorted they
are done with—for the time.

Notification of Discounts.

Among the bills accepted by the bank for discount

are a considerable number bearing signatures that are
not familiar, 'ihese may come from the regular cus-

tomers or from occasional visitors. They are .accepted

because the manager has faith in the honesty or respon-
sibility of the man who presents them. Though this

faith leads him to accept bills with unfamiliar signatures

from his more reliable instomers, it need not compel
him to hold the bills indefinitely without satisfying him-
self as to the genuineness of the various signatures on
them.

It has happened more than once that a customer
of the highest respectability has deliberately de( eived his

bankers by systematically liiscounting forged paper.

When this is being done, the guilty party almost in-

variably takes care to retire tiie forgeries promptly at

maturity. His account goes on, the fraudulent paper
probably getting greater and greater in amount, till one
day the banker is sturtled to learn that his customer has

absconded, committed suicide, or taken some otlier des-

perate step. The next development is likely to be the

> m

%
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fnrncti nnUs ^.,.i„>. su-.hHU into ek-fmil ,. il,-v

Valuf of Notice, in Stopping PorHerle,.

Sikh .srhetiics ns thciif' ii., ..n •• i

-n..in, notices to the ^" i.2, an;!':;^:;:^?' '^
c.junrH paper on the „:., of .,is. oLl' Tl^^by" fl^^
• »M that IS neccssarv to he v,i,l in .1,. .• .

»"".
Iiini I. 1-

"y "' ')e •>.ii(l in the notices i<: that th*'>.inl. h IS ihMounte* for .So-in(l-S« .,„.,. 1 .

••tKforsccI l,v. ,he a.l.lressee f . . , "i'"'"^"
''y* "'

ailife All I,
'

•"""^*^'>''«^*. 'or so niiu h, <hie on sti< h

mn; L •
'^'^."^••"""••^ ""^'l not be i.otir.H. The bank

11:11 „ I •
"iiii rejjarci to Noiiu' othjTv it

« I

.
porhaps U. ck-enie.! inadvisable ,0 sen I , ,,

Notice* of Maturity.

Another old-established custom is thni .,f . •
-ices ,0 the makers of bins a 1:; ;!::;:. tfr'Sur.ty. This serves a double purpose. Firstly, it reminds

IndTT'fr "^ '^' ''PProachinK due date of Z\m
ondiv' it''is',ike'"'H 'r' '" P'-^P^'^*' '" •"-' *'• S c-ona>, It IS, like the first-mentione.! notice 1 omrH

''"ir^srsif f"-^^^^
"^ '^ '-i-ouiuin^'cis,:;;;:^

It xvoiild likely bring an earlier enlightenment in theca.se of a forgery palmed off on the bank bv
"

r .nsiint

omi^r";^'''•^'^•.
'^ "^^ "'"- •<'-' of notl^.tsom fted. Thus it is that the banks, for their on ,rotection. are obli,ed .0 send out notices con;;..,m,v

'

not. J"*'""'*''.'"';''"'""'^
"'^ "^''» 'he promissor"s onnotes discounted by them be not notified. Thev myhave a proper reason for making- the rer,„est R„'t if^^^pomt be too strongly insisted upon. "i'S tl^ p on'

regardrng it as a suspicious circumstance

n„t K 'lu""*^-'"'
'° promissors and endorsers are madeout by the discount clerk. The m.nnaeer indi.ntcs the'-nies that are to 1 e notified. It is necessary to keep
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.1 record of the imlins, as ihf l).tnk slioiilil In? in posi-
tion ««) say thai nntitr vvi^^ ^^•m to any partirtilar pcrxHi,
and to give thr date on whii h it went.

rih' olhfr noiiriN, of tho niaturily of t)ills, arc loin-
monly made out f»y tin* junior. He takes the particulars
from the ilisrount <liary. Printed forms arc uscif, the
.imount of the bill and the due-date huxinjj to he
written in.

Handling Ui*count» «t Maturity.

Ihe description of ilie methods followed in the . .«-

of collection bill.s on the day of their maturity applies to

discounted bills also, the only dithreme iK'ing that when
the teller takes over and initials the discounted bills

maturing on a certain <lay, each bill lieconMs i , him Uw
equivalent of cash. Incause at the end of the <i,iv he has
to put throuf{h a credit entry for the gross sun .unl .' all

the discounted bills shown as due that day.
As they are due, they must come out ol loan hills,

trad.i hills, or wfiatever account they may h.nc ^.Mie
into. lliese accounts represent current discount >. S.>,

through the day the teller parts with some bills in ex
change for cash handed in as payment therefor; smiiu'

he charges up as cheejues on customers' accounts ; some
go in as cash items in the exchanges with other banks;
those remaining unprovided for at the end of the day
are debited to overdue debts or past due bills.

How Endursers are Held.

It has Ix-en mentioned that the bank tx;comcs the

owner of the bills which it discounts. Strictly sijeakuig,
what it l)econies possessed of is a right of reioursc or
action against the p.iriics to the bills. io illustrate,

suppose the bank discounts on ist June a bill for iritoo

due loth .\ugust made by John Jones, payable Io and
endorsed by William Smith .As additional security the
bill is also endorsed by llcnry Mrown.

L'ntil the loth .\ugust the bank merely holds the
hill in its possession. It holds all three parties liable

for the due payment of the bill at maturity. When the
loth of .August comes, if the bill is duly paid by Jones
the transaction is closed, the rights of action are extin-

guished. But if payment is not made by three o'clock
on the due date, then the bank can take immediate
action. The first thing it has to consider is that some-
thing must be done to hold its recourse against the
endorsers.

'II
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linhu .M? .u ^
"^°"^''* »''« "ote they made themselves

•able till the close of the loth August. They are not
the primary debtors; Jones is the primary debtor. Ifthey do not get formal notice from the bank, or fromwhoever holds the bill they have endorsed, they maypresume that it was duly paid. If nothing is done by
the holder, .Smith and Brown are free from all liability in
connection with the bill on the morning of the nth

The Protest.

formln ^"VJ'T "''^.'^ ^^^ •'^"'^ '""^* '''^^'"^ have themorma ly notified on the loth after the close of business
that the Lill is unpaid, and that it looks to them for
payment or it must get them to formally waive or forego
their right to this notification. As there might be dis-
putes between the bank and endorsers with regard towhether notice was duly sent by the one or received by
the other, the law has prescribed a certain form of pro-
ceeding, which, on its being taken by the bank at the
proper t.me, eh'cctually binds all endorsers.

When this form of proceeding is applied to a bill
It is called protesting the bill. After the close of busi-
ness on the day of maturity the dishonored or unpaid
b: I IS handed to a notary public. He makes formal
presentation of it at the place where it is payable, and
If .t IS not then paid he fills up forms of notification and
mails one to every signer and endorser in the manner
prescribed by t lie law. This done, the endorsers are held
lable after the maturity of the bill, no matter whether
they receive the notices or not.

Waiving Protest.

Another course may sometimes be followed. The
bank may get the endorser or endorsers to waive protest
In that case each endorser signs a declaration, usually
written on the b.ick of the note, announcing that he
waives his right to notification and protest. On his
signing this, his liability continues after maturity After
maturity, whether a bill has been protested or whether
protest has been waived, all the parties become primary
debtors. The bank may take action against any or aH
of them.
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How Overdue Paper is Handled.

For a customer to allow paper bearing his name
to go into past due bills is to have his credit injured.

Also the branch manager's reputation with his head

oilice is affected. The head office underst.inds c|uiif well

that customers in good credit sometimes figure in the

past due hill account through their overlooking or foi -

getting about certain of their bills. But it is regarded

as a bad sign when it happens repeatedly.

Bills going into past due bills sometimes constitute

a reflection on the manager that discounted them inas-

much as the occurrences may indicate that his judgment

was at fault when he accepted them for discount. There-

fore, every effort is made to get overdue bills cleared

out. The parties are frequently reminded of them and

aro constantly watched. Sometimes suit has to be

undertaken.

A special record must be made of all past due bills

in a book kept for the purpose. .Ml particulars as to

what has been done and prospects of payment must be

carefully preserved. The head office requires full state-

ments of particulars; and, as the manager does not

allow the debtors to forget the debt, so the head office

does not allow the manager to forget. Altogether, the

past due bill department can be characterized as the

most disagreeable of all banking departments. Happy
is the branch manager who so conducts his affairs as to

have a minimum of these debts.

' mi

!l^

I
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CHAPTER IX.

Collateral Notes.

At some l.r.nnches large advances are nr;de on col-
lateral notes. Customers whose business consists o» the
m;.n,il.-,cturo or sale, of farm implements, pianos, organs,seum^, machines, quite frequently borrow in this wayThey brmg to the bank the nt.tes given them by their
debtors and instead of havin- them discounted they
lodge them as collateral for direct loans made to them
by the bank. Generally, the loan is less than theamount of the notes pledijod as collateral. In technical
nnguage the bank has a margin in the collateral security
for the loans. The margin may be ten. fifteen, twenty-
hve per rent., or more, according to the extent of thecuviomer s requirements and to the nature and class of
the security he gives. Thus, if a borrower has a loan of
S.20,ooo secured by collateral notes with a margin of 20
per cent., it means that the collateral notes he has de-
posited to secure his loan amount to $24,000.

Why Notes are taken as Collateral.

Notes are taken as collateral security instead of
being discounted, sometimes because the bank does not
rate them high enough to advance on them in full and
sometimes because the customer does not wish to borrow
the full amount on them.

When the manufacturer of, or dealer in, the goods
JUM mentioned, effects sales to his customers he quite
commonly splits the consideration into several instal-
ments, sometimes with six months or a year between
instalments. A note is taken for each instalment. The
notes will probably be drawn in a form to give the seller
of the goods a lien on them while the notes remain un-
paid. Because of the protection he gets through the
hen the seller will sometimes give credit to peonle not
possessed ot much means. Among the notes 'taken
therofoiv. :irc quite a number not falling due for a year
or more; a certain proportion of the whole will be signed
by p;,rties whose standing is indifferent or <loubtful
And, perhaps, they are all lien notes. When he takes
them to the bank these points all will come up as
obstacles in the way of the bank's discounting them
outright.

But if his credit is good, and his financial position
satisfactory, the owner can easily make arrangements
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with the l):ink whereby it takes the notes from him as

collateral and lends him a certain percentage of their

total.

rhough a considerable proportion of the collateral

noifs taken by the banks are inferior in quality to the

regular discounted bilK. it docs not follow that any

particular collateral nolo or notes is inferior as such to

discounted paper. It may happen that a customer holds

.t note bearing the most excellent names, and thai he

wishes to borrow only a part of the amount for which

it is drawn. The sin'"'.>t way is for him to lodge the

note as collateral to his own note for such a sum as he

wishes to use.

Definition of Collateral Notes.

The younger bank olliccrs are sometimes puzzled

as to the exact status of the collateral notes. It is easy

to understand that the collections are the property of the

people for who.se account they are held, and that the

discounts belong to the bank. Hut the collaterals have

some of the properties of both the others.

Perhaps the best way to explain their status is to

liken them to a farm or other property on which a mort-

gage has been placed. .\ property that has been mort-

gaged is in the hands of the party who advances money

on it. He has title to the whole properly, and can retain

it till his advance is repaid. The mortgagor, or one who

mortgages, has the equity in the property ;
whit h means

that he owns all of it over and above the portion ref|uired

to satisfy the mortgage. The same with collateral notes

pk'dged as .security for a bank loan. The bank ha-- title

to ail the notes pledged. The pledger owns the equity in

them.

Needlos to say, the banks who-^e pr.u lice is the l)est

give to the collateral notes they hold the same degree of

atuntii.n :is that given to discounted bills. The head

olfices do their tK>st to combat the disposition sometimes

shown at a few of the bramhcs, where the olVicers reg.yd

the collaterals as Ix'ing of lesser importance. The pomt

insisted upon is that the bank has adv.mced money on

these notes, as much as could lie advanced upon them,

th.Tt it is tlie duty of the otiicers to handle thtm just as

attcntivelv and carefully as the discounts, .ind to do their

best to collect them and to keep them in good shape.

Where laxitv is most likely to occur is in the treat-

ment of past due collaterals. These arc sometimes

' in

^
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securftv /"j'^^^T^'^"^ '"' ^ considerable part of thesecuruy held against a current loan is past due. Oneo the dangers is that a promissor. whose note is oas!due. may have settled it direct with the bank's cusTome

Sank Thn' r^'r't^ '" '"^" '" "'^ P-^y^ent to the'bank. Though the bank holds the maker of the notel'.'ble so long as it holds the note, it miirht ex^ ience considerable dimcu.ty in forcing him 'c payTheamount a second time. ^^

Recording and Handling.

it fn^ic''""''*'^? 'H^T ^^^'^ •'"«' ^ ^'•^•''» "^«"y collaterals
t takes a good deal of watchfulness and care to keen

s rorEor ,^"^
•—'"^.'--ly and properly, 'and ther^

At the s° . I h T"' ""u

'"^''""''y '" '^'' hook-keeping.^t the small branches the collateral notes are usuallv

theT"musT o?
''""'"^ ;!"'• ''''-'' '^ ca^Le" til'

nZ r .,
""^ ""'''' '"•^'"'^ '" ^'"^ '•crompaniod bv the

them or'X"^
"'"' "P''"*^"*-^ '^ '-" ""''de ••'^--tnem or they n.ay come as a deposit of additiomlse.unty against a loan or loans already made.

Hypothecation.

care Z^.X 'r>^^
'^'"!' /.^'^"..^^""^'e'-al-'' it must exercise

,hZ'
:'' ^'•'^"'^ •'"'^ f""- discount, to see that

ThYreTtr'"''' '™' ""^'' ^'S"«^ ^"d end-ed
tTcitv of th/'"""

"^"^^'ty for establishing the authen-ticity of the signatures. And there are one or two

oteS Th:' *'H-,r" r ^^^"'^^^ '" the c^te^^f 7h:

bill th. \ ' *" ' " ^'''^"""ted the bank buys theb
1 the cheque it takes for the proceeds provides it with

ft hoIdsT'b-.rf""'^
''^ ''''' '^"^'^'^•^ '' '« P-ve Th t

to hJnu
'""^

'^'^^^f
•'•*' '^^"'"'*y ^"^ •^i"^ discounted or

ecure titleT" M •

" ''''^'' ^'^^ '" ^ '"^^''^-^ -i'^ asecure title to them ,t requires that they be hypothecatedo, assigned, to It. Kach bank has its solicitors d awup a form of hypothecation or assignment that will

the titS';''lH^'
'^' "^'^^'"' P'^^^y- ^^^"^^^^ to the bankthe title to the notes and the property in any liens thevmay carry. This form of hypo^heratio'n is prin d It thead of a sheet xyhereon are blank lines and spaces f„rentering the particulars of the hills lodged.
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Collateral Lists.

Every bill lodged must be described in a manner to

permit its being identified—the name of the promissor
or fwomi»sor.s, the due date, and the amount being
essentia) in each case. The lists of notes are called col-

lateral lists.

All that has to be done at the moment the notes are
lodged is to ha^-e them properly hypothecated to the
bank. It may he necessary also to calculate at once the
p«tx»eds of a bill discounted against them, but when the
collatetals are duly hypothecated they can, if necessary,
be placed in a clip and put through at leisure later in

the daiy.

Quite often collateral notes are drawn with interest

;

that may have to be calculated and added to the face of

the notes. They must be carefully read over and due
dated. When certain that the notes are correctly en-

tered on the collateral lists, the clerk may proceed to

enter them in the collateral ledger or register.

The Collateral Ledger.

The purpose of this book is to show the record and
balance of the collateral notes held on account of each
customer having advances on that kind of security. It

may include also the record and balance of other kinds
of security held against discounted paper. The cus-
tomers' accounts are arranged in their alphabetical order
as far as possible, and indexed. The notes are entered
in the same order as they appear on the lists. They may
be numbered in the same manner as the collections and
discounts; i.e., the numbers in each account running
consecutively forward as one list follows another; or,

the lists may be numbered as they come in, irrespective

of the accounts to which they belong, and the notes on
each list numbered consecutively, beginning at "one."
If the latter system is followed the numbering, for ex-

ample, on the seventy-fourth list received would run:

74 I, 74 2, etc. It is desired usually to have the col-

laterals so numbered as to proclaim their nature as col-

laterals at the first glance.

The particulars required in the ledger are • Date
received, number, name of promissor and of endorser,
if any (the customer himself endorses al' the notes in his

account, but he is not considered an endorser), date of

'III

' IN

'II

(I
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lote. term, due date, amount. On each page, after the-olumns reserved for these particulars, are at least tiireenorc-one e..ch for debit, credit, and balance.
VV hen a list is deposited the total is extended into

the credit column and added to the balance previously
existing. I he balance shown represents the amount of
collateral notes held on the customer's account. After
they are entered in the ledger the notes are diarized and

lro"i"f "^f;;.^^'-
'^l^ing and tiling away, the same

procedure being followed as in the case of the discounts
and collections. The list forms, which contain the
hypothecation of the notes, are filed away so as to be
easily acces.<;ible.

The remarks made in connection with the notification
of discounted bills apply with equal force to collateral
notes.

Collaterals at Maturity.

When the collaterals become due, the teller takesthem o^er with the other bills, and follows the same
process ,n collecting or effecting payment. The pay-ment of a collateral, when received, is really a paymenton account of the indebtedness to the bank of the cus-tomer who lodged it. It might, therefore, be applied
with propriety on any of that customer's notes, againstwhich the collateral was pledged, that happened to bedue, and if none were due, then on the next one tobecome due. This could be done with collaterals oledged
generally against a line of discounts. The proceeds ofany that were pledged specifically against a particular
discounted bill would have to be applied to that bill, andnone other.

Cash Collateral Account

But to apply the proceeds direct to the loans or bills
secured by the collatenl is not convenient for several
reasons. The clearer record is kept and entries are
economised by crediting each payment on collateral
notes to what is called the "cash collateral account" of
t le customer who lodged it. So, on receiving payment
the teller makes out a slip crediting the amount, less the
commission charged by the bank, to that account
Enough particulars are put on the slip to identify
the bill.

The cash collateral accounts are kept in the general
ledger, an account being opened for each customer

«rfs»'"^
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li.-ixin^ collateral notc-s paid. It will not hi- <n.i oi pi ,(•

licr*' \o fmpha.size ihf ilistinrti«)n het\\i'«'n tlu' two LitnK
of accounts.

An Illustration.

The collateral Icdper, let us say, shows a l)al inre

of $8,4^6.73 at crc'iit of the "collateral account Jno.

Jones." That means the bank holds collateral notes on
account of Jno. Jones' indebtedness to it aniountiiii; to

$8,426.73.

The ledger will state whether these notes are held

generally against the indebtedness or specifically ai,'ainst

particular loans. Then the general ledger shows tli.it

there is at the credit of "Cash collateral account Ino.

Jones" $340.11. This latter sum represents actual <ash
held by the bank (received as payment for coll.iteral

notes) for applying on such of Jno. Jones' notes as the

collaterals were pledged ag/iinst. The security held, in

Jno. Jones' case, would Ix;, therefore: In notes,

$8,426.73; in cash, $340.11.

From the cash collateral accounts the funds :ire

transferred to the particular notes to which they pertain,

or to the collateral customers' loans as they fall due, or

as the manager may direct.

Why Protest is not Necessary.

At the end of the day, if collateral notes remain

unpaid, there is no object in protesting them, except in

those cases where there is an endorser other than the

customer on whose account they are held. The h:mk
holds the customer liable on the discounted note or notes

against which the collaterals are lodged, so there is

nothing gained by protesting his name on his collaterals.

' IN

Withdrawals.

It has been described how the various aciounts in

the collateral ledger are credited with deposits of notes.

Sometimes it happens that the customer, for one reason

or another, desires to withdraw certain notes lodijeil by

him. On his securing the manager's consent the bills are

given up to hini. Recei]it forms are provided for this

purpose. The notes to be withdrawn are entered on the

forms and totalled. The customer signs, as ai knowledi;-

rnent that he has received them, and the notes are ^ :r-

rendered to him. Each bill on the form i'; then mirke*'

off as returned, with the d.ite, in the collateral ledger -md

IWv^SS?-
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in It il'-r T''*'
'°.'^' """""* °^ '*« Withdrawals is putnth« debit column in the customer's account in the col-

nZt Pu'
''"'^ '•" ''*'^"'^'*'^ ^'""^ his balance. The

thTd k'»
.''* '"'''"'''*''^ •'"•'' "^« »*' <'°^n oppositehe deb. entry, partut.larizing the notes making up the

total. It IS necess.-..> also to debit the customer's coU
lateral account when any of l.is notes are paid and
credited to his cash collateral account. In this case thenotes are marked off paid in the ledger and diary.

nr.u ! i

""^ '^° ^^"^''*' accounts pertaining to the
collateral notes m the general ledger. One is ''Col.
lateral notes on hand," showing a debit balance, and
representing the total of the collateral notes held by the

cidi; K .

' °'^'^" "Collateral ace. ants," showing acredit balance, and representing the total of the col-
lateral accounts of the customers. "Collateral notes onhand balance exactly with "Collateral accounts."

Balancing the Ledger.

in il^th'!.''"""'
*'!" '°"'''"' '"^^''^ '^^ 'balances shown

ot.l
;'^^j'^'^°""'*' ye 'aken down and added. Theto al should agree with the balance shown at credit ofcollateral accounts in the general ledger.

At the end of every day, or on balance days, cashbook entries are made for the collaterals received, andfor those surrendered or paid. The account, "Collateralnotes on hand,' is debited with the total of the noteslodged, and "Collateral accounts" is credited with thesame amount. The total of all notes surrendered and

^n I
"'^•? 1 '^T "^^y- '^^'^''^^ ^° collateral accountsand credited to collateral notes on hand. The account.

Collateral notes on hand," is run the same as is thecash account; it is debited with the receipts or incomeand credited with the outgo.
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CHAPTER X.

The Liability Ledger.

Most business men borrowing regularly from bunks
do so on what are called lines of credit, or credits ; that
is, they arrange with their respective banks to take
paper up to a certain maximum amount. For example,
if a manufacturer arranges for a credit of $20,000, that
means that the bank will discount for him all the accept-
able paper he can lodge, providing the amount held at
any one time does not exceed $20,000.

The credits gnnted to the respective customers are
authorized by the head ollice. In considering whether
they will grant them or not, the executive otlicers are
influenced more or less by the representations and recom-
mendations of the manacors of the branches at which
the requests or applications originate.

It is important that ihe bank ollicers be able to tell

at any time what amount of hills the bank has under
discount for each one of its customers ; in other words,
to tell what his "liability" is. That is done by means
of the "liability" or "credit ledger."

The Posting.

This book is kept by a senior ollicer, sometimes by
the manager himself, but it can fittingly be described
here in connection with the discounting department. Ac-
counts are opened for all the regular discounting cus-
tomers; occasional or "petty" discounts are put in a
place by themselves. Kach customer's account is debited
every day he discounts with the bills he puts in, and
credited with the bills matured and paid. The posting
is done from the bills themselves, or from the discount
register, in the case of debits, and from the discount
diary in the case of credits.

'II

. Hi

What the Ledger Shows.

His account should also show whether he has any
paper in past due bills. The bills discounted by the cus-
tomer are entered in his account separately in their

•nlphabetical order. Two balances are shown, one for
his loans and the other for his trade bills. In entering
each loan bill the name of the endorser, or particulars
of the security, must be set down, and the amount of the
bill

; in enterino tr.ide bills the promissors' names and
the amount of each bill are the essentials.
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In both casfs it Is .idvisahl*. t<) hnvo the hcu.k dc-
siK'ned so that the respei tivc dm- dates also tan Im- nivct.
\\ hen the hook is posted up to date, the total of the two
balaiues- loan bills and trade bills—represents the cus.
tomer's direct liability to the I)anl<. In his .uroimt there
will also Ik- a memo, of the anioimt of his indirect liability
if he has any. Indire.t liability in this sense mc.nis the
anunmt of his paper held by the bank, dis<o»nted for
the acioimt of some other customer.

This indire<t liabiiii> dfH-s not show in his balance
and It does not, «ituTally. form a part of his line of
credit. I he total of the b.ilances shown in the liability
ledger, repular and petty accounts, should aj^ree with
the total of the loans and discounts .is shown bv the
general ledger.

A properly arranged liability ledger will show the
manager at .1 glance, when be refers to a p.irtirular
customer's account, how inuch of each kind of paper that
customer has under discount in the b,mk, the names or
.security against which the discounts were made ; also, it
should show him how near maturity are all of the bills.

As already implied, the liability ledger is balanced
with the general ledger. The purpose of the book being
merely to show the liability of the several customers to
the bank, it is not necessary to balance to a cent. As a
matter of fart, it i.s found convenient to ignore the cents
and to enter dollars only in the accounts.

The curator appointed by the Canadian Bankers"
Association to superintend the liquidation of the Hank
of ^ armouth, which failed in the spring of 1905, men-
tioned, as an illustration of the bad management that
wrecked the concern, that no liability ledger was kept
In consequence the officials had no regular record of the
indebtedness of the bank's customers. To try to rim a
bank without a liability ledger would be something like
trying to navigate a ship without taking the regular
reckonings as to its position or whereabouts.

Head Office Supervision over Liabilities.

The liability ledger informs the n.anager and the
other officials at the branch how the liabilitv of e irh
customer stands, and how it is tending. Over this de-
partment of the br.inch's busine«, i.e., the discounts
and customers' P-ibility, the he.vl office exercises the
closest supervisi. ,. In conducting the r.iost of the other
hus-ness— deposi'-. transfers, exchange, etc.—the man-
ager may exert his own authority, provided he keep^
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within the general instructions issued by the bank cover-
ing those departments. But the branch manager's uill
is not absolute in regard to lending; the bank's money.
He may make small loans without rettrencc to head oliice
for fjerihission—on his own authority, in fart. When the
customer asks for an advance excfcding a (ertaiti sum,
which varies with difler.nt banks, and agiiin with dif-
ferent branches ol the sumv bank, tin: applitati(m must
be forwarded to the general manaj:cr for . onsi(krali..n.

When it is j;rantc«l, if it is ^;rantcd. the general
manager requires to know all the time how the account
progresses, how the conditions arc live<l u{. to, and ill

parti< ulars necessary to enable him to follow the coi.rse
of the .iccount, and to oversee the bran( h manager's
conduct of it.

Liability Statements.

Therefore, a considerable number of statements or
reports dealing with the di.scounts are to be sent to the
head oliice. So far as the whole subject of statements
arid reports is concerncJ, it will, perhaps, Im best to deal
with it separately, considering all of them in one ( hapter
rather than to deal with them piecemeal while describing
the duties in connection with the res|K( tivc posts. Mut
it will be well to except some of the discount and liability

iatements, and to treat of them under the above heading.

The Day'to-Day Report.
First of all, the general manager requires tf) be

kept informed of the bills discoimtcd from day to day.
The statement in which these are reported m.iv go to
head otiice daily, tri-weekly, or semi-weekly, according
to the size and importance of the branch. In it are
supposed to be particulars of all bills discounted ex-
ceeding a certain Sun,, which may be hxed anvwhere
from $200 to $500. They are classitied thi;s: N'ew I.o.ni

Fiills, \cw Trade Hills, Renewal loans, Koikmv.iI Irade
Rills, and possibly some other sjiecial class or classes, if

the general m.inager so desires.

The statement is simply the manager's report of the
paper he has discounted in the period covered. The
first column gives the name of the customer for whom
discounted; the next gives the additional name or n.mies,
or the security pledged, and if the last, its value; t!i. n
the time for which the bill runs, and lasflv, the .f lonnt
and the rate of discount. In the margin opposite, the
manager must say for what purpose the proreerls .tip

to be used, or, if a trad^- bill, what transaction the bill

h founded upon.

7
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In the case of renewals, more particulars are re-
quired. The bank's chief officer wants to know, in the
first place, why the bill was not paid ; then he generally
wants to know the number of times it has been renewed
prior to this, and the original amount.

Small bills are bulked and put in as so many bills
under $200, or whatever the amount is. Each class of
bills is added up and the totals summed. When the
grand total is added to the balance shown by the last
statement, and the amount of the bills matured and paid
during the period covered by the statement is deducted
from the result, the remainder should agree with the
total of discounted bills shown in the general ledger.

Shortly, the purpose of this statement is to give the
general manager a day-to-day or running account of the
paper that is taken for discount, and also to explain or
justify the manager's action in discounting it.

General Liability Statements.

So far as the liabilities statements are concerned, the
number of them dispatched, and the length of the in-
tervals between, are matters which each bank arranges
to suit its own particular circumstances or policy. But
the best kind of management calls for reasonably frequent
accountings by the branch managers of all discounted
paper held by them.

There may be two liability statements required, one
being weekly or bi-weekly, and the other monthly or
bi-monthly. It is sometimes desired that the particulars
of the large liability accounts be set out for head office
mformation at frequent intervals, so that the changes
can be seen and followed. Thus a statement of liability
accounts exceeding a certain sum—$1,500, $2,000, or
$3,000—may be called for twice a month, or more
frequently.

On the statement form, which is a large sheet, the
accounts that qualify for entering are set down, one after
the other, in alphabetical order. A heading is raised for
each account, and under that the subsidiary or collateral
names, and the security held, are given, arranged first,
by classes and then in alphabetical orders. For example,
the customer's loan bills are entered first. The name of
the endorser of each bill exceeding the amount fixed upon
as minimum is given, and the amount If the loan is

secured by pledge of some specific security, the security
is described. Next the overdraft, if any. Then, in
entering trade bills, the names of promissors are given,
with the amount for which each one is liable. Liabilities
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under the minimum amount are entered: "So many trade
bills under $

,
$ ."

The past due bills are entered in a manner to
specially strike the attention, usually in red ink. At the
foot the amount of the customer's indirect liability, with
the particulars thereof, is given. When the totals are
extended there will be shown the total amount of the
customer's loans and overdraft, of his trade bills, iho
grand total of his liability, and probably columns ' will
be provided for a comparison with the total amount as
of the same date in the previous month and in the
previous year.

Then a liberal outer margin is provided in which
the manager is expected to give the customer's rating,
the surplus he claims over what amount of liabilities,
his character, standing, capability, the condition of his
business, and other facts calculated to assist the general
manager in his efforts to get a clear idea of the desira-
bility and safety of the debt. Each subsidiary name or
security has also to be reported upon, but the remarks
are not so minute or so full as in the case of reporting
on the principal.

When all the accounts qualified for the statement
are treated in this manner, the totals extended and
carried forward to the end of the last sheet, the state-
ment is completed. As it contains only a part of the
loans and discounts, the total shown at the end does
not balance with anything. Copies being required, for
reference and for guidance in making out future state-
ments, the writing is done in copying ink.

The Main Return.

The monthly or bi-monthly liability statement differs
from the above described one only in its being a com-
plete exhibition of the customers' liabilities. Every
account exceeding the minimum fixed—anywhere from
$300 up to $500—goes in, and, as the small accounts are
bunched at the end, the total an be balanced within a
few hundred dollars with the general ledger figures.

This also is press copied. A special copy book is

kept for the liability statements. All three of the state-
ments which have been described are to be signed or
authenticated by both manager and accountant.

It may be, if a complete liability report is required
once a month, that the report on large accounts is not
required at all. As before stated, each bank follows
whatever policy it thinks best in this matter of statements
required from the branches.

tlh

US!
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CHAPTER XI.

The Cash.

After serving in turn as junior, ledgt>r-kceper, and
discount clerk, the bank officor's next promotion is likely
to lie to the tellt-r's box, or the cash. As he rises to the
higher posts, with increa.se of responsibility, his fidelity

bond is gradually raised. He will have been receiving
also increases in salary every year, probably on the
occasion of the annual revision of salaries, with perhaps
one or two increases for special reasons. On receiving
his appointment as teller there vill be, in all probability,
a further raise in his guarantee bond and a further in-

crease in salary.

The Teller's Risk Fund.

Some banks acknowledge the teller's extra risk oi

personal loss by establishing a special or extra remu-
neration for them. The way this is done is to credit each
teller with $ioo a year, or more, in addition to his

regular salary, for the whole period of his service in the
box. The money is not paid to him, as his salarv is,

but is reserved or held at his credit in the head-office
books.

Shortages in his cash which he cannot make good
himself are charged against his balance. Interest is

allowed, and, six months or a year after he leaves the
cash, he may draw whatever is at his credit. This delay
in permitting withdrawal is exacted as a precaution
again.st shortages attributable to him occurring in the
cash after he has left the box. Other banks follow the
practice of granting their clerks special increase of per-
manent salary on appointment to the teller's position.

Strong arguments can be adduced in favor of the
more universal adoption of the teller's risk funds. It is

impossible to deny that the bank officer is under special
risk of loss while he serves his bank as a teller. When
his rash is over, he knows that it is so either because
he has underpaid a customer or given short credit on
some entry passing through. It is most likelv to turn
up at the next balance day, if not before. He must make
thorough search for it. If it does not turn up, the bank
requires him to credit the amount to teller's surplus
account, where it is held as a liability of the bank against
any possible demand that may he made for it.

J
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On thv, other hand, when the cash is "short" there

is always the danger that some dishonest payee has been

given more than he was entitled to, and of the transaction

not being discovered. In this case, the teller loses. He
must pay out of his own pocket whatever is required to

keep the balance of his cash equal to the amount shown in

the cash-book. The most accurate men have their

"off"-days. Everybody is liable to make mistakes.

Where there is no risk fund, the teller is apt to feel some
injustice pressing on him from the fact that when other

officers make mistakes the only penalty they have to pay,

in nearly every case, is extra work looking for balances,

or a little trouble in rectifying. They do not, except in

unusual cases, suffer any deduction from their income

;

they receive the full amount of their salaries. With the

teller's mistakes it is not so. There is a much greater

chance of them costing him money. He works as hard

as the others and as carefully, and naturally feels that he

should, like them, have the full benefit of the salary that

is allowed him. This he does not get when he is called

on from time to time to make up petty shortages.

When he knows that the extra risk belonginp to his post

!s covered by a special allowance, he feels ore secure

!;i the enjoyment of his salary, the sense c mjustice is

entirely eradicated, and it should tend to make him a

more valuable servant.

Taking Over the Casta.

Before entering upon his duties the new teller must
take over the cash. As soon as his predecessor has bal-

anced for the day on which the transfer is to take place,

he enters the teller's box, and counts the money which

makes up the balance of the teller's cash. Vhe officer

about to vacate the position is responsible until the whole

is formally counted and taken over. It is his duty, there-

fore, to be present in the box and to personally oversee

the whole opera

The full particulars of the teller's cash are entered

every day in the teller's balance book. All the different

kinds of money are entered in the proper order. A page

of the balance book is given to each banking day. .\t

the top will be the specifications of the bank's own notes.

The denominations are printed in, with a blank space in

front for the number of each. The cash is all arranged

in bundles, 100 notes to a bundle, usually fifty notes

facing outwards on each side.

.H
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Ill

So, beginning witli the bank's own notes, the new

cation'""':;' 'JT '"1"' ''" ^°" «°' ^'^"^^ ^f" the spedfi"ca on m the balance book. The broken par f bundles
will be in wooden slats held together by r. ,oer bandsThe cash counted and ticked off must be kept apart, in hissole possession. He is responsible for that So he goLshrough each subdivision of cash; the bank's own notes.

ofn^hTrr^^'^'n °''i''«''
''""^^'-' '^^ 'P'^''^' the noteof other banks in Canada, the United States currency.

When the cash is counted there will be, if otherbanks are in town, a list of cheques on them which are tobe cleared next banking day. These are to be ticked offand the total taken in with the others. Now-a-days the
silver IS to a large extent kept in coin-packages constructed
so as to give a clear view of what is inside. But theremay he quite a considerable loi, perhaps several hundred
doJIa

,
rolled up in paper cartridges of convenient sizes

for paying out over the counter. He will have some
doubts as to whether he should accept these as containing
the amounts marked on the outside, or whether he should
break them all open, count them and roll them up againand make sure that the correct z^mount is contained.

In deciding this question the particular circumstances
of the ca.se should help. If the former teller is leaving thebank no chances should be taken; if he is promoted to ahigher position in the same branch the rolled up silver

Lu„r^ ^'^Vtu
'"''^^''. '° '°""'' ^'^''^'- *^'''" be done at

leisure. But the incoming teller is responsible for every
dollar of cash he signs for, and h,; should therefore on
general principles make sure of everything. On finish-ing the count the extensions are checked and all the itemscomposing the balance examined carefully to make sure
that all are ticked off.

hv.K^K^",
^^^ ^^^'*'°"s "e checked the balance shownb> the book IS to be compared with the cash-book balance,and If It agrees, the new teller initials or signs the baLcebook, accepting the responsibility for the balance tleJeShown, and releasing his predecessor; the teller's keys areurned over to the new-comer, the cash is locked up [nthe safe and everything is ready for the taking ,p of thenew duties on the morning of the next banking day.

The Cage—Its Isolation.

As soon as he has access, the next day, to his com-partment in t.e safe, the teller brings out his tin box o^.taming the cash he needs to use; takes k into the teller's
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cage and locks the door. With regard to the.se cages,
the approved practice is to have them give complete cover
from all sides and from above. The roof, and the sides above
the wood-work are built of stout wire. In the front railing
a small wicket is placed, throufjh which the teller trans-
acts business with the public. Another wicket at the Fide
for passing vouchers, etc., to the deposit ledger keeper,
and the door for ingress and egress constitute the means
of communication with outside. The door to the cage is

provided with a spring lock which can be opened from the
inside by turning a knob, but requiring a key to be opened
from the outside. The rules are strict on the point of com-
plete isolation. The teller must not part with the key to
his cage door, nor must he allow any one, even of his

fellow-oflicers, into his cage while the cash is there.

Formerly the tellers' cages had walls but no roof. In-
genious thieves took advantage of this to provide them-
selves with long canes or sticks with a contrivance at the
end for taking hold of such things as bundles of cash,
and, watching their opportunity, were able on several
occasions to reach over the front railings and get away
with parcels of money snatched up in this manner from
the counter. The roof over the top was the answer given
by the banks to these attacks.

After the roof was added it proved valuable also as
a defence against a different kind of attack. The officers

of a certain bank at a small country branch, other than
the teller were overpowered one day several years ago,
during the noon-hour, by a couple of desperate villains,

one officer being killed by them. The teller, however,
was in one of the new style of cages. He kept his door
closed and refused to open it or hand over his cash
though threatened with revolvers. The hold-up men
feared to fire their guns, but they made desperate efforts

to break into the cage—one of them getting up on top
and tearing and pounding as hard as he could. Thanks
to the stoutness of the wire and the lock, and to the
opposition of the teller they were unable to effect an
entrance, and their lookout announcing that several cus-
tomers were approaching, they took themselves off

without getting the plunder.

M
ii

f

Why Isolation Is Necessary.

The reason the other clerkj are not allowed in the
cage is that the teller alone is responsible for the cash
in his ch.irge. If he is short at the end of the day and has

li:l|
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relip.ously obeyed the rules he can be quite sure in hism.nd that his fellows have not stolen from him nor lethim in for loss through errors made by them in transact-mg business on his lx;half. If the door is sometimes
locked and sometimes open, the teller constantly running
out of his cage, other olficers going there in his absence,
paying cheques or receiving deposits for him. the diffi-
culty of tracing a shortage is multiplied because there
are s„ many the more of pos.s.ljle ways in which it might
have occurred.

WK•l^^l
^-^^^

^l"^"
'"' "tremely strict on this point.

While their cash is out of the safe they hardly ever let
It, or their cage, out of their sight. They aim to be able
to say at the close of every day, "It was not possible forany one, ,n the bank or out of it, to have taken a single
dollar from my cash without my knowledge, between the
ime It was brought from the safe in the morning and the
time It was put back there in the evening."

Preparing for the Public.

On getting the cash out, the first thing is to arrange
It in order convenient for handling through the day.The cash drawer will have a row of compartments for the
till money. A compartment each will be provided for the
ones, twos, fours, fives, tens and twv nties ; a block of wood
with several bowl-shaped hollows is there for the coins.
Only the broken parts of bundles are put in the drawer;
the bundles themselves are stored in convenient order in
the tin box, which is kept on the floor or on a low shelf
or table immediately to hand.

The pressure will fall chiefly on the fives and tens,
and to a less degree, if there be quite a demand for change,
on the ones and twos. It is necessary to take stock of
the supply on hand. Should it be deemed insufficient the
accountant or the manager must be asked for some of the
treasury stock. This latter is under the dual charge of
the two of them. It is kept in the treasury compartment
ot tho safe, on which there are two combination locks,
the numbers of one being known only to the manager,
those of the other only to the accountant.

Requisition for Treasury Cash,
We may suppose the teller to be in short supply of

certain denominations. He has requisitioned for some
treasury cash. The process—the accountant would take
the treasury book, which is a continuing record of the
denominations and total of cash held in the treasurv, and
enter therein the specifications of the notes to be handed
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over, deducting them from the amounts at present iield.

Then he and the manager, in company, take tlie moiiey

from the compartment. The teller signs the treasury

book opposite the amounts set down as given to him,

and the new money thereon belongs to his cash. In the

cash book at the end of the day, as the treasury balance

IS reduced, there is so much the more for the teller to ac-

count for.

Clearance with Other Ranks.

There are several things to be done before the

opening hour. The bills for the day have to be tal':en

over. They are initialed for in the diaries, as already

described. Then the deposits, or clearances, with other

banks in town are to be made up and sent in. By way
of illustration we may suppose that there are two other

banks to deal with, the Bank of A. and the Bank of

B. In the deposits received from the customers during
the previous day would be a number of cheques drawn
on these two banks ; also a number of their notes.

Among the notes and bills due the day before would be

some that had been presented at and accepted by each
one of the other two. Their notes, and cheques on them,

would be received in various manners in the ordinary

course of business. All this must he cleared early in the

morning. .So the feller makes out a deposit slip for each

bank. Taking the Bank of A. first, he specifies the cash

at the top, then enters each one of the cheques and items

to be sent in.

To be secure against t fraudulent or wrongful claim

of shortage, which might be made by the teller of the

bank receiving his package, he would have to get a

fellow-clerk to check his count of the cash. This

checking would have to lie done in such manner that the

two of them could positively declare that the cash, as

stated on the specification, was within the package on
its being closed, sealed, and initialled

There is not the same necessity for the checker to

examine t'-e cheques and bills belonging to the deposit,

for they can always be traced. Each one would have
the bank's stamp on the back, and could hardly be
negotiated wrongfully.

When tne two deposits—for the Bank of A. and the

Bank of B.—have been made up, checked, and sealed, in

packages, they are sent out at ten, or shortly after. At

important branches two officers are entrusted with these

deposits. A guard is also sent by smaller branches when

' l«
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the amount of cash enclosed is large. The bank, r^

Deposits by Other Banks.

Among the fn customers with whom the teller his

teller has just been preparing for them TherrhlL

They are debited with what the teller senH« n,,t ? vand credited with what they send In it for h. kT^"ce. or differences between dep<,"t".s. there will p^o'bably be an arrangement to have them run until ^ cerfaTnmaximum, usually $,.ooo or $..ooo. is exceeded; hen

t a Hr.f.
"^ •^"^^'««''^ ^'th the creditor by giving

wfoTor WinTpeg^
''' '''''-' centres-.vUre^f

How "Sundries" are Disposed of.

r,.«:^"^""^
'''*' previous day there will also have beenreceived a quantity of notes of other banks not havfn;fcrarches in town. These are called "sundries •' tX?are allowed to accumulate till a parcel "«™ t^

made of them, and then are ship^d "
he'ntl^t centre'where redemption will be made.'^ All banks mut arrange

".toWrr "'•^''^ ^^""^ "''' "> releem heir noSat one chief place in eve.-y province.

for o •''^^" ^"PP°^^ ^^^^ **'«'« are enough sundries

LtreT it" •,/''* """'
i"

'° ""' despatch^ed. say toMontreal. It will go to the Montreal branch of thebank, and the Montreal teller, whose duty is to ce vemoney parcels from the branches, will see to it that althe notes sent in the parcel are dul;- presented afth"

?o"r'th5s^l'„ ,'^'fV"'''
°^ specification^ a^Sel

sorted ;• I A
''°'\^^'-^'''"''- When the sundries aresorted ticketed, and ready for packaging, the parcel ischecked by another officer in the same way and for hesame purpose as the cash in the other h/nk's deposit'was checked. Sealed and addressed, the parcel sen'teed
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. the parcel book under a number, nnct is called parcel

number so-and-so. An otticer and guar<l are sent tc the

"xprcss ortite, (or to the post-ollice, if M.nt by n^jistcrcd

.. ail, insured), after First initialling for the packai^e in

the parcel book. Ihev brini; -jai k the »ro[x>r receipt

f,om the express company or the post-ol •. i he teller

must send an advice of the |)ar(el to the .idi'icssee

Now we see that the teller has part»;d with an
Amount of cash and cash items. There was a o«posit
for each of the other two banks and this parcel of $i,ooo
for Montreal. His entries are as follows : When he gets
the bank books back with his deposits entered and
initialled, the amount shown in each may be entered on
the debit side of his blotter. When his parcel is com-
plete and ready to send he makes out a slip debiting
Montreal branch with $1,000, giving the parcel number
On his being shown the parcel, or the receipt for it.

the accountant initials this 'ip, and it becomes one of

the vouchers of the day. The three debits, of course,

effect a reduction equal to their total in the cash book
balance.

•
III
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CHAPTER XII.

Teller and Customer.

Mt'ihodji of CountinK C«!ih.

By the time these things nre done it will Houbtlev.be ..pprcKhing ten o'clock when the bank's doors are

nmL fhTfi T"" '' ''•''' "''"'"'y '^^ mentioned tha.amnnp the first customers will be the officers from th.o her b.inks w.th their deposits. Immediately on opening
t.ic packaK.. prese..tc-d by on*- „f thoso. the c.-.sh which
It contams consisting of the bank's own notes, is

deno ft sMo Th'''
"^ "''' "^^ specifications on 'the

deposit shp. There are two methods of counting; eachhas Its ...dvocates. In one. the bills are held firmly on

through the pile, throwing up one bill at time the
other, the bills are held in the left hand and leafed outone by one on to the counter.

A great many tellers use both methods, the
fine for the original count, the other for the check
rount. In counting receipts of all kinds it is very
desirable to get a view of the whole of each bill
taken. It aidr. in passing on genuineness, and pre-
vents attempts to pass bills from which large portions
ha\e been torn.

Fxperienced tellers prefer to have the depositor
handing m cash remain directly in front of the wicket
with eyes fixed closely on the deposit until the cash ischecked and found correct. When this is done there
ran be no misunderstanding in the event of a shortage
being found in the deposit. In every way such prac-
tice IS superior to the loose methods followed by
-some depositors. They push their deposits through the
wu-ket while the teller is, perhaps, checking another
deposit, and, without waiting even to see that the teller
t.akes It and places it out of reach of parties from out-
-side, they run off to the ledger-keeper's wicket or to
sun^e other. When the teller finds a $5 or $10 shortagem the cash specified on one of these deposits the situa-
tion IS not very comfortable for him. Though the de-
positor cannot dispute the filler's count, he may thinkhim capable of slipping the missing bill into his pocket
or the Mil. It is a good plan for the teller to insist on
depositors, private as well as bank, watching him while
he counts the cash.
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DUpo»ition of the Vouchers.

When the cnsh has been checked and ticked off. r.n h

cheque or voucher listed on the deposit slip is take up
in turn. As he is to g\\e credit iii his hooks for e;ich

item, the teller has to be i aref ul to see th all are in

shape to be treated as cash or iis equivalent. Is it an
obligatii n of the bank? is the first question to be settled.

Cheques drawn on the bank, bills and notes doniiiiied

at the bank, when due .ind accepted by the !cd>;er-

keeper, have to be accord«'d consideration.

The next thinjj is tin- scrutiny of the si^n;^tu^«• nfl

after that of the d.-ite ,-ind the amount, the .iti' urn

l)ein|; K'^*-'n« with reference to tlio last, to the wiiiti-n

words in the body of the docuiiw-nt rather lli.in to the

fifjures. I'hen, if a chff|uc In; not accepted, li.is the

customer so much ;it his cretlit? .S'lr.v -w will hii\e in

be referred to the ledger-keeper to s^n •> this question.

After that the i-nclorsetnents ;ire to l)e c-x.-iniinefi. The

endorsement i>l the payee ci "order" clM'(|ues must l)C

on the back, in the same form as \vritl«n in the hndy nr

face of the cheque. If the payee has ciidursed it ovtr

to another party, the discharge fr<im this en'lorsee iini^t

be in evidence. Lastly, the stamp of the bank lepositing

the item must lie there for the purpose of tr.'icing the

payment ;ind guaranteeing the prior cnflorseinents.

As each document is passed it is ticked off on the

slip. .\ny that are rejectee*—cheques for which there

are not sufficient funds, items incomplete or informal

—

are laid aside, deducted from the total, and handed back
to the depositor with the explanation wny they are

refused. The slip, with its amended total, is now
initialled by the teller, entered among the general items

on the credit side of his blotter, and handed out to the

ledger-keeper for entering in the depositor's pass-ho<ik.

This is the process followed with other b.nnk deposits.

It is much the same as that followed with individual

depositors.

Customers' and Banks' Deposits.

The deposits of its individual customers, when they

exceed the withdrawals by the same customers, f|iiite

often represent aocessions of re.sources by the hrmlc.

The deposits of other banks do not represent gains in

resources except when made by banks having drawing
accounts with the bank. The bank deposits, received in

the daily clearings, consist of obligutiuiis of the L.ink's

> ill
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maximu.n. ^ exceed the agreed-upon

on-o^Sst= --,r'"
^"^^"^" --^S::

tomers- deposfts wTh. ^''^ ^^'"Position of the cus-

as well as the bank's own noL th. o.^'^'
'""^""^

consist of cheques on ntZ" u ,
'• ^ °^''^'' '^^'"^ ^ill

the bank itself wkE toH M
"•"' '" '°^" "^ ^«" «« «"

drafts on outside pits ''" '°"^ ^''^^"^^ ^ ^^ht

itself^Le'UUtd"!"' the cheques on the bank

same^ann^raTthat'oXr Stlod" ^"^"If
^'^

with reference to the law thl i ^ remembered,

addressed to the bank ^hh'
^^""^'^^ ^'^ "orders'

•

them through certificati;n o '

°"
'I

''""''''
'''^^'^P*'"^

Outside Cheques and Remittances.

are accepted in a deposit or «,h»., u ?" .. ^^^^^

^:^^£'r^l advice ^ti^blfn^- ^^,
an" bifir discounted' the'^h'^J^'"'^

'''^''' ^ -^^
reimbursing TtseTf?h7o;!h H

"""^^ '''" documents

cin h^ .L "^"^""S'l collectmg them. As thev

Tre classed asTui'k T r '^h"'^'
^^"^^^^^ ^» -"' '^^

-t^ities. are not soV.iek;:'^.;;;;i ^^-f.^^-
lerted txT'S?ng"d:f^S

'''"'^•' '" ^"^^" -'" - -'-

''••mks in other tov?nsh.„ '""' ^
""T'^"'

"^ "'"'^- *-

chcoiip<5 nn t,;o -
'nough, by fakmg these>^"tques on his own resrvonsih litv » n •

"^"cac

advances of the hnnL'. " '
'

"^ ^^"^'' ''' making
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allowed to pass on them when they come within the limits
of everyday business transactions.

Instinct.

Some may be certified or accepted by the banks or
which they are drawn. If he is familiar with the initial'
of the ledger-keepers of the other banks, he has nc
reason to doubt these unless there is something about
them that strikes him as queer or unusual. A good
teller, with experience in the cash, does not disregard ii
when there flashes through his mind an instinctive
thought that there is something "queer" about a docu-
ment he IS asked to accept. It may appear perfectlj
regular and formal, but some little thing that is not as
It should be, he may not be able to tell what it is, has
got on the edge of his nerves. The bestowal of a little
extra care on such documents may quite possibly result
in stopping some fraud.

In passing on cheques on other banks, received on
a customer's deposit, the teller has several things to
consider. The first is the standing and responsibility
of the customer depositing them. If he is financially
strong, able to take dishonored cheques up at once
almost anything that is formal can safely be taken from
him. If he is weak and hard pressed it is a different
matter. Then the name signed as drawer of the cheque
has, obviously, to receive more consideration. The
point to be kept in mind is that nothing must be taken
except what will certainly be paid. The bank must have
confidence that each cheque will be paid on being pre-
sented at the bank on which it is drawn, or, failing that
that the customer who deposited it will take it up at
once.

"^

"•
II

' mi

y
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Why Endorsement is Essential.

It is necessary thus to require the customer to
endorse every cheque on another bank, whether payable
to his order, payable to bearer, or however drawn. The
endorsement shows from whom the cheque was received,
it guarantees the correctness of the orior endorsements'
if any, and holds the customer liabie until the cheque
IS collected. It is desirable to have customers endorse
also all cheques r-n the bank itself deposited by them.
It serves the first two of the three purposes mentioned.

It is hardly necessary to put the cheques on other
banks, received on deposit, through any particular

:f'l
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register or book. The amount of each one is recorded,under he heading of the bank to which it belongs, inthe tellers baance book, forming a part of his cash
balance until cleared the next day.

In the case of cheques and sight drafts on outside
points the requirements, as to being authorized by the
rnanager, are somewhat stricter. In taking them theadvance made by the bank is for a slightly longer term.The transaction, therefore, calls for something more in
the way of judgment. The orthodox practice is for the
customer to get them initialled by the manager beforehanding them to the teller. The manager may, and
sometimes does, delegate the duty in part to the a.-
countant in so far as it covers the taking of small items
n the ordinary course of business from regular cus-
tomers Quite often, when the teller is an experienced
mar,, h.s judgment fully relied upon by the manager,
he IS left practically free to take small items in the
ordinary course, on other banks in town and on outside
points as well.

Rates of Commission to be Paid.

The items on outside points are called remittances,
because they are remitted for collection or credit. In
addition to the points mentioned as having to be con-
sidered in the case of the local cash items, there is
another to be taken into account when dealing with
remittances. It concerns the commission or exchange
o be charged. That should properly be based on the
length of time the bank will be out of its money and
on the co.st of making collection. In all probability
there will be an understanding or arrangement with the
regular customers as to the rates of commission they
shall pay. It may be based on the varving circum-
stances of the customers' accounts. A bank that is pro-
perly run demands that every account on its books shall.
in some way, he profitable.

The profit may come through the maintenance of a
large balance on deposit, free of interest; through ex-
change or commissions, discount on loans, circulation
of the bank's notes, or in other ways. It may happen
tnat a man's account is, in itself, absolutely devoid of
profit, but is worth while because of his control or
influence over some other business or account that is
profitable. These things all enter into the matter of
establishing rates of commission on remittances received
fitini the rf,-ular customers.
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h-f ^*'*?u "J" P'*"'^
°' indications that competitionbetween the banks for desirable accounts has resulted °nmany branches conducting their business in remittances

d a?tVo?' H°"-
'' '^' '^' ''''"' '° ''^' cheques anddrafts on other points at rates which do not pay, andthe accounts through which tney are received do not inevery case yield profits in any other manner to warrant

their favorable rates on remittances.

l.Vhtf„°
•**'*' **"•. '\*^^''«^"' 'o '"a'-k on each remittance,

nghtly in pencil, the amount of the commission to becharged on ,t. The total of the commissions on all the
remittances contained in any one deposit is to be de-ducted from the deposit or paid by the customer in

When this is done and the items of the deposit
found to be forma! and correct in every particular, the
deposit slip IS initialled, entered on the credit side of the
blotter under the heading, "Current .Accounts," andhanded out to the ledger-keeper for entering in the
deposit ledger and the customer's pass-book.

Cash Receipts at once go Under Cover.

The cash contained in the deposits is sorted as
quickly as possible into the place reserved for it in thecash drawer, the operation being used, if time allows,
as a second counting or checking of the amount. One
ot the things impressed on nearly all tellers is that it is
dangerous to leave cash lying on the counter. It may
be snatched through the wicket in front. A teller whose
counter is often piled with odds and ends of cash from
deposits lays himself open to the charge of slovenliness.When the practice is followed of getting the cash con-
tamed m a deposit out of the way before tackling
another, there is not the same danger of a mix-up of
deposits, which might cause trouble if an error existed
in either.

' III

>
'II

Cancelling the Paid Cheques.

The cheques on the bank itself, contained in the
deposits are to be stamped paid and cancelled at once
Ihe paid stamp is placed over the drawer's signature-
the cancelling is done by drawing the pen heavily
hrough the signature. As they are dead documents,
these cheques must be treated at once so that thcv will
be not negotiable. Then they arc put on a file, .ind a=
the opportunity offers, entered in the blotter along with
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Other vouchers and passed out to the other depart,
ments.

"^

The remittances, as they come in on the deposits, are
kept apart in a clip. In the shape in which they are
received, many of them, being endorsed in blank, and
thus payable to bearer, could be negotiated by parties
wrongfully obtaining them. Danger from this source
can be obviated by stamping them at once—the bank's
name clearly on the face, and "Pay to the order of—

-

Bank" on the back, immediately over the last
endorsement.

Remittances.

To effect collection they must be sent away to the
points on which they are drawn, or to clearing centres
They will be of two classes—those which can be sent
to other branches of the bank, and those which must
go to other banks or other correspondents. All must
be entered in the remittance book. This book can be
subdivided as desired. There may be the two sub-
divisions—for the branches and for others; or one oi
two of the principal branches, to whim large numbpr^
of remittanc«?s are sent, may be given places by them-
selves A sep.-ate place may be given to items on the
United States

; also to items on England. The items are
numbered, and full particulars of each recorded in the
book, so that all the necessary information for procuring
duplicates is available. The remittances sent to branches
are debited to the br.inches to which they are sent ; the
others are debited to the correspondent, if sent' for
example, to a New York bank for credit of account, and
to an account in the general ledger, which may be
styled: "Cash Items," "Remittances," "Bank Collec-
tions," or something else, if they are sent for collection
and remittance.

Items Sent to Clearing Centres.

It is possible to debit to the branches some of the
Items on points where the bank has no branches. Byway of example, let us suppose a bank in Ontario
receives a cheque on some Nova Scotia point where the
Bank of A-ontreal had a branch. The bank in Ontario
might send it at debit to its own Montreal branch for
the face amount, less the commission that the Rnnk of
Montreal, Montrerl, would charge lor negotiating the
Item. Thus it would be cleared in Montreal.
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This can be done without risk with certified cheques

foTe"r„ 'h"'^-' "k'°"'^^'
^^'*"«'''- "^ point tha? has

itv inTh '**^ " '^^' '^^ P'°^«« *=«"*« a delay of a

which It IS drawn As a rule, the bank is under obligationto forward these items to the places at which they a°edom.c.led as quickly as possible. Should it happen thL!an Item .s sent by the slower process and the drawer othe drawee fa.l before it is presented, there might be a

Zl ^fT!l '*'" ''""'^ ^°' ^^""^g" 'f the customer who

iZT ^; u'T- T P'"°"'= '^^' i' ^°"'d have beenduly honored had it been sent direct.

r

Cash Item Lists.

h«nJl!°"^*'u^''*' f^*''^
remittances on points where thebank has a branch is in effect a debit for that branch

banTdr:;^,"""*^""^' ^^ ''^^'"^ ^" items-cheques and

Ddnt T^lT'^TTi '^^ '."'"^ ^^y P^y^ble at the same

fZt ^II^
^°'^' °^ '^^ ''^* '^ ^hen the debit entry. Whenthe remittances are all recorded, numbered and listed,the teller passes them out, first entering each item onthe debit side of his blotter. On their being en erTd °n

^Jl^' books they are sent .way in letters to thepomts at which they are payable.

Fraud in the Remittances.

occu/L^fn
°*="^i°"«"y happened that defalcationsoccurred m connection with these remittances. Thosepayable at branch points are simply sent at debit. Butthe itenis sent to other banks have to be sent for collection and remittance, being debited in the meantime to

bac1< froi f^"'
'''°"!!'- ''''^" ^"^^ P^^yments comeback from the correspondents the general ledger account

IS re-credited with the amounts.
account

The crooked work has been done in the second

will be a number of drafts sent by other banks as pay-ment for remittances, coliections, etc. Dishonest clerks

Jhe'df
,'^^^"'^''"g «f these, have been known to use

credifthl. T '^'^ ^""^ themselves instead of tocredit them to the account to which they belong. Bykeeping track of the items so wrongfully used thev havebeen able, through substituting others from time to time,to carry their frauds through a long time till the^amounted to considerable sums.
^

' III

' IK

i
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How to Stop It.

This can be effectively stopped by iteepine what iscalled a waste book, or sundry credits book!^ When themanager opens the mail in the morning he records in

Lo'th'°°\''i
'"'^

''T' '°' *''''^'' credif entriesshould

Zihnl T^ '^^ '•"y- 'r'"'"' ^»'''" he checks the

sees t^^
""' "^ •"'"^' ^'^ *"''" »h« ^^«»« book and

credits Tf^""'^ "!•'" ""'"'"'^ '^"^ ^^' l^een duly

to"S the sr'"^ ''' '"'^^'"^' '^ '^ ^" "^y -«"

Other Receipts Over the Counter.

Besides the deposits in current account there are

co^nTr th" ""'^^^ '=°'"'"^ '" -- the teller'

t-?r ^^r^"'' ''^P""'^^ °f tf'e savings bank cus-

or drlVt? ^'.'n" '''"P^ ''^'^^"' P-^hase money

due In .11 f ?k"'^*"'-
^«"'«'"«"»s for notes and bills

cash aid nth^r •. " '^"e^essary to be sure that the

each c?eHi? r ?a
''""'"'^ ""'^ "6^°°^'" «"d that foreach credit accorded, an equal ar.ount of cash, cashItems, or debits, is received.

As the savings bank depositors and those who preferhe more old-fashioned deposit receipts are not asfam,l,ar with banking methods as are the regular daUy

trouSrr °
'f '• ^'u^'

'^' ''''''' ^^' '° *«ke a little mo etrouble to explam things to them, and perhaps to writeout slips for then.. A great many of them are tim"d

to be bothered with such small business as theirs

L/Tu' t"^^",
^"' '^y ^'''"^^'f °"t t° <^onvince them

eel tha't th".

""'"" ['^'^ *'"?'"^^^' ^"'^ *« '"^'^^ ^hemteei that thc^ are welcome visitors whenever thev callto deposit or withdraw. ^

Value of Small Deposits.

the h?nk H^
*^^

""u'"
*^'"^' *^ ''^ ''^'"^ '^' '"iid is that

from this class of ,ts customers. The bank returnsshow that while the demand deposits, or curren a"counts can show wide fluctuations, the course o thenotice deposits is steadily upwards. They have a char'acter of permanence that fits them well for emplovmentm current loans and discounts to the business interests

Tts nntl'^"?''^- •

^h.^^^f'"-^' ^^^•y bank desires to have

possible, and the teller is an officer
' who has s,icial

I UNIVERSITY Of VICTORIA

LIBRARY
I Victoria, B, C.
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opportunijes to forward the interests of the bank in thi.matter. He >s the one, more thsn any other, comine indncct contact with the depositors of fixed or permanenmoney. Many of them judjje the bank from t"e de

""tend t^m'">H "r
'* '^ ^^"^^^ ^"'^ ''-'^. '-"ing

'nee the l^?.?
^^^- ' ^''"^"'"^ °'" ""P'^asant counten-ance the cu.stomer is apt to sav: "My business is not

i'n'l" . M *i"'
'''"'*•" -^ teller of that kinddn domcalcu^ble damage to the bank's interest. He had

ma r hn^ l-ul ?" '''^ department altogether, no

wh.r/. T ""^•^"' ^ "^^y ^ '" c°""'i"g money,uherever the savmgs department business is important

th»f . f
^ '^''"''^' ''''"^^ ^''°"t »'«"'' depositors is

h.nlc V^f
""'"^'" °^ ^''*='" ''^^^ ^P°«'ts in different

Tit. i"
fansacting business with the bank they will,.me and agam by nadvertence, disclose the fact thafhey have, m addition to their deposits in the bank

resectable deposits in other banks, or in the Post See
of . tT'°" .V;"^'«'-"'"«"t Savings Bank. The right kind

rnfll • Tu
P?^* '° ^ ^ f^^t°^ •" unconsciously

.nfluenang these deposits to his own bank through the
good-w.Il which his customers have for him. He will not
require, either, to have recourse to undignified methods
to get them If the bank's de ,sitors are converted iSo
active friends it ,s impossible to measure the goodthey can do through influencing their friends and ac
quamtances to gc to it with their business.

' III

' mil

h

/I

!
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CHAPTER XIII.

The Bank's Busineas in Exchangt.

Regular and occasional customers, from time to
time durmg the day, ask for drafts on other pr/.nts in
the country, or on points in the United States, Europe.
or elsewhere. When the bank receives the money from
one of these customers and gives him its draft on thepomt desired, it is said to have sold him exchange. If
the draft is on some point in Canada, it is called inland
exchange

;
if on New York or some other United States

point. It IS called New York, United States, or foreign
exchange; if on London and drawn in sterling, sterling
exchange. The word exchange is here used in its
broader sense. In practice it is coming to have the same
nieanmg as commission, and is applied to the tolls or
charges which bankers makr when they issue drafts or
buy remittances.

Inland or Domestic Exchange.

This function of the banks—the buying and selling
ot exchange—is important; and it is worth while for
young bankers to aim at understanding it. The busi-
ness in inland exchange is the most important ; and bulks
the largest. People in all the villages, towns, and
cities are all the time sending money to other places in
Canada. It may be for purchases of goods, for presents,
or contributions to friends or relatives, payment of
debts, or fo- other purposes. The bank stands ready to
receive the money at its branches, and to issue in ex-
change a draft, or order, good for the required amount
at the point to which the remittance is to be sent. It
does not matter how small or how large is the transac-
tion. It can quote a rate of commission for which it will
undertake the operation.

It will be interesting to trace the working of this
part of the banking machinery. There are various kinds
of drafts. The simplest of all is that wherein the bank
draws on one of its branches. Even in these the profit
made is not by any means uniform. There are a number
of things that enter into the calculations.

How the Profits Vary.

The extent of the actual profit made by the bank,
a, Tt from the commission charged, depends, first, on



MANUAL OF CANADIAN flANKINU. 'O3

the nature or consideration given by the purchaser for
the draft. He may give a cheque on a standing deposit
o.' his, ..1 which case the effect of the »lraft is to redeem
a deposit liability. He may give a cheque on, or notes
of, another bank in town, in which case the bank is put
to no expense in collecting them. He mty give the
bank's own notes, his payment saving it to that extent
from the expense of bringing in its notes for counter
purposes, in which case there is a collateral profit to
be added to the ccmmirsion charged on the drait.
He may give sundry bank notes, in which case there
is an expense involved in shipping them away, and the
actual profit is reduced by that extent. He may give a
cheque on an outside point, itself subject to a commis-
sion charge, in which case it sometimes happens that
double commission is received and no actual transfer of
funds takes place. He may discount a note, in which
case the oraft is the form in which the bank makes the
advance.

Then the profits are affected by the manner in

which payment is made by the branch at the other erd.
Does the payee deposit the amount to his credit? Then
the ba.ik holds the funds. The transaction ''s a whole
results in no loss of deposits, but, perhaps, a gain. It

may result in the bank's lending money at 7 per ctnt.,

the proceeds going on deposit at 3 per cent. Does the
payee present the draft at the counter, demandin^j cash?
Then the bank gains in circulation, for it pays out its

ov*rn notes. This circulation will be bad, indifferent, or

f;ood, according to the length of time the notes remain
outstanding. Does the draft come in through another
bank? Then it has to be settled for in legals or hard
cash.

Another factor affecting the profits is found in

whether the general trend of currency is towards or
away from the drawer branch. Usually the transaction
is most profitable when the transfer is made in the direc-
tion contrary to the trend of currency; and least profit-

able when made in the same direction as the trend.

To illustrate : Take two branches, A and B. A uses
more currency than it receives, and is constantly ship-
ping it in. B receives more than it uses, and is con-
stantly shipping out. If A were to issue a draft on B,
the transfer would be made contrary to the general
trend. A would probably receive currency from the
purchaser of the draft lessening the amount it would
require to ship in. B would pay out currency, lessening

'•
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the amount it wc jld require to ship away. Expenses
might b« reduced at both ends. On the contrary, if B
were to draw on A, the expenses might be increased at
both ends.

Ultimate Payment in Settling Centre*.

Another point to be borne in mind is that, no matter
what branch may be drawn upon, payment wi(!, in most
cases be made, ultimately, by a branch in one or other
ot the big settling centres, Montreal, Toronto, Win-
nipeg. The practice of the banks in the small places is
o settle their differences by drafts or. these places; and
that means that everything between banks, practically,
IS settled and paid for in the big cities. That is one
reason why the supply of "legals" and gold is concen-
trated at the central branches.

Competition in Exchange.

But, though all these things enter into the profit and
loss calculation when a draft is sold, the bank cannot
allow for them in its negotiating with the customers,
lo be on the safe side it must assume that the funds
*ill have to be transferred in every case to the branch
on which the draft is drawn. The collateral gains and
losses have to be taken as the come. One of the
results of over-competition in Dunking is a tendencyamong the banks to forego or reduce their commissions
on remittances, transfers, and drafts, with the idea that
the collatera or extra profits will suffice to bring them
out on the right side.

At the best, this is a haphazard kind of banking.
It IS a real service the banks do for their customers when
they collect for them moneys payable in other places,
and when they make payments on their customers' behalf
in the sundry cities and towns where the customers have
payments to make. Because the banks are able to make
a great many of these collections and payments at little
or no cost is no reason why they should perform the
services without charge. Their ability to perform them
economically is very largely due to the establishment of
complete systems of branches and the gathering together
of large volumes of business, wherein it happens every
day that many debit and credit transfers offset each
other. It would certainly seem that the bank stock-
holders were properly entitled to a considerable share of
the benefits resulting therefrom.
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Dmwing on Other Banks.

It quite frequently happens that custonners desire

to get drafts on points where the bank has no branches
If other bani<s are represented in these places it is open
to the bank to use them. It may be that there is repre-

sented another ba '.k with which the bank has a general

arrangement for the reciprocal encashment of ''- ilts at

par. In that case the draft is drawn on an agi...o*upon

branch, and across the end is written a 'equest for the

other bank to pay it nt par.

If there is no bank at a point whereon a draft is

wanted, with which a reciprocal arrangement is running,

ail that can be done is to add to the amount which the

c.istnmcr wishes to remit ten cents or thirteen cents,

or i-io or }i per cent, and to request one of the banks
located there to cash it less that commission. In the

first case the bank retains the whole of the commissior
received from the customer, but pays the clhei* bank
thrcjgh extending par facilities to all of its branches ;

in the second, it divide.s up the commission with the

other bank, or makes an extra charge on the customer
buying the draft. It has been found in practice that

the real cost U, the bank is about the same in both

instances.

Another form of drawing is when the draft is

drawn on a bank with which the bank maintains a run-

ning balance. Then the bank occupies the same relation

to the drawee bank as its own customers occupy towards

itself. These accounts or balances with other banks are

generally on the basis of quid pro quo. The one insti-

tution maintains a balance with the other, or pays it in

some other way, for the privilege of drawing at par on
a complete set of branches.

lit

' III

I-'

New York and Foreign Exchange.

When a customer desires to remit money to some
place in the United States, the bank can meet him by

giving him a draft on New York. As New York is the

great settling and reserve centre of the United States,

the banks in practically all the cities, towns, and villages

in the States keep accounts with one or more New York
banks. Thus it has become the practice for banks all

over the Union to pay New York drafts at par.

So the bank must have an account with a bank in

New York. In the aggregate there will be large sum?
passed through this account, and at times the bal?
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may be heavy. Therefore, it is necessary to select a
•trong institution as banker. The account may be dividedamong two or more banks. The bank or banks selected
are styled New York correspondents.

All the items on the United States, or the bulk of
them, ihat are rcceix d, arc sent every day at d.t.it of
thf rorrfspondents. Phi- drafts drawn liv all th.-
hranchfs. which arc actually cheques on the accounts,
arc credited to the correspondents when drawn. The
correspondents, on reccivinK the remittances, rrcdit them
to the hank s account: the cheques arc charted ud asthey are presented for payment.

"^

New York Funds.

The \cw \ correspondents do not handle this
busmess for ntn ^. Commissions are to be paid on
Items drawn on mai , points out of New York, and
perhaps, a specified balance is to be maintained. That
IS the way the bank pays for its privilege of drawing
on New York. The fact that the ac.-o,..., costs some-
thinR should be borne in mind when fixing the commis-
Moris m purchasing United States remittances and in
elling drafts on New York.

There is another circumstance to be considered in
this connoction. Demand items, payable at \ew York
nnd the balam-* which the bank basin New York banks'
are called New York funds. The rate of commission at
Which the banks can purchase items on the United States
as well as the rate at u >nch it can sell draffs on \ew
^ork, IS governed, to a . nsidcr.-.hle extent, bv the cir-
cumstance of whetherXew \ ork funds are at a 'premiun^
nt par. ..r at a discount ,n the Montreal and Toront.l
markets.

At Premium.

As to the causes of fluctuations, it will be sufficient
here to mention that, spc king gcnernllv. New York
funds :ire .-.t a premium in Montreal and Toronto when
the demand for drafts, or exchange, on New York is
greater than the supply; and converselv, thev are at a
discount when the supply ;,f drafts, or exchange is
greater than the demand. When very high interest
rates arc ruling in New York for call and time loans,
the circumstance will have a tendency to increase thedemand m Mon.real and Toronto for drafts on New
Vork, and it may, very likely, result in New York funds
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foing to a premium. Those parties in Canada who havf

blocks of capital available for lending;, beini; desirous n(

profiting from the high New York interest rates, send

thrir money there to be put out. So there is a flow of

money towards New York. The banks that have bal-

ances there, available for drawing, are said to have

New York funds to sell. When there is no very pro-

nounced flow of money one way or the other, these

banks will likely sell their funds at par to other banks

.

but under circumstances like those just described their

balances in New York become possessed of an .iddi-

tional value. For the time being it is worth more tn

have money in New York than to have it at home.

Therefore, they ask a premium from other banks

for drafts on New York. This premium cannot get

beyond a certain figure—from 5 T14 to 332 of 1 p«'r rent.

—because that is the cost of sending gold to New York

In large amounts. If more were asked, the bank wishing

to purchase would refuse to pay it, and would ship roM

At Diiconnt.

On the other hand, it often happens that the Cana

dial, banks find their balances in New York accumulaif

to unhandy proportions. This may happen through thcii

getting payment in New York for a specially heavy

export of Canadian goods, sent to Europe or the United

States, at a time when New York interest rates are very

low, and when, at the same time, the banks want their

funds back in Canada, or it may happen throiK^h the

transfer to New York of proceeds of Canadian bond and

stock issues in London.

Then the shoe is on the otlier foot. The banks offer

their New York funds in Montreal and Toronto, desiring

to get "legals" in exchange. The balances in New
York are then depreciated in value; New York funds

are at a discount. But the discount, the -same as the

premium, cannot exceed a certain limit, which is the

cost of bringing gold fro.-.j New York to Canada, for

no bank would sell its New York funds at a discount

that amounted to more than the cost of bringing gold

IH

IN

Ml

Effect of the Panic.

During the banking panic, which began in New
York in the last half of October, 1007, quotations for

New York funds were affected by the modified form of

suspension of cash payments by the New York banks.
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appreciated in value but th^ hIL ".°* t^^e cash that

preciated. As the owners of heT .'" ^"""^ '^^' ^*^-

Vor. funds to^TcoTri?MTntlf^d tSo.^^^
Influence of Sterling Market in New Yorlt.

exchange'^rn^Lond^fS '''^''"^^.' -''•^»' ^ -"ally

exchange. There k no -^ """f^^*'^"
'^ith New York

in this Suntry VVe Z P^"^^^} "market for sterling

The reason rbecausfth?'
^"°^^*'°"« *'-°'" New York^

strong. The grearbulk of T'^"
'''"' '^ ^'"^'^ and

the /hole coXenl ":ll^L:TZ:'^J^'°^if'
ro^rh^?petKhrc:' b-yers a^pj-^, Jf-
for their'sTrL^^ll„^-^^^^^^^

J^.^''^^*
---^e*

fur>ds between cLa^^^^n?' n ^ Y^i'^Sf[" ,?'
necessary to carrv n.,f th^

/ork, theoretically

without gain or Ks And theT!?"' "" ^" "^^^^
shaded one way or th. ..»,

Canadian quotations are

funds are a^rpV^il%nrarc;tn"t^ ^ ^^^ ^^^

Head Oflice Fixes Rates.

intric^aJe cakuSs^^p" '^r'''''"' '^ '^ ^''^ »»'««

gets from the central office'
' "T'- ^'^ '^""^ ''^^"^•'

rates for the day on Net Jork'and'rr'"' "'i^'
''''

and they base th'eir tranTacLt ^^'th e rTter^^'rfh;slip says New VnrL- f ,„j
mcsc rares. it the

cent. £w^r banks th.t
""^ "' a Premium of i/.e per

its New vTu u ' .
* '"^'^"^ ^"^at the bank can sell

hat :L Thrr.r"^'
'" '^T "'"•^'^^ ^° °'her banks a

o finely tLhu ""^^^ '^^ '^°""^«^ are not shaded

N^w York .1
'^"'''^'

T'' ^^' •" '"J-'d that funds in

regulated theTxTby.
^ '" ^'"^'"^ ^"'^ ^"'"K >«
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1

The customers are not given the benefit of all the
fluctuations. For example, the bank does not usually
give a man a premium when it buys a New York draft
from him, even if the funds are quoted at a premium

;

and it does not sell its drafts at a discount to customers,
even when the quotation slips show a discount.

Sterling Exchange.

In sterling, the matter is somewhat different, and
a customer may get over par, $4.8624, for the London
remittance he sells to the bank, or he may buy remit-
tance from it at less than par, provided the quotations
are such as to enable the bank to allow him those rates
and make its customary agreed-upon profit.

The fixing of the rates on transactions in sterling
and in New York exchange, is one of the manager's
functions. When the customers want drafts on London
or on New York they should appear before the teller

with their requisitions made out, and with the rates of
exchange duly marked by the manager. In the case of
a New York draft the teller must see that he gets the
full amount of draft and commission, then enter the
items on the credit side of his blotter and hand out the
requisition so that the draft may be drawn. With a
requisition for a sterling draft there will be more to do.
It is to be drawn in pounds, shillings and pence.

Inside and Outside Rates.

The requisition will be marked with two rates—an
inside and outside rate. The inside rate represents the
credit that must be given to the central branch that
operates the London account; the outside rate repre-
sents the amount for which the customer is charged.
The difference will be the profit made by the branch.
A specimen requisition slip with the calculations made
follows :

—

Portsburg, .April 10, 1912.

Wanted from the Bank of Canada
Draft on London, England, on demand.

In favor of Jno. Jones & Co.
For ;i^8o at 9 per cent $387 . 56

.89

At 9J^ per cent $388.45

Henry Smith. .Applicant.

Hi
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branches may draw on the London bankers, they do so
on the central branch's account. The drafts they draw
would be charged by the London bank to the central
branch; the items they send for deposit would be
credited also to it.

The New York items purchased go to the New
York correspondents for credit of account. The sterling
items may go to the central branch at debit, or they may
go direct to London for credit of the central branch.

The fact that the banks send a great many of the
sterling items they receive direct to London banks for
credit is in no sense a contradiction of the statement
made, a short distance back, that New York is the
sterling exchange market for this continent. For when-
ever the banks ish to adjust their London balances-
draw down a ciodit balance that is too large, or cover
an overdraft—they are accustomed to do it in New
y "k.

» iifi

II
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CHAPTER XIV.

Receiving and Paying.

Some of the principal modes of receipts which the
teller will be called on to handle have been discussed in
the foregoing paragraphs. It is hardly necessary to
mention more, but it should be said, while on the sub-
ject, that in every well-regulated branch it is strictly
laid down that the teller shall not initial the customers-
pass books, nor make any entries therein. He is the
officer to .cept, check, and certify their deposits, but he
must not be the one to receipt for them on behalf of the
bank. That is the function of the ledger-keeper.

Defalcations by Tellers.

This rule is the bank's defence against what is
perhaps, the most frequently practised of all the forms
of defalcation—the taking of money by tellers from cus-
tomer's deposits. This is more apt to occur with savings
bank customers than with depositors in current account.
It IS a very foolish proceeding, and practically certain to
be discovered before it runs so very long, but that does
not deter short-iighted youths from the practice when
they have got themselves into tight corners through
extravagant living or crazy speculations.

The method they follow is to select some customer
who comes to the bank very infrequently—say, once in
five or six months or so—and, on his making a deposit,
if circumstances are favorable, to appropriate all or part
of it instead of crediting it to the customer on the bank's
books. There may be several favoring circumstances
permitting this. The customer may have forgotten to
bring his pass book, and may not demand any receipt
or acknowledgment of his deposit ; or he may suffer the
teller himself to enter the deposit in his book, the teller
being able to do so unnoticed by the other bank officers

;

or it may be possible because of loose discipline at the
branch.

Having taken the money, he must keep a record of
the man's name and of the amount stolen, and prevent,
as long as he can, the customer's coming to a knowledge
of his account as it stands on the bank's books. Then,
as other opportunities present themselves, he steals more
and more, keeping track of names and amounts. If any
of the customers, whose money has been taken, come in
to withdraw their funds, or to make fresh deposits, he
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is careful to keep them away from the ledger-keeper.
He honors their demands for cash, if presented, taking
fresh money from other depositors to keep up the
deception.

As is obvious, the teller's task in concealing his
frauds becomes more difficult and complicated as the
game goes on, and it is only a question of time before
his superiors come to a knowledge of what is occurring.
It is sometimes revealed by accident.

These things are most apt to occur in offices where
the discipline is lax, the rules loosely observed. In
branches which have manager and accountant giving
close attention to the office routine, and particular about
the bearing and conduct of the staff, the chances are that
some one or other of the men will detect the signs of
crookedness before it has had time to go very far.

Ouards Against Frai'd.

There are two other principal means of protection
against this class of fraud. One is the bank's custom
ot shifting Its officers from one post to another- the
other IS inspection of the branch. Any day there may
come word for the teller to proceed to another branch.
The orders being from the general manager, and,
perhaps, designed as a check on this particular teller
he has no choice but to go; and, with a new man in
the box who knows nothing of what has been done, the
whole edifice of fraud tumbles down as soon as the
owners of the accounts that have been tampered with
begin to transact business with him.

Then, at the inspection o' the branch, which may
happen at any time, the inspector may take the deposit
and savings bank ledgers and mail to every depositor
a letter-card showing the amount of his balance as
shown by the bank's books on the Hate of the insixjc-
tion, and requesting him, in the ev, .u „f anv difference
being discovered, to correspond directly wi'th the in-
spector at the head office—the request beii.g printed in
large letters and heavily underlined. The inspector is
particular to mail these cards with his own h.m<!, aftc/
personally checking off the names and a lounts with the
ledger. There is every probabilitv that the despatch of
these notices will discover any important frauds. They
would not, however, reach depositors whose whole de-
posits had Ix-en taken bv the teller, and whose names
therefore, would nc re in the bai ledgers at all'

III
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It is the banks and not the depositors who lose in

these cases; for they invariably mai<e good to the de-
positors the sums taken, on their being satisfied that the

deposits were actually made. They do this partly as a

matter of policy—to dispute their liability would make
depositors generally feel somewhat insecure; and partly

because they would have trouble getting out of the
liability even if they wished to do so. Any depositor
who could prove that he paid in his deposit to the officer

appointed by the bank for receiving deposits could
probably establish his claim. The law would likely hold
that it was no concern of his what the bank officer did

with the money after receiving it.

Ledger-keeper .Must Initial Books.

Needless to say the best tellers are very careful to
adhere strictly to the rules in the matter of entering and
initialling deposits in customers' pass books. There is

hardly the same objection to the teller's entering and
initialling the pass books of other banks, since the other
banks' balances are checked up closely every day, and
it would not be easy to conceal fraudulent entries. But
with regard to the general deposits, the best plan is for

the teller to keep clear of tb« pass books, and to insist,

all the time, on his depo-.tors having their deposits
properly entered and initalled by the ledger-keeper, or
on their taking some acknowledgment or receipt from an
officer other than himself.

Paying Cheques.

Of the payments made by the teller the most
numerous will be those called for by cheques on current
account. The bank's regular customers have almost
every day payments to make locally, and the most con-
venient way to make the greater part of them is by
cheque on the bank. Those which are given to cus-

tomers of other banks, and those which come into the

hands of customers of other banks, will reach the bank
mostly through the bank deposits, which have already
been described. But there will be a large proportion
presented at the counter for cash. These may be drawn
for various purposes. They may be for wag^es or for

services performed ; they m^^ represent settlement for

live stock, produce, or other goods purchased ; they ma\
represent investments of money in securities, in person.nl

or real property, or the withdrawal of money from those
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investments; they may represent the payment of divi-
dends, profits, or other distributions.

Whatever they represent, the teller has three parties
to consider in every Transaction in them. He must
consider the bank. It ij to be saved from risk or loss;
and it has a right to expect him to so conduct the
operation as to give it the maximum of benePt, He
must consider the drawer of the cheque—the payment
in prospect, when a cheque is presented, is one the bank
is about to make on the instructions and on behalf of its

customer. So the teller has to keep his interests in

mind. Lastly, he must consider the payee, who holds
the bank's obligation, and will expect to have his con-
venience respected.

Certification.

In guarding the bank's interests the first thing is

to be satisfied that the cheque is good. Is the drawer's
signature genuine? Has he suflicient funds at his

credit? These are matters for the ledger-keeper to pass
on. He has, in his ledger, the record of the customer's
balance. He also has the custody of the specimen signa-
tures. Theoretically, all cheques should be presented
to the ledger-keeper for certification before being pre-
sented to the teller for cash. In large offices the paying
teller will hardly look at a cheque till it has been been
duly certified by the ledger-keeper. Business could
scarcely be conducted in the cities in any other way.

But in the small offices the rule is not so rigidly

insisted upon. In them, the tellers quickly get thor-
oughly familiar with the state of the customers' bal-

ances and with the signatures as well. There is doubt
only about some few weak or inactive accounts. The
teller is able to pass instantly, without the ledger-
keeper's aid, on most of the cheques presented. In

performing his duties he in time becomes almost as
conversant as the ledger-keeper about these matters,
even in the larger offices ; and he is expected to use this

knowledge as a check upon the ledger-keeper. That
officer might be deceived by a false signature, or he
might attempt to defraud the bank by certifying worth-
less cheques. In either case a wideawake teller might
be able to check him. So, the good men do not accept
blindly everything certified by the ledger-keeper. Men-
tally, and almost unconficiousiy, they check him up in

a great many transactions.

It
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Tht Question of Identiflcatlon.

The cheque being pronounced "good," the next
thing is to get for the bank a proper discharge ot
release for the payment it is about to make. If the
cheque is payable to be-rer, an effective discharge is
obtained through the mere getting possession of the
document by paying it. If it is payable to order, the
payee's signature is required on the back. Furthermore,
the signature on the back must really be that of the
person named in the body of the cheque. This brings
up the question of identification, which has. perhaps,
furnished food for argument among bank oHicers more
than any other subject. Tlie differences of opinion and
the difficulty in settling the question arise as follows:—

Every day quite a number of cheques payable to
order are presented by strangers. When one of them
hands in his cheque to the teller, his first question is:
"Are you So-and-So" (naming the party mentioned in the
cheque)? The stranger replies in the affirmative. The
teller then asks: "Are you known to anyone in the
office?" The stranger says, "No." What is to be
done? If it is a cheque of $5 or $10 there is not much
difficulty about it. The man's word can be taken, as
hardly anybody would commit a penitentiary offence for
the sake of that much. But if the amount is near $100
or $200, the question is not so easy. If the teller cashes
one of these cheques without identification he does so at
his own risk.

In case of his accepting a forged endorsement he
will probably have to make good the amount of the
cheque out of his own pocket to the rightful owner.
"But," some people will say, "why not insist on identi-
fication in every case?" The answer is, that to do so
would cause friction and loss of time all through the
day. A great many of the payees of cheques do not
understand the necessity for identification. W'hen they
are told that Identification is required they are apt to
take it as an affront, or they think the teller is officious
anci putting them to needless trouble. The strict en-
forcement of the rule, which is quite right and proper
for the bank's protection, results in endless wrangling
and ill-feeling, which disposes some tellers, and man-
agers, too, to take a little more risk in the matter of
identifications.

So long as the law makes the bnnks responsible for
paying "order" cheques to the right parties it is hard to
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see how they can avoid making strangers get identified.
It would seem equitable if the banks generally gave
their tellers to understand that they (the banks) would
accept any loss from waiving identification on small
cheques—the tellers to be held responsible for everything
over an agreed upon maximum. With regard to the
larger cheques the friction is lessened when the teller
studies to phrase his demands so as to give the mini-
mum of offence, and to retain, if possible, the payee's
good-will.

Furthering the Bank's Interests.

The matter of the identification and endorsement
bemg settled, the next thing is to obtain for the bank
all possible benefit from the transaction. The bank's
interests are always advantaged by its having the good-
will of the people who deal with it. They are the more
disposed, then, to transact business with it and to influ-
ence others the same way

For some cheques the teller knows that nothing but
cash will do; there are othe-s out of which a deposit
may be gained. In the case of these latter doubtful ones,
«t IS good policy sometimes to inject the idea of de-
positing freshly into the payee's mind. This can be
done by asking him : "Do you wish to deposit or to draw
cash?" It may be that a new deposit account will be
gained. If he elects to take cash, in whole or in part,
there is still the question of the circulation. The bank
wants to get as wide and large a circulation of its notes
as It possibly can.

Pushing the Note Circulation.

When it pays a cheque drawn on itself with its own
notes It conserves its actual cash assets. It redeems its
deposit liability through increasing its note liability.
Perhaps the simplest way to explain the benefit derived
from the note circulation is that while the notes are
outstanding or in circulation the bank has the value for
them in its possession. When they come in for re-
demption it parts with that value. By way of illustra-
tion let us take two banks, each of which has a capital
of $2,000,000 and deposits of $10,000,000. One of them,
however, has $1,800,000 of notes in circulation; the
other has none. The one with the circulation has just
that much more loanable resources than the other.
Further, the resources which a bank .gains through

III
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Utuing and keeping in circulation it<i notes are free of
interest. It has to pay interest to its depositors for most
of the resources contributed by them; but it pays no
interest to the note-holders. The only expenses in con-
nect.on with the uncovered and untaxed note isstus are
the cost of paper and printing, of transportation, and a
httle clerical hire.

Why Small and Clean Notes are Best.
A considerable number of the payments over the

counter do not give good circulation. The parties
receiving the notes at once pay them over to another
bank, or pay them to customers of another bank, who
deposit them immediately. The circulation only laststwo or three days, and is of hardly any value. But the
parties receiving other payments will carry the notes,
scattering them, through the medium of their own pay'
ments or purchases, among a number of persons, whomay again pass them on to others.

The denomination of the notes has something to
with the length of tim. hey stay in circulation. Fives

:.nd tens are handier fo. making payments than are
twenties and fifties; they pass more freely from hand to
hand. C'aan, new notes are better than old, dirty ones.
Therefore a payment with new fives or tens will gen-
erally give better cir-.ilation than one of old bills or of
large bills The bank will probably benefit more from
It. But of course, the convenience of the payee has to
be considered in this matter. He may ask specially for
certain denominations. Ones. twos, and fours, beingDommion Government notes, are not pushed into cirru
lation. To circulate them would have the same effect
as the circulation of notes of another bank. Therefore
they are paid out only in making change and when
specially asked for.

Rights of Drawer and Payee.

Then, after thus looking after the interests of hi«
bank, the teller has to give consideration to the drawer
of the cheque and the payee. A? the bank is acting a^
fiscal agent for the drawer of the cheque the teller should
not, by word, manner, or action, unnecessarily give the
payee the impression that the drawer of the' cheque is
held in small esteem by the bank. That would be un-
gentlemanly, impolitic, and unfair. The cheques of
w^ealthy customers are accorded everv respect. Those
of smaller men, who conduct their accounts properly
should be given the same.
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As for the payee, the consideration given him con
lists in meeting his convenience and wishes as far as
they can be met reasonably and safely ; and ir giving a
courteous attention to his business.

Payments to Big Customers.

Besides these cheques presented by the payees, there
are, at every branch, perhaps every day, cheques for
round amounts presented by the makers thereof for cash
to take or send into the country to buy cattle, other live
stock, or produce, to pay wages in the lumbering camps
or in factories, etc. The customer himself, or a trusted
employee of his, presents the cheque. Marked on the
back of it, or cp an accompanying slip of paper, will l)e

the denominations required. When the extensions and
ail'litions have been checked, to make sure that the total
agrees with the amount of the cheque, the cash is counted
out anJ handed over.

Sometimes customers bring or send in cheques for
amounts to be sent by the bank to certain addresses.
In this event the customer's instructions are taken in
writing, with the double object of guarding against
mistakes and against possible repudiation by him. In
sending these parcels, as well as all others, the only way
the teller can protect himself from fraudulent or mis-
taken claims for shortage, made by the recipients of the
parcels, is to have his count checked and his closing and
sealing of the packages watched by a fellow-oflicei , who
goes DO record in the parcel book, specifically in each
case, as having done this.

In the Event of Overpayment.

For tellers to mark on the back of each cheque paid,
the number and denomination of the bills given for it

is quite a common practice. The practice is to be com-
mended, as it serves several purposes. It helps ma-
terially in hunting for a shortage in the cash balance;
and in the event of over-payment it would have some
weight, even in a couri of law, in establishing the fact.

There are plenty of other kinds of payments to bo
nade during the course of each day : withdrawals from
the savings department, payments of interest on, or of
the principal, of deposit receipts, payment of drafts
drawn on the bank by other branches and by other
banks, payment for rcmiit.mccs or cheques on othci
points, or for United States or sterling exchange pur-
chased.

Ill
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Handling tht Ruihti.

hand ed, m which 'he space in front of the teller^counter or perhaps the whole space allotted to the public,

o rM*''/°; '*'''^! ''""" "' " '™* ^i'h customer^

iLmn H h"''*^'"- ^^* '*"" ^^'^ ^'l^^'' himself to bestampeded or flustered by these is extremely liable to

lndnr"S„rh "li
?'' '° ^'^^ "^'^'y '"•"^ ^" his bal°

;rn r^;-
^°?'-h««dedness, evenness of temper, and con-cen ration of .tention. are essentials undVr these cir-cumstanccs Inc experienced man does not allow hisgaze to wandc, over the crowd, or his mind to dwell ontne number of people waiting for him.

. .
."'' concentrates upon the one man directly in frontof h» wicket. attends carefully, and as quickly as may

be, to him; finishes that business and puts it away; then
concentrates on tf* next man; and so on till »4 finSs
ultimately that the rush is over, the crowd melted away,and all that is left is a larger than usual stack otcheques and vouchers to put through his books, a biggerthan usual hole in his cash on hand. Though a rush is
exhilarating while it lasts, 'tis work at high pressure;some natures do not wear well under it.
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CHAPTER XV.

The Accountant.

Promotion from the teller's box will probitbly he to
tlie post of accountant. As the accountant has the
general supervision of the office, and as he frequently
takes charge of the hramh in the manager's absence,
it will be understood that the post is a responsible one.

In his character of "manager's lieutenant," the
accountant is expected to supervise the routine work of
the office. He has a closer view of the staff, and should
be able to measure the capability and promise of each
officer better than the manager. The latter, therefore,
obtains much of his knowledge of his clerks from the
accountant. But he need not lean on the accountant so
much as to allow himself to be deceived when the
latter, through spitefulness or partiality, endeavors
to decry or overvalue the usefulness of any clerk in

particular.

Extent of Accountant's Powers.

With regard to authority, the accountant's powers
are those of a deputy. He gives orders and instructions
to the men under him on behalf of the manager. The
manager, of course, overrules him whenever he thinks it

necessary. It will probably fall to the accountant to
arrange the work of the office. He endeavors to do this
so that it will proceed most smoothly and expeditiously.
He allots the minor special tasks to the selected parties;
he checks the notes, bills and statements by whomsoever
made out ; he keeps the general ledger, which shows the
condition of the branch ; he probably has charge of the
accounts with the branches ; he countersigns all drafts
and negotiable documents issued by the branch.

A considerable part of his duties consists in relieving
the manager of the control, and handling of much of
the routine and minor affairs of the branch. .Another
important function is to act as a check on the manager,
who is supreme in the day-to-day ordering of the branch
alTairs. The accountant, as well as the junior, takes
orders from him. But the general manager and the
directors look to the accountant to protect the bank's
interests in the event of the manager's being unfaithful
or incompetent. Ihey expect him to detect his superior
promptly should he embark on a course of defrauding
the bank or its customers, and to save loss if possible.

(il
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Though the accountant has no authority of his own, he
has nevertheless the power to safeguard the bank's
interest.

In the Event of a Crisis.

If he is perfectly sure of his ground, in the case of
a crisis arising through the manager giving improper
orders to any of the staff, the carrying out of which
would clearly result in loss to the bank, the accountant
can step in and call upon the oHicer receiving the orders
not to obey them, and at the same time wire to the
general manager for an inspector or other official to be
sent at once to the branch. Before taking extreme
action like this he would need to be sure of his ground;
for, if the manager should turn out to be right and
faithful, the accountant would likely suffer the penalty
for his indiscretion.

Dual Control of Treasury Cash.

One rule enforced by all w»ll-regulated banks is

that the treasury cash and other valuables of the branch
shall be under the dual charge of manager and ac-
countant, both being responsible for their safekeeping.
In all the branch safes there are at least two compart-
ments—one for the teller's cash, the other for the
treasury cash and valuables. It is invariably provided
that the manager and accountant shall have a joint con-
trol over the treasury compartment.

It has two locks, with a particular key, or a com-
bination, for each lock. When anything is put in or
taken from the treasury, the rule says that both officers

shall attend in person, the intention being that neither
shall have the opportunity of tampering with the contents
without the cognizance of the other.

Importance of Observing Rules.

There is no doubt whatever that the strict carrying
out of the spirit of this rule is in the best interest of
manager and accountant alike, no matter how much con-
fidence one has in the other. The right course, and the
only safe course for the accountant to pursue, is to
insist on properly performing his duty in this matter in

every instance. .And .n wise manager studiously .nvnids

expeditions to the safe alone, even if his accountant be
er'sy-going enough to suffer it.
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The point for the accountant to bear in mind is that

the faithful observance of the rules on his part will,

perhaps, deter his manager from attempts at defrauding

the bank ; and if it by any means happened that the

manager succeeded in a fraudulent < hc^ie in spite of

the watchful regularity of hi; iccouni.:nt. '»i. latter

would be secure in his position, ind his prosp*' ii would

not be damaged, when the ine\ an r expos<' o curred.

On the other hand, should I'v ik-.-ountant have per-

formed his duty loosely and negligently, rid loss by

defalcation of the manager was thereby made possible,

the bank would certainly hold him responsible for any

irregularity. His position would be forfeited, and he

might be obliged to make good the loss, so far as his

means permitted.

i
?

Care of General Ledger.

The general ledger, or ledger of general accounts,

one of the most important books at all branches, is in

charge of the accountant. It is posted every day from

the cash book ; the accounts contained are those neces-

sary to show the position of the branch with regard to

all the various parts of its business. Deposits, loans,

trade bills, cash, accounts with other branches and other

banks, the items of the profits and expenses, arc all shown

through the medium of the general ledger accounts.

The po.sting of it is a simple matter. The headings of

accounts are plainly shown in the cash book—and they

are not very numerous. To balance, it is necessary that

the total of the debit balances agree with the total of

the credit balances. When they are all taken down and

balanced, the result is the balance sheet of the branch.

The Entries from the Letters.

Another duty of the accountant is to make the

entries from the letters. These are opened by the man-

ager, who hands them over to the accountant after per-

using them. The latter takes out the cheques, drafts,

and other items not requiring to go through the collec-

tion, discount, or collateral registers, and makes the

entries for them. There v.iil be deposits sent by mail,

settlements for remitted bills and cheques, and various

other things. The .-u-coutUant makes out the cntrif^- in

sets, so that the teller can easily trace his debits and

credits.

Ill
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I; or example, m the case of a bank draft for $90.87sent m sett ement of a remitted collection, the draft ft sellwould be the debit entry. The credit entry would be

:

noteT Soit"
?"!,%<^^'^'^ particulars c,f the collectionnote) ^99. 73. Credit commission account, .12" Thethree would constitute a set, the one debit balancing the

the teller
' ^°'"P'^^'°". ^he entries are handed to

Checking and Supervising.

The accountant has to check and supervise a ercatdeal of the work done in the office. As a matter ouZt
JZT '''r,^'^t^'^-'^-"P

-e found in th: majo tvo the branch books. In .supervising the work of hissubordinates, he concerns himself about whether it is

fhe re^Tl'''' '""'T'^'^'
-""^ intelligently, according to

rom hirl
p'-

i"^^*'-"^^'^"^
f^-- the clerks come mfinlyfrom him. For the younger clerks, the matter of thecharacter and capability of the accountant is of muchimportance. Often it means their making or marring

anH Juf'
'"^^ ?"'"" ""^^^'^ °^ ^ branch-the managerand the accountant-naturally exerci.se a strong influenceupon the others. The officers of a branch put in char^of a loose and slovenly manager are apt to becon,e looseand slovenly them.se!ves. The manager's character hasa tendency also to influence the accountant.

K J^T^l^ "" """^^ difference in the estimation accorded

.LiM t
'° *^^. ''^"°"' branches. The relationswith those whose senior officers are all that they shouldbe are highly agreeable. Strict discipline is enforced-

courtesy and attention to all customers insi.sted upon;'

fai^f" r '^^^'^'^^. '^^^I responsibility and checking
faithfully observed; incompetent men are weeded out-

patched. When the manager of a branch conducted onthese lines ,s gifted with good judgment on loans and
discounts, when he has the necessary firmness and skill
in plMcmg h.s propositions before the general manager,he IS speedily marked out for a high position.

Branches in charge of a different stamp of men arean unending .source of trouble and worry. It is here
that defalcations and losses are mo.st to be apprehended.The opportunity to steal is present, more or les<= evervday

:
and the environments are such as to induce a weakand silly character to take advantage of it. But the
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reader will ask, why n t dismiss managers and ac-

countants of this stamp r There would undoubtedly be
more dismissals but for the scarcity of men. The
opening of so many branch banks has created so large
a demand for men that the banks can scarcely fill it.

Then, it is to be remembered that there is nothing
against the men in question except that they are lax.

They may have served the bank for years, and they
cannot decently be dismissed without cause. .And, per-
haps, there are none but raw youths available to take
their places. It often happens, ultimately, that they have
to be dismissed anyway, or removed to some employ-
ment where their opportunities for doing harm are

lessened.

The point for the accountant to bear in mind in con-
nection with this is that, as he values his future pros-
pects, he must not let him.self be dragged down by an
inefficient manager. He must fight to keep up his own
morale and that of the .staff; to maintain discipline, to

have the rules observed, and to keep down the mistakes
and the slovenly work. If the bank's inspectors are
what they should be, his work will receive its proper
recognition at head office.

Relieving the Manager.

The accountant will pre .ke most pleasure out
of his capacity of manager s ,nant. Few men can
help feeling thrills of pleasure when, on the wrasion ol

the manager's absence, they are, for the first time, "in
charge of the branch." this may happen when the
manager goes away on holidays, or on special business
for a day or more. Head office must he cogni;:ant of
the circumstance ; in fact, authority for it is to be pro-
cured from there. As a rule, only a limited amount of
re.sponsibility falls to the accountant on these occasions.
The manager will go with him over the discount diary
for the days on which he is to be absent, and give him
careful instructions as to what he may do about the
various notes and bills as they fall due. He will nUo
leave instructions in regard to the probable dcmatuls nf
regular di.scounting customers, and require that im-
portant transactions, not covered by his instructions, he
held over, if possible, until his return. If his instruc-

tions have been faithfully carried out, the manager will

assume responsibility on his return for what has been
done.

Ill
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Bridling the Ambition.

Notwithstanding the limitations put upon his
powers, the accountant will doubtless find relieving the
manager delightful work. Naturally, he may have some-
thing of a desire to carry through, entirely by himself,
some important and difficult transaction that will at once
unfailingly impress the general manager with his ability.
But if he is wise, he will keep this desire well bridled,
and lay an unambitious course. A reputation with the
general manager for extraordinary ability is something
that can hardly be earned in a day or a week. It has to
be built up by slow degrees. The opportunity for
building it up will come in due time ; for a man to be too
feverishly impatient about it may result in the general
manager thinking him a fool.
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CHAPTER XVI.

The Statements.

The Balance Sheet.

As the statements for head office all pass through
the accountant's hands, it will be proper to describe
them while dealing with this post.

The basic statement is the balance sheet. It may
be required four times a month, and is certain to be
required at least twice a month. The balance sheet
shows the balances of all the general ledger accounts,
some of them, such as the cash collateral accounts, being
bulked in one total. It informs the general manager of
the condition of the branch from week to week, or fort-

night to fortnight. A number of the other statements
are supplementary to the balance sheet. It is not suf-

ficient merely to show the balance in every account in

the general ledger, in the successive balance sheets. In
some cases the head ofiice demands to know about all

the items passed through which have effected the
change, if any, in the balance shown in the preceding
statement. Various statements are devised to give this

information.

The balance sheet of a branch bank is, like any other
balance sheet, an exhibition of assets and liabilities.

By means of the balance sheet the position of each branch
is set out exactly the same as if it were an independent
office. The debit balances shown in the general ledger
—in other words, the assets—go on the left side, and
the credit balances, or liabilities, go on the right side.

Substantially, the items on both sides are made up as
follows :

—

Assets.

Net balance due by other branches (if branch sup-
plies capital to them).

Cash (with specification).

Loans and discounts (subdivided into classes).
Past due debts.

Collateral notes on hand.
Due by New York and other correspondents.
Due by other banks.
Premises.

Office furniture and safe.

These are totalled, and underneath are put the
fictitious accounts, or profit and loss accounts, showing
debit balances, as follows :

—

III
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Charges account, representing salaries and other
expenses.

Interest paid on deposits.

Liabilities.

Net balance due to other branches {if branch borrows
capital from them).

Deposits (subdivided into classes).

Cash collateral accounts.
Due to other banks.
Due to New York or other correspondents.
Collateral accounts.

These also are totalled, and beneath them are placed
the fictitious accounts, with credit balances, viz., Dis-
count and Interest Received, Couimission, etc.

Accounts with Branches.

As mi^ht be expected, the accounts with the
branches necessitate a good deal of book-keeping and a
number of statements. There are two methods in vogue.
One is for the branch to have in its general ledger an
account for each one of the other branches with which
it has transactions. It is not necessary to pass all the
debits and credits each day through the general ledger.
A supplementary book can be used, the branches affected
being arranged each day in alphabetical order. The
items pertaining to each are gathered together urder the
proper heading, and the total of the debits and the total
of the credits for each branch carried into its account in
the general ledger at the close of the day.

The other method is called the "head office system."
Under it the branch carries only one account in the
general ledger, styled "Head Office Account." The
record of the dealings with the branches is kept in a
supplementary book, and the grand total of the debits
and of the credits posted each day.

Adjusting Differences.

When the first system is followed the branches
adjust with each other the differences shown in their
balances on any given day. This adjustment of the
balances is quite an important operation. The necessity
for it arises in (he following manner: The general ledger
of "A" branch on a given date will show a balance at
debit of "B" branch of, say, $42,765.18. On the same
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date the general ledger at "B" branch will show, per-
haps, $38,423.09 at credit of "A" branch. The adjust-
ment consists in reconciling these two apparently con-
trary amounts. The difference happens because entries
made at one branch have not been responded to by the
other. For ex.-imple, if the date taken be October 15th.
it will, perhaps, be found that "A" has drawn several
drafts on "B" during the 13th, 14th, and 15th October,
crediting "B" with the an.ounts as the drafts were
drawn and issued ; but as they had net been presented
at "B's" counter for payment, up to the evening of the
15th, "B" had not yet, on that date, debited them to
"A." Similarly, "A" may have forwarded to "B" at
debit, on the couple of days immediately preceding the
15th, a number of remittances, sight drafts, or cheques,
which "B" has not yet credited, not having effected
collection. Such items as these are called outstandings.
Those described would be outstanding entries of "A"
branch.

In the adjustment between the two branches account
would also have to be taken of "B's" outstandings. To
enable the officers of the two branches to discover their
outstandings "A" would have to send "B" statements
containing all the entries affecting "B" that had
originated in "A" branch during the period since the
last adjustment, and all the entries affecting "B" that
had been made at "A" branch in response to entries by
"B." Likewise, "B" would have to send similar state-
ments to "A." Thus, both can discover what entries
have not been responded to. When all the outstandings
of both are tr.ken into account, the balances as shown
by each branch should then agree; their accounts would
be adjusted.

The Head OflBce System.

Under the other system, the adjustment is done at
the head office. Each branch sends to head oHice, as
often as head office requires, the two sets of statements,
one containing the entries originating at the branch ; the
Other containing the entries made in response to entries
of other branches. The adjustments are all made on the
basis of the balance due to or by "head office." At the
branch, no account is kept of the balance due to or by
any other branch. The accounts with other branc/.es
are all contained in the single net item: "Balance due
to (or due by) head office." And in the balance sheets
each branch shows that one balance.

10
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The adjustment of the branch accounts at head cilice

is a delicate and complicated operation, requiring close

and accurate attention and much patience. The adjust-

ment is not between branch and branch, but between
branch and head olllce. In head otlice, a branch ledger
is kept, showing the net balance due to or due by head
odice for each branch.

The posting in the account of each branch in the

branch ledger is done from the branch statements con-
taining the original entries. The statements containing
the responding entries are used to tick off the others

and to discover which are outstanding. Thus it happens,
on a given date, that the branch balance sheet shows,
say, $72/115.40 at debit of head ofiice. On the same
date, the branch ledger at head office will, perhaps, show
$74,760.21 at credit of that branch. The difference is

accounted for in the outstandings.

Statements required from the branches in connec-
tion with the accounts with branches may be made out

by any officer whom the accountant happens to desig-

nate. In their preparation, faithfulness in transcribing

the items, neatness and clearness in writing and figuring

are the qualities chiefly required.

Discount and Other Statements.

Loans and discounts are another fruitful source of

statements. Some of them have already been described.

One, not previously mentioned, is the regular week-
to-week report of paper discounted. This is to inform

head office of the details, and is practically a running

copy of the discount register, the totals being carried

forward from week to week to prevent anyone at the

branches from tampering with past records. Then there

is the diary balance. To effect this the amounts of dis-

counted bills in the diary are totalled, by days, and the

whole added together. The sum agrees, of course, with

the general ledger balances. The object of this is to test

the accuracy of the diary ; also to show the extent of the

maturities at near and distant dates.

The past due bills are to be reported on occasions

more or less frequent. Head office wants to know the

status of these debts from time to time. Changes in

the circumstances of the debtors and other items affecting

the prospects of recovery are to be given. In connection

with the collaterals, a collateral diary balance, on the

same principle as the discount diary balance, is usually
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required, as is also an occasional statement of the bal-
ances of collateral notes held on acrount of each col-

late'al borrower.

n the case of accounts with correspondent banks,
a wc.'kly statement of the items passed through may be
required. The premise.*:, and office furniture and safe are
de.scribed and valued only on special occasions, such as
at the end of the bank's fiscal year and on inspections.

Profit and Loss Details.

Head office demands explicit details of all the profit

and loss accounts—charges, interest paid, discount and
interest received, commissions, etc. From the state-

ments supplied by the branch practically all the receipts

can be checked up in the head office; also all the dis-

bursements. The discount sheets, which contain the

copy of the discount register, show the rate and the

amount of interest collected against every bill dis-

counted. The totals of the columns show the amounts
credited to discount or interest received. Other state-

ments show how the amounts charged to interest paid
are made up—the deposits or accounts which received
the interest are specified, with the interest allowed on
each. Vouchers for the charges account items must
accompany the statements, and a sharp lookout is kept
to see that the items of expenses are properly authorized.

Ill

r M

Statements of Ledger Balances.

Once a month, or once a quarter, on balancing his

current accounts ledger the ledi r-keeper must send
down a statement or list of the balances making up the

total contained in the ledger. A list of the savings bank
balances is also called for at fixed periods, and of the

deposit receipts outstanding. As the statements are

made up they are handed to the accountant, who com-
pares the balances shown in them with his general

ledger balances, examines them sufficiently to satisfy

himself that they are properly and correctly made up,

and affixes his initials to make them official. Many
banks have four general balance days a month, on pro-

bably the 8th, isth, 23rd and last day. On these days
there are always a large number of statements to be

sent out.

Ml
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CHAPTER XVII.

Manager of the Branch.

Promotion to the managership may come in any
one of several ways. It may come by regular succes-
sion, the accountant succeeding tT> the higher position
at the same branch. He may be appointed manager of
another branch already existent ; or he may be given
charge of an altogether new branch to be opened by
himself.

When the appointment is to a new branch, the
start is made upon a clean sheet ; the newly-appointed
man has the business of his branch to build up from
nothing. There is no predecessor, whose blunders will

handicap him, cr whose wise policy will help him. His
failure o- -Mccess will be of his own making. But the
case may oe di.lerent in the event of his appointment to
an existent branch. A good deal will then depend upon
what his predecessor has been.

Influence of Predecessor.

It happens sometimes tl ut ! ; former manager,
through weakness of character and poor judgment, has
got the branch affairs in a bad mess. He may have
loaned the bank's money to people not at all entitled to
consideration, and he may have got some of the bank's
respectable customers into troublesome circumstances
through allowing them too much credit. In this event,
the new manager is likely to have a difficult and dis-
agreeable task, for it will be his duty to retrace the
false steps taken by his predecessor. He will have to
press his debtors, and to liquidate and collect, where
his predecessor scattered credits with too free a hand.
Even when he possesses and uses consummate t.ict and
ability, he will hardly e.scape u popularity in the locality,

which may result in the establishment of fresh oppo-
sition in the shape of a branch of a bank not previously
represented.

On the other hand, he may fall into a seat of a
totally different kind. His predecessor may have been
a strong and able man, who has built up a nice business,
has his customers well-trained in sound banking prin-
ciples, and, moreover, well affected towards the bank.
Such a man is likely to leave the branch affairs in a
clean and healthy condition. The office is likely to stand
well in the estimation of head office. And it behoves
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the newcomer tu sustain its good reputation. On
starting he will have the benefit of his customers' good-
will ; and he will not l)e obliged to play tiK- disagreeable

and ungrateful role of debt-collector. Furthermore, he

will have, in all probability an ctticicnt and contented

staff—a matter of no small importance to a new
managei.

DUpensing Credit.

The most important of the manager's functions is

that of dispensing credit. He is the agent through
whom the head office places the funds of the depositors

and stockholders. In small tran£actions, he exercises

his own discretion within certain limits ; transactions

exceeding an understood maximum must be authorised

by the general manaijer. It is oh-vious that the general

manager could not be expected to authorize specifically

all the occasional notes for $50 or $100 discounted bv

the branches. If it happen that the manager of a small

branch is so inexperienced that he cannot be trusted to

handle these minor operations by himself, he will be put

under the tutelage of some neighboring manager until

he gains the necessary knowledge.

The Routine.

Excer* '•- the very small branches the manager has
little to c I the routine work of the office. In the

morning fie opens the letters, and, after entering the

items in the sundry credits book, hands the correspon-

dence to the accountant. Then there is the cash book
of the previous day to check and the vouchers to ex-

amine. Some managers call off the deposit and general

ledgers in order to keep the closer in touch with

their customers' transactions and the general business

of the branch. There are the letters to write and
drafts to sign. The discount and liability statements

are to be revised and completed. The custody of the

bills—collections, collaterals, and discounts—entails

considerable work. Where the bank has a fairly large

volume of business a good deal of time will be taken up
in dealing with the succession of customers who wish

to discount or put through transactions of a special

nature.

A whole volume would be required to discuss in

detail all the phases of the manager's work. That will

III
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not be attempted here. It will suffice if a short sketch
is given of his relations with the staff, the customers,
other banks, and with head olFicc.

Minager ind Staff.

For the manager to be just and fair in his treat-
ment of the men under him is of as much importance in
banking as in other professions or businesses. Discon-
tent and friction are sure to follow when favoritism is

practised. In every otiice staff there is a variety of
material.

The conscientious manager tries to make something
out of all this. If the inefficient clerks arc hopeless, he
gets rid of them as soon as possible. The indifferent
men he tries to stimulate and improve; and the good
men he encourages to the best of his ability.

In some offices the clerks are treated all alike.
When the increases come, all get the same; when a
vacancy occurs, the man next below gets the place,
regardless of what his merits are. This policy would
be all right if the men were all equal. But they are not.
It is apt to be heart-breaking for a bright and diligent
employ*^ to find that his intelligent and industrious appli-
cation to the bank's interests apparently produ<es no
effect whatever; and that his careless and inemcient
desk-fellow gets just as much as he. If he persevere,
he will, in time, out-distance the other; but young men
do not, as a rule, look very far into the future ; they are
apt to be unduly affected by the circumstances of the
days that are passing. No manager does his whole duty
to the bank who fails to get for the specially good work
of his good men special marks of the bank's apprecia-
tion. A good man may be spoiled through a too quick
advancement. For him to develop into the very best
senior material, his progress should not, therefore, be
too rapid.

Manager and Customers.

Briefly, the two things the manager is expected to
accomplish with regard to the customers is to keep
Iheir accounts in such manner that they are profitable
and safe for the bank, and to hold their good-will. To
aetomplish this latter, it is not necessary that he should
aim at becoming "popular." As a matter of fact, the
head offices are rather afraid of managers who are too
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popular; as they think the pop'ilarity may, perhaps,

have l)een jichievcd partly throii>;h laxity in Irwking

after the hjink's true interests. A nianajjer who freely

loaned the bank's resources to all and sundry, whether

they were worthy or not, and who collected i herjurs on

other points, and did other things for nothing, would

probably become popular in short order. Hut he would

very soon pay the price, perhaps by losing his position

Many able men, on the other hand, have shown that it

i.s quite possible to properly guard the bank's interests

and yet retain the gcxid-will of their customers. They

necessarily have tact and good sense. When the man-

ager explains in the right way that the b.mk is in busi-

ness, like ns customers, to earn profits on the capital

embarked, and that it has a very proper right to re-

muneration for the facilities it extends, just as the cus-

tomers have a proper right to sell their goods at a

profit, most business men will willingly pay commissions

and fair rates in spite of the fact that an opposition

bank may have offered to take their business on easier

terms.

Diflerent Kinds of Business—The Farmers in High

Regard.

The kind of business the manager will be called on

to transact will depend on the kind of a district in wbi' h

his branch is located. The majority of the country

branches are located in the prosperous agricultural

districts. In them there are considerable dealings with

farmers. There is much variety in the business of the

various agricultural branches. A brani h in an Ontario

town, for example, will contrast sharply with a branch

in a Manitoba or .\lberta town. In the East, the bulk

of the farmers' business consists of deposits; in the

West it consists of loans. Wherever it is, the farmers'

business is highly prized. Taking the farmers as a

whole, it can be said that they do not use the bank's

capital—they furnish deposits to equal or more than

equal their borrowings. The dealings of the bank with

them, therefore, consist in its turning over their money

at a profit. Moreover, loans to farmers, when properly

made, comprise one of the safest of the bank's invest-

ments, and cause probably less anxiety and trouble than

any other class of loan.

Of the other classes of dealings there .Tre many

where the opposite of this is the case. It cannot be said

that manufacturers do not use the bank's capital : they

I rt

I I*



136 MANUAL or CANADIW BANKING.

'11
.,:

'f ...

A l3

do and most extensively. The amount of loans to

fTom .h ^'^"a ^^ o.^-^^l'^'^nces the deposits receivedfrom them. And quite frequently the loans are difficult
to handle, and occasion much trouble and anxiety.

Handling Farmers' Accounts.

Those who have been most successful in dealingwith farmers exercise care not to let their loans exceedthe surplus hqu.d assets of the borrowers. They avoidmaking advances that will be regarded by the borroweras something that can run on indefinitely-like a mort-gage. They require a clearing up of liabilities every

The notes offered by farmers are usually endorsed-one good farmer backing another, or else notessecured by produce shortly to be sold. In the East theloans are not usually large enough to be specially
referred to head office; but in the VVest they are on alarger scale. Loans of the big farmers there not infre-
quently amount to one or two thousand dollars or morebefore their liabilities are cleared off through sale ofproduce or live stock.

The Produce and Live Stock Buyers.

StOCk^ b'.^virr*' TI?
'^"^ ^''''•°""'' °' '^^ P™^"'^' «"d livestock buyers. They require advances of the back'smoney to enable them to pay cash for what they buyThe advances are usually for short dates, and aresecured by endorsed notes, or by pledge of the com-

modities bought. These men. especially the live stoScbuyers, are expert traders, and pretty keen on getting
horses cattle, etc., from the farmers as cheaply a!

Tttt t" ^ 7^^' '^y ^'^^ "^^*f"' °f t»"='^ reputation

fi! » .K 1 • ^"^ *^° "°' ^'y *° g^t ahead of it. For all
that, the loans have to be carefully watched.

The Town Merchants.

*u J'^^'V f"*",'^'^^"*''
are considerably in evidence in

the branch books. They will be of all sorts, from the
rich man or rich firm keeping a large deposit with thebank down to the struggling little shopkeeper, whomakes fifteen or twenty dollar payments on his bills as
they come due. In dealing with them, the manager
has to use more or less care and watchfulness, according
as they are weak or strong. He can discount for them
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with tolerable freedom the notes of good farmers, be-

cause the latter may quite legitimately give for their

store accounts notes due in the fall or at a time when
they expect to sell some of their surplus goods. But
notes of professional or other men living in town, when
offered by the local merchants, are scrutinized more
carefully. They are not always proper instruments for

the bank to advance on, because the makers often lack

realizable property.

Manufacturers.

There will probably be some manufacturing indus-

tries in the neighborhood which will require to borrow
by way of direct loans when stocked up with raw ma-
terial. The bank may also be required to discount cus-

tomers' paper representing sales of finished products.

The loans may be on the security of the raw material,

on endorsed paper, or on other security. Advances of

this kind, and all other important transactions, are made
in accordance with the terms of credits granted by the

head office.

There is other business of a regular and occasional

character. In most country branches the above classes

of loans and discounts will constitute an important part

of the whole. The business of the lawyers and others

of the professional classes consists more largely of de-

posits, remittances, etc.
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CHAPTER XVIII.

Financing the Crops and the Mines.

One of the admirable points about the Canadian
banking system is its erticiency in handling the yearly
harvests. Nearly every autumn the banking system of

the United States displays weakness in the face of

the crop-moving problems. In various parts of the
Union interest rates rise and money becomes tight. In

ordinary years nothing like this is seen in the Dominion.
The business men and others dealing with the banks
notice no difference whatever in the attitude of their

b.»nkers. They are able to borrow just as easily and at

the ordinary rates—the moving of the crops makes
practically no difference to them. A bri' f description
of how the Western wheat crop—the most important
part of the harvest— is financed will give some idea of

the excellent working of the system. The operation is

described as seen from the inside of a bank.

. ^

The Western Wheat Crop.

During the summer the banks prepare for the crop-

moving by ordering large supplies of new bank notes

from the bank note companies. Big parcels of these

come in at more or less frequent interv.nls. At the head
office, and perhaps at several depot branches, clerks are

set to work countersigning them. Every year, between
August and the end of November, the amount of

bank notes in cirrulation im-reases some $15,000,000 or

^jcooo.ooo. Thi.s increase is chiefly in fi\es ;uid tens.

Then there may he anywhere from $40,000,000 to

S(K),ooo,ooo of notes withdrawn as worn out or dis:ibU-d

each year. To replace those withdrawn, and to provide
the fresh notes needed when the maximum circulation

of one year exceeds the maximum of the preceding vear,

850,000,000 might be required. If this 850,000,000 were
half fives and half tens, over seven million notes would
have to be got ready.

Credits of the Grain Firms.

Preparation for the crop is also made in another
way. The grain firms arrange their lines of credits,

and their respective banks undertake to advance the
monies needed for buying the grain. The manager of
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the Western branch office is expected to keep himself

informed as to the exact date on which grain deliveries

will commence at his town. We may suppose that he

has as his customer a grain buying firm, with elevators

at four or five points in the neighborhood, and which

has arranged for a line of credit of $50,000. A few days

previous to the expected beginning of deliveries the

manager will arrange to have a supply of the bank's

notes sent to the branch to augment his stock-in-hand.

These are mere printed promises to pay, and represent

no actual cash whatever.

The deliveries commence. The day before, the

grain firm will come in with cheques for $6,000 or so,

and will ask for cash to send to the points at which it

is buying. Then, perhaps every day, the firm will

require some cash—taking it in the bank's notes. It

will begin by using its own capital, but that will soon

be exhausted ; then it begins to borrow under the terms

of its line of credit. As fast as the grain is bought it is

put through the elevators and loaded on cars for Fort

William, Port Arthur, or Duluth, the terminal points

on Lake Superior. As soon as a car is loaded, the

railroad station agent gives the shipper the railroad

bill of lading, made out for a round number of bushels—

the capacity of the car. So the grain firm is receiving,

day by day, the bills of lading for cars loaded from its

elevators at its buying points. These bills of lading

constitute the security it is to give the bank. It turns

them in as cover for the loans. Day by day the loan

gets bigger, day by day the bank's notes are rushing

out. Every few days fresh parcels of notes are received

from the depot branch that is supplying. In the me.in-

time, the cars are proceeding to the lake ports. The

grain firm will, perhaps, sell from time to time to

Winnipeg exporters, or to the big milling companies.

For each sale it draws its draft on demand, or at sight,

upon the purchaser, and instructs the bank to attach

certain bills of lading to the draft. The bank applies

the amount of the draft upon the firm's indebtedness,

forwards the draft to Winnipeg, and instructs its branch

there to "deliver documents attached on payment only."

When the draft is paid in Winnipeg, the security is given

up. So the account will run. The drafts covering sales

of wheat are being applied on the debt; the purchases

of grain are increasing it. The maximum of the credit,

$50,000, may be reached, or it may not. As the

deliveries begin to fall off, the demand for the banU's

rill
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notes Will slacken; and by-and-by the grain firms in-
debtedness will begin to come down. After lake navi-
gation closes, it may allow its elevators to fill up with
gram to hold through the winter, to avoid shipping to
the sea ports, via all-rail route, which is expensive, and
to save the storage charges levied by the terminal
elevators at the lake ports. In that case, a dead lo^n
of some thousands of dollars may be asked for through
the wmter. In the spring the advance runs off.

Besides this grain dealing firm there will probably
be several Winnipeg firms buying in the market at this
pomt, as well as the agents of the big milling companies.
The operations of these would be financed in much the
same way, but in Winnipeg banks.

After the process has been going on for some
time, the bank's notes begin to come in again. They
are brought in by the farmers, who deposit them, by
the traders and merchants of the locality, and by the
other bank or banks in town. Eventually, the receipts
of notes exceed the payments, and the circulation is
said to be contracting In redeeming them the bank
gives credit on its b «>ks, or, in the case of other
banks, its settlement iraft on a settling centre.

Grain Accounts in Winnipeg.

To follow the process to the cities. There, it is a
case of the big exporting and milling firms sending out
large amounts of cash to many points at which they
have elevators, of their taking over or paying the
drafts from country dealers and farmers—their in-
debtedness to the banks meanwhile growing to large
proportions. The security against their advances con-
sists largely of wheat in store at lake ports or milling
centres. Their accounts are liquidated by sales and
shipments from those points. A boat is loaded with
gram for Buffalo for export via New York. The bank
buys the lake bills of lading and carries them till they
can be exchanged for an ocean bill and a sterling bill
of exchange drawn on Liverpool or London. The
sterling bill is sold in the New York exchange market,
and the bank has its money. Similarly with the exports
via Montreal. When the sterling bill of exchange isdrawn with ocean documents, it can be negotiated in
ivew York.



MANUAL OF C.WADIA.N BAVKINC. 141

Utility of the Note Circulation.

The strong point about the Canadian method of
financing the crop, that which enables the operation to
be so easily done, is the use which is made of the bank
notes. The extra $20,000,000 or so ihat is init-ciod
into circulation is not cash at all; it is merely a mass
of credit instruments. It serves the purpose of a cir-
culating medium every bit as eHiciently as the hard
cash which the United States banks are obliged to use.
In Canada, it is not a case of an existing stotk of
money being called upon to do extra work at crop-
moving time; it is, instead, a case of an extra supply
of credit instruments being called into existence
specially to do that work. When the work is done, the
extra supply vanishes and is seen no more till further
need for it arises. The banks are able so easily to make
the large loans tn grain buyers because the grain buyers
take the proceed;, of the loans in the banks* own notes

/i

Business in the Mining Towns.

In Canada, of late years, a good deal of attention

Au\ u f"'^*'*^'^
*" ^^^ '^"""^ '"'"'"g centres.

Although only a small proportion of the bank branches
are located in these districts, the business they do is
somewhat different from that transacted in the ordinary
branches, and it will be interesting to trace some of the
peculiarities. Dealings with the mines compose a con-
siderable part of the whole. The general manager of
an old and conservative Canadian bank, with many
years experience in this kind of business, used to
advise his managers: "Remember, the bank lends no
money on a hole in the ground"; that is to say it is
not a banker's business to provide money for develop-
ment work. The practice of the most conservative
banks IS well defined. Their rule is rigid, that share-
holders of the mining companies must find the money
themselves for development work. When mining com-
panies have reached a certain stage of development and
are shipping ore to a smalter and getting returns regu-
larly, business may be done with them by lending
money upon ore on the dump or in transit. But the
managers have to keep in mind the fact that ore from
different levels of the same mine will often vary con-
siderably in value. In granting accommodation, the
hnnk IS guided considerably by the past record of the
companies it deals with.

I tl
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In the free milling gold camps where the ore passes

through the stamp mill, the clean-up is usually reduced

at the mine to gold bars, which form an excellent

bankers' security until shipped to an assay office and

returns are received.

^ 'I I

In the Klondike.

In the Klondike, the practice is to buy gold dust

as it is brought in, paying for it such a figure as would

cover cost of shipment to the assay office in Seattle or

San Francisco, and insurance and interest, and leave a

margin of profit. The banks have their own assayers

and gold buyers in Dawson, and they can tell with

great exactness merely by looking at the dust that is

brought in where it came from and what it would yield

when melted down. There is a great difference between

the value of the gold obtained from the various creeks.

For gold "^rom the richest creeks $3 or $4 more per

ounce can be paid than for that from the poorer creeks.

The arrival of the banks in Dawson consequently made
quite a change in the purchasing power of the dust re-

covered by certain miners. Before they came, gold dust

was the general medium of exchange at a rate of $17

per ounce, and little or no discrimination was made
against the poorer qualities.

Dealing with Promoters and Organizers.

'^o'her phase of the business at mining camps is

that w..ich results from the activities of promoters and

organizers. They are selling stock to outsiders more

or less all the time, and are continually offering for dis-

count their sight drafts, with mining scrip attached.

.\s the people engaged in this business are sometimes

of little or no financial standing, it is by no means an

uncommon thing for the drawee of one of these drafts

to refuse it.

Naturally, the banks receive numerous applications

for loans on mining stocks, but they are, it is said,

almost universally turned down.

Apart from this special class of business, there are

in mining camps, as everywhere, merchants whose

stocks of goods and good accounts and bills receivable

show a sufficient margin over their liabilities to warrant

the banks in advancing to them.
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In dealing with the members of a mining community
the managers have to be on guard quite as much against
the optimism that seems inseparable from the business
as against intentional fraud. All the men who plead for
loans of a few thousand dollars to sink a shaft or drive
a tunnel a short distance to a point where they have
figured out to their own satisfaction that they will strike
a vein are not rogues. On the contrary, many of them
implicitly believe what they say; but, though they are
usually willing to pay well for the accommodation, it

is almost a sure thing that the banker who lends a ready
ear to proposals of that kind will live to rue it.

Banking System Flexible.

The banking system of Canada is very flexible, and
the banks readily adapt themselves to the special needs
of all the particular industries in different parts of the
country. Besides farming, manufacturing, and mining,
they finance lumbering, the fisheries, the dairy industry,
in the country districts, in addition to the more compli-
cated business met with in the cities.

r H =
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CHAPTER XIX.

Relations with Other Banks and with Head OflBce.

One of the perplexing questions which a new man-

ager may be called on to decide is that regarding his

relations with other banlcs in town. Should he be

friendly or hostile? It may very likely be that one of

the other bank managers is making a dead set at his

business, secretly interviewing his customers and

offering them special inducements to change their

accounts.

The Profit in Friendliness.

On general principles it can be laid down that it

is best to keep on friendly terms with the other banks.

Sometimes that is next to impossible because of the

opposition manager's conduct ; but the advantages re-

sulting from a friendly co-operation of all the banks in

town are important enough to make it worth while

trying to bring about One advantage is that the banks

are the better able to check the practice of double or

triple borrowing by designing persons. A man who may
be entitled to, perhaps, $500 credit and no more will

frequently go to each bank in town for that maximum
sum, and each manager remain in ignorance of the loans

from other institutions. When the banks act in har-

mony, there is a much better chance of these operations

becoming known. Then there can be understandings

about rates of discount and commissions, the loyal ob-

servance of which conduces to the profit of all the

banks.

On the other hand, when the competition is ex-

ceedingly bitter and personal, when the managers of

two banks hardly speak on meeting, there is apt to be

an unsatisfactory state of affairs all round : rates all gone

to pieces, and business done at a loss or no profit ;
the

customers, taking advantage of the fact that there are

no consultations or friendly conversations, play off one

bank against another, and, besides getting things done

for nothing, they are likely to get more credit than they

are entitled to.

Dealing with Head Office.

As head office is the source whence promotion and

advancement come, the manager naturally regards his
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relations with nead office as of the highest importance.
He especially wants to be on good terms with the general
manager. The general manager is the chief executive
officer of the bank. Although he derives his authority
from the board of directors, and has his important steps
confirmed by it, he is the law unto the branch managers.

Communication between the manager and the
general manager takes place almost wholly by letter,
except in the case of branches in the immediate vicinity
of head office, and even when the manager of a nearby
branch has secured favorable action on a request or an
application of his, the policy is followed of writing
letters about it, so that the whole affair is properly
recorded, and can be referred to at any time. Thus it
comes to be a matter of some consequence to the man-
ager that he have skill in letter-writing. The man who
IS able to express himself clearly, concisely, vigorously,
and to present the salient features of propositions so
that they will make the proper impression will be more
successful in putting through the deals of his customers
than another man possessing an equal reputation for
judgment, but who is not so facile with his pen.

The author has a clear remembrance of what he was
told by a senior manager about this matter of head
office correspondence, on the occasion of his promotion
to a branch managership. After explaining how the
correspondence should be conducted, and how a great
soberness and conservatism of expression should be cul-
tivated, the senior wound up with the caution: "And
don't prophesy." Those who never occupied the posi-
tion would be surprised to know how strong is the temp-
tation to inform the general manager in these letters
what will happen in the future—in connection with the
branch business, and the developments in trade, prices,
etc., in the neighborhood. This desire or temptation
should be promptly stifled. Otherwise the manager will
not be able to avoid appearing rather foolish sometimes
in the eyes of the person whose good opinion he speci-
ally wishes to cultivate.

I il

n\l

Reporting Special Happenings.

The general manager wants to know how the
branch i.s progressing. He can tell, roughly, how things
are tending from his examination of the balance sheets.
But any special change in the figures, or any inter-
esting banking or financial happening in the locality—

11
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such as the gain or the loss of an important deposit,

change of bankers by any of the important business

men or firms, movements of other banks—should be

faithfully reported. To enable him to pass intelligently

on all the propositions emanating from the various

branches, and perhaps to decide as to whether or not

the branch shall be kept open, the general manager
requires to be reasonably familiar with the financial

history of the place. Besides these general letters or

reports there are always particular matters to be written

about—changes in the positions of the members of the

staff, special expenditures of the bank's money on the

offiic or on the building, the working of particular

discount accounts, applications for new credits.

it ,

I

I "P

Watching the Credits.

It has already been observed that the lines of credit

granted by the bank to the larger borrowing customers

are given, subject to certain terms and conditions. The
general manager stipulates on behalf of the bank that

the borrower shall give certain signatures or certain

documents as security, that the credit shall be reduced

or paid off by a certain date, or something else. In the

actual working out of these credits it often happens that

the borrower wants an easing up of the conditions. He
may overstep the limits as to total amount ; he may lot

pay off or reduce as agreed upon ; he may want to give

security other than that named in the stipulations. In

all of which events there must be considerable corre-

spondence with the general manager.

Usually the manager evinces something of a dis-

position to excuse the customer's position. He is in-

fluenced insensibly by his fears that the customer will

move his account to another bank if held too rigidly to

the letter of contract. The general manager, having a

better knowledge of what frequently results fron laxity

in this respect, insists upon the observance of the

conditions.

Thus originates a large part of the head office cor-

respondence. There are a number of instances in which

the conditions may with safety and propriety be relaxed.

But if the manager champions his customers too ar-

dently or too promiscuously, the general manager may
get the idea that he is more intent upon holding his

business than upon guarding the bank from loss.
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Applications for Credits.

There will also probably be considerable corre-
spondence regarding applications for new credits.
Maybe the manager has succeeded, after a long cam-
paign, in inducing a good customer of another bank to
make application for a line of credit. The general
manager is a great deal more suspicious of these pro-
posed changes of bank accounts than is the manager.
He has in his mind the fear that the other bank may be
"unloading" an unsafe or undesirable account; and he
always requires a full and satisfactory explanation as to
why the change was decided upon before he will consider
the application.

In all this correspondence it is advisable for the
manager to be very careful and conservative in the pro-
mises and opinions he forwards. The customers should
be educated to keep their promises well within the limits
of what they can perform, and so the manager should
keep his own. The chief thing to aim at in this respect
is to build up a reputation with the general man.iger,
so that he will get in the way of observing, mentally, to
himself on reading the letters: "I can depend on what
this man says." It takes time to build such a reputation,
but once attained it carries great rewards.

I II

I l(

Transferring tlie Profits.

One of the operations about which correspondence
with head office is necessary is that of transferring the
profits. This is done at the end of every quarter, or at
the end of the half-year. All through the term the
amounts oi profits and expenses are accumulating in the
general ledger accounts devoted to them; at the end,
these accounts are cleaned up and the net result trans-
ferred to head office.

It has already been shown how, when each bill is

discounted, the bank appropriates from the gross
amount a sum representing the interest to the date of
maturity. These appropriations are credited to interest
or discount received. The balance of the account at the
end of the term will show the gross amount receivc-d.
But although these profits art collected or .appropriated,
it may be that some part of them is not yet actually
earned, because the bills to which they pertain have not
yet matured.

' II

I I
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Allowing for Rebate.

If the bank discounts on ist October a bill for

$1,000 due 1st December, appropriating on the day of

discount, say, $10 for interest, ant* if the quarter or the

half-year ended on 31st October, so far as this special

transaction is concerned, it will have actually earned on
31st October only half the amount appropriated by it,

since half of the term of the bill is yet to run. There*

fore, although it may be that tlie Dank will not be called

on to relinquish, in the form ol rebates, any of the

profits pertaining to the unexpired terms of bills, it

is necessary, before the net results for any term can

be arrived at, to calculate the rebate on all bills not yet

due, at a fixed rate per cent. To do this it is not li:- ro-

sary to take "ach bill by itself. The totals shown by ihe

discount diary afford the means for a much shorter

calculation.

II

J ill

The Calculation.

For example, if tW diary shows $5,720 due ist

November, and $' ,Hy^ due 2nd November ; and if the

fixed rate is 6 per c nt., the end of the quarter, 31st

October, then interest at that rate would be figured for

one day on $5,720, for two days on $6,834, for three

days on the total due 3rd November, and so on till all

the bills h.Td been covered. These interest calculations,

on being added together, would represent the amount
of rebate at 6 per cent, on unexpired paper, or the

amount of profits appropriated by the bank but not yet

earned. If this process is not followed, if the bank

publishes as profits ail the funds appropriated by it as

interest and discount, without deducting the rebate, it

would be showing as profits of one year some that

belonged to the next.

There will have been, at the end of the preceding

quarter or half-year, an amount reserved for rebate

representing what was then required to make rebate at

h per cent., or at whatever rate is fixed, for all unmatured

paper under discount. By way of example, we may sup-

pose this amount to be $4,726.13. It will be standing

in the general ledger at credit of rebate of discounts.

All that has to be done on this succeeding occasion is

to re.idjust th.it h.ilanre. Suppose the calculations of

interest on the diary totals, referred to above, when

added together, amount to $4,965.23. That will be the
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amount required to make rebate on unmatured paper
on the present ocra<«ion. As there is already reserved
for that purpose $4,736.13, it is only necessary to debit
discount account with $239.10 to bring the rebate
reserve up to its proper figure. It .sometimes happens
that the total amount required is less than that already
reserved. Then the rebate reserve is reduced, the dif-

ference being credited or added to the profits of the term
just ending.

The total amount shown at credit oi commission and
exchange may be taken into profits, as it is practically

all earned. These amounts are debited, or taken out cf

the accounts, and credited to profit and loss account.

Charges and Interest Paid.

Then with regard to the outgo, the two principal
items are charges and interest paid. All expenses be-
longing to the term should be shown n charges ac-

count whether the money has been paid o^t or not. For
example, if the bank pays $720 a year rent, payable
half-yearly, and if the last payment was made on 31st
August, two months before the end of the term, there

would be two months' rent, or $i30, to be debited to

charges and credited to a suspense account till actually

paid out. Also bills for stationery, electric light, gas,
telephone, etc., are to be treated in the same manner.
If the bank owes the money, it is to figure in the ex-

penses of the year.

With regard to the interest on deposits, that must
be calculated up to date and either credited to the de-

positors' accounts or reserved in the same manner as

the rebate was reserved.

A specimen set of the entries passed through profit

and loss account at the end of the quarter or half-year

—

closing entries they are called—follows :

—

Profit and Loss Account.

3rst October, IQI2. Dr. Cr.
Transferred from discount received
account $7,420.86

Transferred from commission ac-

count 281.30
Transferred from other revenue ac-

count 24.60
Transferred from charg-es account.. $1,964.20
Transferred from interest paid 4,728.61
Protts transferred to H. O ',033.95

I II

1 rr

' II

( I

!

'

$7,726-76 $7,726.76
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The profits transferred or credited to head office

would make a good or bad showing according to

whether they represented a high or low percentage on
the amount of capital supplied to the branch by head
office.

Capital Supplied to Head OiBce.

If the deposits greatly overbalanced the discounts,

probably the interest paid account would exceed the

discount received account, and instead of a profit there

would b^ a deficit to transfer. This would be regarded
as a favorable showing if the deficit represented a low
enough percentage on the average amount of capital

supplied by the branch to head office during the term.

As the deposits exceed the discounts, the branch will

have supplied head office with capital drawn from the

district, and this capital will be available for use by
other branches whose discounts exceed their deposits.

The deficit transferred to head office by the branch

represents the cost to the bank of the capital drawn
from its district.
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CHAPTER XX.

Inspection of the Branch.

The various stages of the work at a country branch,

from junior up to manager, having been outlined, it

remains to describe what takes place during an
inspection.

It is to Ix; remomlxred that the head office is

constantly receivinjj from the branch, reports, state-

ments, and letters, setting forth the condition of the

branch's business, and tie capability and trustworthi-

ness of its various officers. The information thus de-

rived has to be taken as dependable and truthful ; but

obviously head office could not go on indefinitely ac-

cepting all the statements and reports emanating from

the branches as being absolutely true and correct. So

a staff of inspectors is maintained, with headquarters

at head office, taking their orders from the general

.nanager and reporting to him and to the board of

directors, whose duty it i^ to visit all the branches

without notice, to examine and verify all the balances

shown by the books, and to satisfy themselves gen-

erally that the business of the branches i- acII and faith-

fully administered.

Qualifications for an Inspector.

To fill inspectors' posts specially bright, tactful and

trustworthy men are required. They have to be able to

cover thoroughly that part of the branch work where

defalcation or malfeasance may lie hidden ; to notice

suspicious looking entries and transactions with an un-

erring instinct, and to trace them unfailingly to their

obscurest origin. They must have tact so as to

efficiently perform their duty to the bank without need-

lessly antagonizing or offending the branch officers

;

and lastly, they should be capable of sizing up the ad-

vantages and disadvantages of the branch's operations

and position, and of advising the manager how to im-

prove them.

Usually, the first notice the branch has of the

coming of the inspector is his appearance at the door

or in the office with his heavy suitcase, filled with inspec-

tion forms, and, perhaps, with an assistant in his train.

His coming is, almost invariably, saluted with groans,

not always inaudible. Manager and clerks alike recog-

nize that it means nightwork, perhaps till twelve o'clock

ill'

t
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or later, and that the current work of the office will
have to be allowed to accumulate to a considerable
extent, while the staff bends its energies towards com-
plefing the inspection. First of all, the inspector must
present his credentials and authority to inspect the
branch. On delivering tliese to the manager, the latter
has no choice but to allow him to proceed.

Verifying the Cash.

The inspector always makes the cash the object of
his first investigation. If he arrives before the books
and cash are balanced, he takes possession of the
teller's box as soon as the latter has balanced. If the
cash is already balanced, he goes into the box at once.
And if the money is in the safe and the time-lock set
for the next morning, the inspector puts his seal on the
safe, or on the vault, so that none can enter without his
knowledge. In short, he takes whatever precautions
seem to him necessary to prevent a hasty fixing or
covering up of such shortage or irregularity as may exist.

In connection with this subject of inspecting the
cash it should be said that ordinarily the rules of the
bank provide for at least two full examinations of the
cash by the manager during each month. One of them
is on a fixed date or occasion, the end of the month;
the other is left to the manager's choice. He aims to
surprise the teller, appearing at the teller's cage some
evening after the balance is struck and demanding ad-
mission for the purpose of counting the cash. So the
teller never knows for certain what day his cash will be
examined. Any day during the month the manager may
inspect him, and any day in the year the inspector may
arrive.

Balance Sheet the Basis of Inspection.

To form the basis of his examination, the inspectoi
immediately calls for a balance sheet. So the books
have to be closed and all the closing entries, commonly
made on balance days, have to be put through, even if

only one day has elapsed since the last previous balance
day. Although he requires the balance sheet for his

basis, the inspector does not wait for its completion,
but proceeds to examine the cash. If he has an as-

sistant, the .nssist.nnt will tnke the teller's cash, and the
inspector himself the treasury cash. If he is alone, he
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puts a seal on the treasury and begins to examine the

teller's cash. The teller should remain present in the

box all the time of the examination. He is responsible

for his balance, and nobody, not even an inspector,

must be given the opportunity to take anything without

the teller's knowledge. The inspector takes the balance

book and checks otT all the specifications. He takes

nothing for granted, splits open the paper cartridges of

silver, to see that no fraud is concealed, and, when he

has examined everything, and found that the sum
claimed to be there is actually there ; and that the

balance agrees with the cash book, he seals up the

deposits to go out to the other banks in town next

morning, and encloses a letter requesting the other

banks' officers to advise him (the inspector) if any of

the cheques included in the deposit are dishonored.

When the teller's cash is counted, the inspector

examines the treasury cash ; and from that he proceeds

to all the other items of the securities. He continues

until he has satisfied himself that every item on both

sides of the balance sheet is correct.

Examination of Loans and Discounts.

The examination of the loans and discounts is

especially thor^^ugh. An officer is set to work to make
a complete statement, from the discount diary, of every
bill discounted, arranged in order of maturity. The
sheets on which the record is made are added ; ihe totals

must agree with the balance of loans, trade bills, or

other class of bills as shown in the balance sheet. The
sheets are handed to the inspector, duly balanced. On
receiving them he instructs his assistant, if he has one,

to check the additions ; if he has no assistant, he checks

them himself. Then he takes the sheets and checks off

with the record every bill in the bill-case, carefully

scrutinizing the signatures and other details of each

bill. If anything strikes him as peculiar or unusual he

asks explanations of the manager, or sends notices to

the parties concerned.

He is careful to see that all bills are properly

drawn, and that the bank has a clear title to them.

This examination takes a long time at ail branches

where the discount business is heavy. Until the exami-

nation is completed the inspector keeps all the bills in

his possession to prevent substitution of securities.

When he has checked off every item on the sheets there

< II
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will remain the remitted bills, which he cannot examine

because they are held by the bank's correspondents in

various towns and cities.

It .

'I .

Verification of RemitteJ Bills.

These remitted bills are to be verified. Clerks are

set to work to make out verification slips. One of these

slips is headed up for each correspondent, and on it are

recorded the particulars of all bills which the branch

books show to be held by that correspondent. Each
slip is added. A summary list is made of the totals

shown by each slip. The addition of this summary
should give the total of the remitted bills.

When the verification slips are completed and bal-

anced, the inspector takes them and checks off each

item on them with the items on the bills' discounted

sheets. Then he sees that the slips are mailed to the

respective correspondents, whose names they bear,

arranging the procedure so that additions or alterations

cannot be made after he has checked them, without his

knowledge. The envelopes are closed directly under

his eye, and he himself, or his assistant, mails them.

Each slip is headed up with the announcement that it

purports to be a list of bills held by the correspondent

on account of the branch unpaid on the evening of the

certain date on which the inspection commenced. The

correspondent is asked to check the list over, and, if

correct, to verify it and send it to the inspector's depart-

ment at the head office; if the list i£ incorrect, the

correspondent is expected to notify, not the branch, but

the inspector's department.

When, for every item on his sheets, the inspector

has either seen the bill itself or seen its particulars

entered on a verification slip and the slip despatched to

the correspondent said *~ hold the bill, the correctness

of loans and discounts as entered on the balance sheet

is considered to be established, as far as can be.

Of Collections, Collaterals and Securities.

In exactly the same way, the collateral notes and

the collection bills are listed and examined. .All the

warehouse receipts, stock certificates, bonds, deben-

tures, hypothecations, etc., are examined in detail. The

inspector demands to see everything; and he does not

pass anything till he s.itisfies himself that it is exactly

as represented on the books, that it is formal and legally

proper in every respect, and that the bank has a clear
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title where it should have one. If names on notes are

signed by power of attorney or procur.ition, he requires

to see the documents by which the powers have been

delegated.

Of the Deposit Ledger.

The inspection of the deposits also is done with

great care and thoroughness. The current account

ledger is taken first. The ledger-keeper has first to

balance it, then to make out a complete list, on forms

furnished by the inspector, of the individual balances

—

debit and credit—making up the total. The total, of

course has to agree with what the balance sheet shows

as held by the branch in the current account ledger.

Formerly it was the custom in practically all of the

hanks for the inspector to send a notice to each depositor

showing the amount at his credit in the bank's books.

On the ledger-keeper's completing his list of balances,

he was given a quantity of printed letter cards, headed

with the name of the bank and of the branch, and reading

as follows :

—

"The books of the bank show standing at your

credit (or debit) in current account at this branch, on

the evening of the sum of

"Should you not reply to this notice, it will be

assumed that you find the amount correct. In the event

of your discovering any difference or discrepancy you

are requested to correspond direct with the Inspector's

Department Bank, , Mont-

real (or Toronto)."

On all of these cards the date of the inspection was

first stamped in, then one was addressed to each one of

the names shown on the list, and the amount if the

balance written in. This done the ledger-keeper handed

over the list of balances and the cards to the inspector.

The inspector took the list, and with it before him went

through the ledger, carefully checking every account for

suspicious entries and untidy or inefficient work. He

checked off each balance with the list. The checking of

the ledger and the balances finished, he satisfied himself

as to the additions of the list, and, if its total atrreed

with the amount show.n on the balance sheet opposite

current accounts, the correctness of the list was regarded

as established. Then he took the letter cards and che-':ed

each one to sec that the name and amoiin? on it v.pre

exactly the same as given on the list. The cards were

not allowed out of his sight or possession after being

' it
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checked. A clerk was called to close them up ready
for mailing, this being done under his eye. Then the

inspector him.self, or his assistant, took them to the
post-office.

Of tke Savings Bank Ledger.

The savings bank ledger was taken in exactly the

same way, a letter-card notice being sent to every
depositor whose name appeared on the ledger, stating

the amount shown at his credit on the date of the

inspec'ion. At present the same process is followed
except that a number of banks have discontinued sending
the notices to depositors. The expense in the way of

postage and extra labor was considerable, and it has
been thought, doubtless, that the reduction of expenses
would offset any defalcations which the letter-cards would
have served to prevent.

Deposit Receipts.

Deposit receipts are on a somewhat different footing.

Each receipt, on its being issued, constitutes a separate
contract entered into by the bank. For the inspection

a complete list of the outstanding receipts is made out,
and balanced with the general ledger or balance sheet.

In the ordinary routine, the branches are called upon to

furnish head office with fortnightly or monthly state-

ments of the receipts issued and paid. Some banks
require the paid receipts to be sent to head office along
with the statements on which they appear. There is

thus a constant check on the branches in this matter.

The inspector supplements it by observing all that is

to be observed in connection with the deposit receipt

register and the paid receipts held by the branch.

Notices are not usually sent to deposit receipt holders.

Overliauling Other Departments.

.All the departments are taken in turn, the inspector

examining them very closely. His investigation is for

the purpose of ascertaining, on the behalf of head office,

whether or not the affairs at the branch are really as

reported in the branch statements. He makes it his

business to meet the principal borrowers, talks to them
about their accounts, and sizes up their businesses.

Among the things he has to report on are bank
premises, vault, safe, furniture, etc. He describes

whether the premises are well or ill located, how suitable
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they are, and suggests improvements or changes. He
goes fully into the defences against burglars and thieves,

describes the safe, the combinations on it, and the pre-

cautions taken. He is particularly careful to see that

the rules about dual custody of securities and cash are

observed.

Reporting on the Staff.

When he has gone over everything else he reports

on the staff. Taking the manager first, he gives head

office his opinion of their trustworthiness and abilities.

His visit will only last two or three days, but he will

have seen all the men, and have had some opportunity

of judging them at previous inspections of the same or

another branch. Of course, he has them under close

observation while he is there, and forms his opinion to

quite an extent from the manner in which they do the

inspection work. This test is not ab.solutely reliable,

since some clerks get flustered or nervous when an

inspection is on, and are not able to give a good account

of themselves. However, the manager and accountant

furnish much of the required information.

Verification of Securities.

At branches where stocks and bonds are held as

security for loans, or merely for safekeeping, the in-

spector gives rareful attention to them. In the case of

inscribed stocks notices are sent to the corporations

issuing them stating that the books of the branch show
so many shares of the par value of so much standing

in the name of the bank, and requesting confirmation.

Also communications are addressed to all owners of

stocks and bonds, with detailed statements of the items

held, and of the loans against them, if any ; and the

addressees are required to certify the statements as

correct, and return them direct to the inspector. Par-

ticular care is taken in the inspection department to see

that every list of securities sent out for verification is

received back duly certified.

II
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CHAPTER XXI.

The City Branch.

The description, just completed, of the routine and
work of a country branch applies also, so far as general
principles are concerned, to the city branch. But, of
course, the work in a large city office is a great deal
more specialized. For example, the current account
ledger and the savings bank ledger might be assigned
in the country office to one clerk. In the city, on the
other hand, there would be one man or two men on the
savings bank ledger, and there might be three or more
current account ledgers, each having its special keeper.

Similarly with the discounts and the other departments
—in the country office one man will have sole charge of

one or more departments, while in the cities the work
of each department is split up into parts, a man being
assigned to each part. In some respects, therefore,

as already remarked in an earlier chapter, the country
ofKce is the more favorable for acquiring an all-round

knowledge of banking. In a much shorter space of time
the beginner gets an experience of the various depart-

ments. He has a more comprehensive view of the whole
business. If he is in a large city office his attention each
day will be pretty well taken up with the one-sixth or

the one-fifth part of a department. But in the country

he will have to do with two or three departments, and
will be able to see more clearly what is going on in all.

The Messenger.

In the city office the junior does not figure at the

foot of the pay-list. Below him stand the messengers.

In the Canadian bank the messengers occupy a place

of their own. They are distinct from the staff proper

in that they are rot called upon to do the clerical work
of the bank, except probably the addressing and re-

cording of letters and such like. The messenger is

usually taken on at a maturer age than the junior;

before entering the bank's service he may have been a

workingman. His pay will be highe. than that drawn
by the junior, but he is not commonly regarded as

eligible for promotion.

However, if he is young and possessed of the

requisite education, there is nothing to prevent his

entering the staff proper as a junior, and from that post

working his way up like any other.
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The messenger's duties are varied. He acts as
porter and night guard. He has charge of the book
vaults, brings out the booi<s in the mornings and takes
them back at night. He is the polite and obliging
usher on the watch through banking hours for persons
unfamiliar with the bank's methods; he will guide all

such to the proper wickets and show them how to
transact their business. He is on the watch for pick-

pockets and other rrtM)ks. He takes the i-ollortion bills

out, presenting all drafts on the parties on whom drawn.
He con\oys .ill panels of money ;md valuables sent to
the clearing house, other banks, the express oilice, and
post-office. He runs messages for the m.'nager and
other high oHicers of the bank, (lenerally he we.irs a
uniform when on duty. Though he customarily remains
a messenger, his sal.iry is subject to regular or wca-
sional increases and he may rise to respectable emolu-
ment.

A large office may have three, four, or more of

these messengers, the duties being divided among them.

The Juniors.

Every city office has a number of juniors. They are
being taken on all the time, trained as speedily as
possible, and put into the several departments or sent

out to the branches.

Space will hardly permit a detailed description of

all the departments of a city branch. The principle of

working all of them is the same as in the country. It

will suilice to describe how the principal departments
are subdivided.

II

H

It

»
.

Division of Current Aiicount Ledgers.

The collection department needs no description

beyond what has already been given. When the current
accounts are divided among two or more ledgers, the

division is made according to the names of accounts
arranged in alphabetical order. One ledger will be
styled "A to G," and will contain all the accounts be-

ginning with those letters; another will be "H to N,"
and a third "O to Z." The letters may vary, as it is

aimed to have an even distribution of the work. Each
ledger must have its special supplementary cash book,
containing the record of all the transactions pas.sed
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through it. The totals of these supplementary b«x)k»

are carried each day into the general cash book. There

is an account in the general ledger for each current

account ledger. A great deal more certifying or

accepting cheques has to be done in a city office. The

ledger keepers have to be more on the alert for forgeries

and fraud of one kind and another.

The discount department also is divided into parts,

according to the amount of work to be done. There

may be two, three or more discount registers—one

being devoted to each important class of loans and

discounts.

il

Hi

The Tellers.

The tellers' positions in the big offices are respon-

sible and important. There will be several tellers, all of

them probably handling heavy sums in cash. They have

to be constantly on the watch for frauds, as there is

more of that meditated and attempted in the cities 'han

in the country. It would be largely a repetition to

describe their duties, but the opportunity can be taken

to explain the working of the clearing house, which is

an institution peculiar to the cities.

I

(

The Clearing House.

It has been explained how, every day, in the

country, the customers of the bank bring to it in their

deposits cheques on, and notes of, other banks; and

how the teller sorts out the items that are obligations

of other banks in town, and sends to each one its own

at the beginning of the next day: and how he

despatches his "sundry" notes, or notes of banks not

represented in town, to the central offices for redemp-

tion. The same process goes on daily in the cities. The

depositors bring in notes of other banks and cheques

on other banks in their deposits. In the principal cities

every bank in the country is represented by a branch

or by a redemption agent, so practically everything in

the way of bank notes can be cleared daily. Then, every

day's mail and express bring from the branches and

correspondents a large number of cheques on other

banks, and a number of parcels cf other banks' notes.

When everything has been sorted and the deposits for

the other banks all prepared for sending out there will

be, perhaps, seventeen or more parcels. Before the
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clearing house was instituted these parcel's had to he

sent, each one to the bank it was intended for, and each

other bank would have to send its deposit in exchange;

iifttr thf seventeen ex<liaii>;c.s wen- i-lTerU'd every bank
woilUI h:ivf to settle probably s<-\cnlf«'n «lilftT<nifN p, r

day—one with each of the other institutions. Under the

clearing house system the parcels are :''l sent to the

clearing house, or place appointed for the exchange of

parcels. Each parcel will have pinned to it a ticket

stating the amount of the contents and the name of the

bank it is intended for. The clearing clerk sent out by

the bank will bear with him a sheet containing a list

of the amounts sent by his bank to the respective other

banks, the name of each bank being set opposite its

amount. These are added together; the total represents

the bank's clearing for the day. Arrived at the clearing

house, there will be seen a circular row <>f ri^htciii

compartments or boxes, each con^partment bearing the

name of a bank, and giving room for one man. The
clearing clerks take possession of the compartments

belonging to their respective banks, and the messengers

or clerks sent to accompany them begin their roimds.

Each one in succession calls at every compartment and

delivers the parcel for that bank. As he does so, with

each parcel he pi-esents the clearing sheet, and takes

upon it the initial of the clerk receiving it. When the

clerk has gone the rounds he will have divested himself

of all his parcels and will have on the clearing sheet the

receipt of an accredited representative of each bank.

In the meantime the clearing clerk will have been

receiving the parcels delivered by each one of the other

banks. When all are n > cived he enters the amount

shown by the ticket att.K hcd to each one on another

sheet, opposite the name of the bank from \vhi(h it was

received. When all are entered, the items are added and

the total represents wii.it the bank must give credit for.

The difference l3etween this and the tot.il of its i learing

sheet represents the balance it will have to pay or

receive at the clearing bank.

(I

r«

M
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A Specimen Clearing.

To illustrate this, two examples are given of a

clearing in which seven banks participate :

—

ia
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Bank "A" sends out to Bank "U" Sio,j.v> 14

"C" 7.4""' «8

"D" 9.'74 30

"E". 2.J"1
"F" 3.4^" 81

"G" 1,411 10

$34,072 23

And receives from Bank " B" $ 8,426 10
" •' "C" 9,116 II

" •' "i>" 3,276 l^

• • '• "K" 1,823 'o
" •' "F" 4. '^'3 08
• • •• •'(;" 1,010 81

$37.8'5 34

Balance ^.256 89

$34,072 23

In that clearing Bank "A" would receive $6,25^^89.

In the next illustration the shoe would be on tht >thei

foot, viz. :

—

Bank "A" sends out to Bank "B" $ 7.562 10

" " " "C" 2,740 81

<< " " "D" 4. '76 20
•• " " "E" S.^'So °'

• ' <• " "F" '.746 22

•• " " "G" 1,000 II

$20,875 45

Balance 2,600 33

$23,475 78

And receives from Bank "B" $ 8,726 14

"C" 3.265 7>

"D" 4.276 93
• < •• "E" 2,21670

"F" 3.»74 10

«• •' "G" 1,81620

$23,475 78

A glance at the first illustration shows where tlie

economy is effected through ussing the clearing house.
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All the cxt hanges arc madi- at the central place \nsU-M\
of being made separately with each instituiion. Under
the old system Hank "A" would have had to settle dif.
fercnces \< ith each one of the other six banks— it would
have had to collect from "H," "I;." "K" and "(i."
and to pay to "C" and "F." Through the clearing
house it has merely to collect the one halance of
$6,256.89.

Striking the Balances.

To resume the description of the clearings. After
all the sheets are balanced and the difference or ba'aiwc
which each hank has to pay, or rorcive, is n i\ed it,

the sheets and slips are handed to the cle 1 ;.i.; house
manager and balanced. The total of the eld u lial les
should balance with the total of the cretiit hilanv?.
Everything being found correct, the man;i^rcr sitns ..

slip for each bank, stating the amount of tlic ilohit or
credit balance it has to pay, or receive, and the cienriiig
is completed.

Checking the Parcels.

The mc>isengors and clerks from e.ich hank li.ivc
hurried home in the meantime wiiii the parcels ihev
h.ive received, and the sheets that cont.iio the rtxird-
follow when the balances and settlements are found at
the clearing house. The p.in-els are given !<> tli.. iell-r<,
and the contents of each p.inel are r.irefullv examine<i
to see that the amount claimed to he there is artu.illy
th-re. There will l» in each a list of <hir,ues anil
l)ordcreaux, with specification of cash. The cash is

counted, and the che(|U( s ticked off on ;hc list. The
ledger-keepers examine the cheques to sec that the sii;-

natures are authentic, the endorsements in order, ati^tl

that funds ;ire held for ihetii. If any item is missing,
if there :ire any cheques in the lot for which there ;ire
not sufficient funds, or if there is a shortage in the cash
of any p.ircel, dem.ind is made direct upon the h.ink
that sent the parcel, and it has to send over i ash to
rectify the mistake. If it does not do so, the h.mk can,
if it chooses, stop the settlement of balances at the
clearing bank until its claim is satisfied.

Paying and Receiving Balances.

At a certain fixed time, usually from twelve o'clock

to half-past twelve, the debtor banks must pay in

their balances at the clearing bank. Then from half-

ft

U

n

I

1:



i64 MANUAL OF CANADIAN BANKING.

'

i-

:\

|! '

past twelve till one, provided the clearings have not

been stopped, and provided all the debtor banks have

duly settled their balances, the creditor banks appear and

draw what is coming to them.

It will be remembered that the panic in New York

was precipitated by the fact becoming known one day

that the Mercantile National Bank of New York needed

assistance in meeting its balance at the clearing house in

that city. As failure to meet a balance promptly would

be tantamount to a confession of inability to meet obli-

gations, all the banks are most particular to be prompt

in their payments. The operation of meeting these

balances furnishes a daily test of the solvency and pre-

paredness of every bank in Canada. In the event of any

bank becoming straitened for cash, probably the first

indications would be seen at the clearing house.

City Tellers' Additional Duties.

Tellers in the city offices have some duties which do

not fall to tellers in country places. One of them is to

fill requisitions from the branches for the bank's own

notes. In a bank which has numerous branches a con-

siderable number of parcels will have to be sent out

daily. This department is especially busy when the crops

are being financed and the "circulation " moving

rapidly out.

Retiring the Worn Notes.

Then at the head offices there is the duty of looking

after the worn and mutilated notes. A banknote may

last from three to five years in fairly good condition

Each bank desires to keep up the quality of its notes in

circulation. People will hold a new bill longest, and will

get rid of dirty or torn bills first. So the banks try to

keep their notes clean and sound. It would be too much

expense to pay out nothing but new bills, but the tellers

are instructed to carefully weed out the worn .ind torn

notes among their receipts, and to forward them to the

branch at head office. From all the branches these

packets of "disabled" notes keep coming in, and they

have to be got ready for the "burning," which is a

ceremonious affair. The teller who receives them cancels

them by stamping them or cutting them with a machine,

and keeps them till he gets a round amount of $5,000,

$10,000 or more. Then an officer from cl > head office is

deputed to count and sort them. They are to be sorted

into the various issues (the issues are usually known by



MANUAL OF CANADIAN BANKING. 'f'5

the dates on the bills). Then the bills of each issue are

arranged according to the letters and numbers, and a

record taken of all the numbers in the package. After

this is done the bundle is packaged up, sealed and

marked with the head office man s signature. It is also

marked so that it can be told at a glance what record of

umbers refers to its contents.

A Burning.

These sealed packages are allowed to accumulate

till they amount to $50,000, $100,000 or maybe $500,000.

Then a "burning" takes place. It is to be observed that

these disabled notes were obligations of the bank ; they

circulated as money. Now that they have done their

work and are to be destroyed, it must not be done in any

haphazard manner. The directors, as trustees and repre-

sentatives of the stockholders (who are liable for all the

debts of the bank), must not only satisfy themselves that

the documents are actually destroyed, but they must put

the fact on record in solemn and binding certification.

On the day appointed for the burning the directors gather

early in the board room, for the task before them is not

a light one.

For bookkeeping purposes the central branch must

carry these v.orn notes on the asset side of its balance

sheet. It has paid for them, or given credit to the

branches, banks and customers that sent them in, and

they are its property. So, when the directors are ready

to begin, a couple of branch officials accompany the

notes from the vaults to the board room. They make a

bulky consignment; $joo,ooo in "fives" and "tens" will

fill a large clothes basket heaping full. Then the branch

officials remain and watch the counting. The directors

set to work and count the whole. When they have done,

the notes are taken to a specially devised furnace and

burned, the directors personally seeing that complete

destruction takes place. The central branch gets its

quittance for the notes as soon as the counting is done.

Then in one of the circulation books a record is

made of the notes destroyed. Opposite this record a

declaration is written out stating that "we, the under-

signed directors, were personally present and did see"

the destruction of the notes referred to in the record.

As the associated banks of Canada are respon'^ible

for the note issues of each individual bank, a represen-

tative of the Canadian Bankers' .\ss<xiation also attends

whenever bank notes are burned, and joins in tlu-

attestation.

(4
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City Discounts Larger.

With regard to the discounts at the city office, there

will be, of course, larger accounts and larger trans-

actions than are to be found in the country ollices. The
wholesalers bring in big batches of drafts and notes,

payable in all parts of the country. Large corporations

negotiate special loans. A minute description of the

kinds of business encountered will not be entered upon,

as it would take up altogether too much space, but a

brief sketch of one phase of city banking—that connected

with call loans on stocks and bonds—will be given.

Call Loans on Stocks and Bonds.

Every bank has, from time to time, a certain fund of

day-to-day money. A considerable amount of loans and

discounts may be paid off in the ordinary course of

business, or there .lay be a substantial gain in deposits.

No matter at what branch this happens, it is sure to

be reflected by a rise in the cash at the central branches.

It is so because the branches invariably remit all funds

not needed for branch purposes lo the centres. So,

when the central branch finds its cash getting unneces-

sarily high if no permanent or long-time employment
offers, it will put out some on the call loan market.

In New York city there is a regular place in ihc

Stock Exchange assigned to the money brokers ; it is

called the money market. The money t)rok;'rs find )ut

every morning from the banks how much each one is

prepared lo put out. The St<K-k Exchange houses who
want money bid for it to the money brokers. The bids

are expressed in rates per cent, of interest. The mon :\

brokers do not pay over the money, nor do they pass on
the security ; they simply gi\ e the would-be borrower

the name of the bank that will lend to him, and he must

go there with his security and get the money if it be

approved.

The business in the Canadian cities is hardly

extensive enough for the employment of go-betweens

Generally, the bank.^^ have telephone or personal requests

from the Stock Exchange houses for the loans that are

required. When they wisl; to put money out they make
loans to the stock brokers as applied for until they have

put out as much as they wish to. It is by means of these

loans that speculation in stocks is carried on.
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An Example of a Deal in Stocks.

The speculator thinks Toronto Raihvay storU is

going to rise, and wishes to make a profit from the

occurrence. It is selling, say, at 151. He insinuts

his broker to buy one hundred shares at 151. Thr

broker docs so. The purchase price of the shares will

be $15,100. The speculator will be charged, in addition.

with $25, being his broker's commission at '4 per cent

on the par value of the stock purchased. The speculator

does not figure upon paying $15,125 of his own cash

for these shares. Quite probably he will only ha\c $2,000

or §3,000 available. He merely pays in a margin cither

equal to ten points on the stock, which would \>e Si,000,

or ten per cent, of the cost price, which would he,

roughly, $1,500.

This cash he pays in is credited to him on the broker's

books; he is charged with the cost of the stock, plus the

commission. Say he pays in $1,500. He will then be

indebted to the broker for $13,^25, and the broker will

hold on his books the hundred shares of stock as

security. Now, the broker himself does not calculate

to put $13,625 of his own money into the deal. He

figures upon getting most of it from the bank. From

the brokers the banks demand a 20 per cent, margin as

a minimum. So the broker takes the Si. 500 given him

by the speculator, adds to it, say, $1,100 of his own

money, and, taking the stock certificates to the bank,

pots n Innn of $i2.;oo. The bank does not recognize

the speculator at all. It has uothir.g to do with him.

It deals with the broker. The broker's loan will stand

on the bank's books thus: "Jones K- Co., payable at call,

$12,500 versus 100 Toronto Railway at 151^^15,100:

margin, $2,600, or 20.80 per cent, of the loan." The

broker, when handing in the stock certificate, hypothe-

cates the shares to the bank, undertaking to keep up at

all times a full 20 per cent, margin on his loan, and

giving the bank the right to sell the stock and apply the

proceeds to the debt in case of the 20 per cent, margin

becoming impaired. This loan of the bank's is payable

at call, which means that it has the right, also specified

in the hypothecation, to call on the broker to pay off the

principal any day it has a mind to, and if he cannot or

does not dn'sn the bank may sell the stock and apply the

proceeds on the debt.

n
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The Loan Clerk's Duties.

The loan clerk at the bank watches the daily market
fluctuations in stocks. He must see that the bank's
margin of security is maintained in all cases. Thus, if

Toronto Railway dropped to 145, that would make the
value of the security held against Jones & Com-
pany's loan of $12,500 to be $14,500 instead of $15,100
The margin would be but $2,000, or 16 per cent. So
immediately the bank would call Jones & Company for
more margin.

As a matter of fact, the Stock Exchange houses
generally have something more than the ^o per cent,

required, so that a moderate f.ill in prices does not
impair it. Also, in actual practice, the identity of single
transactions such as that just described, lietwoer the

broker and the speculator in Toronto Railway, is hardly
maintained. The bank informs the broker that it will let

him have $50,000. He takes in and hypothecates a list

of assorted stocks representing a number of transactions.

This money that the bank is putting out may be wanted
any time for the regular discounting business. Also, if

is regarded as lx;ing part of the reser\c against deposits

Usually, when loans are called the brokers called simply
transfer '^r- to other banks. But in making the

loans the bank has to take into account the possibility

that the borrowers may not be able to borrow elsewhere
to pay it off when it wants the money. Therefore, it is

careful to accept as collateral security only such stocks

as can be readily sold in the market in the event of the

borrower being unable to pay up on demand. Stock?
with .: "broad" market are preferred. That means
stocks which are widely dealt in. They are better,

because there is always a better chance of finding pur-

chasers at a forced sale. What the bank officers have
to be watchful about in making these loans is, first, to

make them to reputable houses, then to be satisfied as

to the genuineness of the certificates proffered as col-

lateral, and to see that title to the security is properly

conveyed to the I'ank—this after being satisfied that the

real value of the securi*^y is as represented by the

borrower, and ih.Tt the required margin is actually there

ej.'T^i7:_!:?3SiIT^ ..»LM mim^mKfr^'v^jfBrr^^Bmvt m- T . T ' ni^ff^r'ii^M.iyaaifiKsfsfstgaimsixmaswi
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CHAPTER XXII.

The Head Office.

It IS important to ronu-nilicr that by head otiice !>;

meam the C5»cutive o\]\cc of the bank. I'sually the head

office huiWin<,' will contain the principal branch of the

hank, ..> well as the executive otfices. Though housed

together, the two are entirely distinct. The principal

branch is operated as other branches are ; it has its

manager and lull con p.lement of staff; the manager

conducts the business with the same degree of responsi-

bility to head otiice as do the nianager.s of branches

more remote.

Executive Office Distinct from Principal Branch.

Of course, being the principal branch, it transacts

some peculiar kinds of business—a large part of the

bank's cash reserves will lie carried by it, and the

call loans to stock brokers, already referred to, will have

considtral)lo importance if the piinciixil Ijrancli i- in

Montreal or Toronto. I'ut head o^'c, its 1 transacts

no actual banking business with the public. It is merely

the place where the executive authority and the ma-

chinery for watching and keeping the records of the

branches are lodged. It would hardly be practicable to

describe the head otTice routine in minute detail. In all

probability the practice of the various institutions would

not Ije uniform. It will serve the purpose if the sevoral

chief departments, found more or les- developed in all

head offices, are briefly described and their functions

explained. They may be said to be four in number: the

stationery department, the inspector's department, the

chief accountant's department, the general manager's

department.

Stationery Department.

.As each one of the important lianks has a large

number of branches requiring to be supplied with cheque

and statement forms, paper, pens, ink, blank ledgers,

registers, and other books, and stationery of all kinds,

it is found to be advantageous to systematize the pur-

chase of the articles. Of course, each one of the hun-

dred or so branches might buy its stationery where it

chose and as it wanted the articles. Rut it is easy to see

that much is to be gained if, instead of such desultory

buying, it is arranged so that practically the whole of

n
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the stationery required by all th branch > f.,: a whole
year is bought at one time by one man. ]] car, place
lar^e orders in one place and get all the advantage that
goes with wholesale buying. That is tho function of the
head of the stationery department.

Each branrh is required to send in to him by a
certain date in every year its requisition for stationery.
He buys it and s!>ips the goods to the branches. This
purchase of stationery by the banks is quite an important
element in the stationery and bookbindip<j business.
The various firms coiii|iete in a lively maimer for the
bank orders. .Sometimes a good deal of friction and
ill-f«^elin(j dovolops as a result of tho plarinL' of the
orders; and the stationery dork has to exercise con-
siderable diplomacy in awardintj them, lost ho offend
some valuable customers of the bank.

I*'*
"I,

Inspector's Department.

The inspector's department is the headquarters of
the bank's staff of inspectors. .At the head of this staff

stands the chief inspector. This olllccr fills a highly
important place. In some banks one ollicer holds the
dual position of chief inspector and superintendent of

branches. However, it is not necessary that those two
positions be rolled into one. When it is, the ollicer

who holds it will be virtually ; n assistant or lieutenant

to the general manager. Hi^ relations with the latter

will be very similar to 'b. r 'ations of the branch
accountant to his manager » ic is under the authority
of the general manager, but the directors expect liim

to check up his superior. In the event of the chief

executive proving unfai .iful to the bank or of his giving
orders th.it would clearly result in loss of the bank's
money or in the placing of it in extreme jeopardy, the
chief inspector and superintendent of bramhos would
be expected to go straight to the board on his finding it

out. Especially since it turned out that the Czar-lik?

rule of the late general manager of the failed Ontario
Bank had such disastrous results, have the bank boards
shown disposition to place checks and safeguards
about the power of the general managers. In most of

the large banks those safeguards existed before the

Ontario Bank troubles came to light. The systems of

branches had grown so extensively as to call for the

employment in the head offices of several highly paid

men of large capacity—men heavy enough to take a

t£^



MANUAL OF CANADIAN BANKING. '7«

firm stand in opposition if the general manager showed

a disposition to speculate as the Ontario's general

manager speculated. The chief inspector, tlicrclorc,

can be regarded as being in a measure responsible to

the directors, though under the authority of the gtiu-ral

manager. He may personally conduct the insjH.Lt ions

of the principal branches, and supervise and direct the

other inspectors in their work of examining the rest of

the branches.

How the Branches are Watched.

In the department the records of all inspection reports

are kept so that they can be quickly and easily referred

to ; also, the clerks follow up and investigate the dis-

crepancies, etc., that come to light through the sending

out from the branches of notices regarding depositors'

balances, securities, etc. i'"or example, a depositor

writes, stating that his balance at such anil suih a

branch should be $1,310 instead of $1,110, as stated on

the inspection notice. I'hat case would be reieried at

once to the chief inspector. It might signify that the

teller at that branch had stolen $200 of tlie dept -.itor's

money ; and again, the depositor may have ni:idc a

mistake in calculating his balance. Fivcry such ca^e is

thoroughly investigated at once. The chief insi)eitor

decides whether an explanation is to be asked by letter

from the branch manager, or whether an inspector is to

be sent to the branch to make a closer investigation.

Then all the I>ranch returns are studied carefully in some

department of the head ollice. Anythin;;; in thctn tli.it

seems queer or irregular is made the subject of investi-

gation. If it is not important enough to w.irrant the

sending of ;m inspector to the branch forthwith, or the

despatch of a letter demanding explanations froin the

branch manager, a memo may be made so tli.it the

inspector will look into it on the occasion of his next

visit there.

It may be said that the inspectors' department, and

the other head oHice departments also for that matter,

suspect and challenge more or less all the statements

and returns sent in by the branches. When they are

being exan'ined the possibility that they contain un-

truths or misstatements of fact is never lost sight of.

The function of the inspector's department is to detect

falseness and fraud wherever they lurk, and at the same

time to prevent wrongdoing by m.akinc 't .'innnreni to

the men that it will be promptly discovered and punished.

r<

I
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The Chief Accountant's Department.

It is in the chici accountant's department that all
the balance sheets and accounts sent in by the branches
are combined so as to show the position and profits of
the bank as a whole. The general ledger is a condensed
representation of the whole business of the bank. The
balance of the capital, of the rest, profit and loss, and
of other funds belonging to the stockholders or pro-
prietors, will appear in its pages. Wiih regard to a
number of the books—the general le.ij=er being one of
tliem—they are not open to the curiosity of the staff.
The chief accountant himself, or a trusted officer desig-
nated by him, makes the entries, does the balancing and
other vvork connected therewith. The books themselves
are either provided with lock and key, securing the
covers, or else kept in locked compartments; and none
are allowed to examine them. There is a very good
reason for this. Though all the employees of the bank
are under strict obligation to maintain the closest
secrecy about the affairs of the bank and of its cus-
tomers, it is impossible for all of them to observe the
stipulation to the letter. Bank clerks have their special
friends and associates, some of whom will belong to
other banks, and the temptation to discuss important
events that have happened is sometimes irresistible.

Of course, when this is done there is no intention on
the part of the men engaged in the discussion to reveal
important secrets, or anything that could be used against
their respective banks. But sometimes, through slips
of the tongue or inadvertence, important information will
come out, and perhaps be made use of by a competitor.
So the safest plan is not to let the rank and file of the
employees know too much. If the secrets of the chief
accountant's department were not closely kept there
would be danger of advance information as to profits,
appropriations for losses, and other things leaking out
in a manner to permit stock exchange speculators to
engineer booms in the stock or to depress it unduly.
The banks are all very particular in their desire to have
these things kept close till the proper time for an-
nouncing them comes round. The idea in this is to
prevent anyone's securing an unfair or undue advantage
in buying or selling the stock.

And in reference to the keeping of the head office
books it would undoubtedly he objectionable to atiy bank
to have its particular methods revealed. So, in dealing
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with th« chief accountant's department, the nutlior will

merely essay to describe the working of the cinulation,
the transfer of the profits from branches to ixad ollice,

appropriations for losses, for restrvcs of one kind and
another, distribution of dividends, and recording of stock
holdings.

The Circulation.

What a bank gains from its note i irculatinn has
already been referred to. The conditions relating; thereto
cannot, however, be fully understood by the reader
unless he has a knowledge of the "Hank Cinulation
Redemption Fund." Prior to 1890 there were some in-

stances of bank failure.v in which the note holders did
not get 100 cents on the dollar for their claims. And
in practically every case of a banking suspension note
holders were obliged to wait an indefinite time before
getting full satisfaction—this notwithstanding the fact
that the notes represented a preferred claim on the assets
of the banks suspending payment. As a natural result

of the delay in the redemption of the notes the announce-
ment of suspension was followed in nearly every case
by the bank's notes going to a discount.

Generally, in framing banking legislation it is

recognized as a principle that note holders are entitled

to more consideration than depositors, this for the
reason that the note holder is an involuntary creditor.

A man engaged in any business could hardly refuse to

accept payments from his customers when tendered in

the notes of any going bank. When he does accept
them he becomes a creditor of the bank issuing the
notes. He had hardly a choice about so becoming. But
depositors are in different case ; they may, in many
cases, choose or select the banks with which they
will deposit.

Therefore, it happened, prior to the renewal of the

bank charters in 1890, that the Government intimated
to the banks that they would have to do something to

protect noteholders from the inconvenience and loss they

suffered almost invariably when n bank closed its doors.

The Bank Circulation Redemption Fund is a result of

the negotiations that ensued. The stipulations i^ov-

erning the fund are found in Sections 64 to '19 of the

Bank .Act.

The Bank .Act of '890 provided that within t»vo

!.<^l frv hnnk t! Mp.= r;,-

tion should deposit with the Minister of Finance and
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Receiver-GintT.-il a sum equal to 5 per . ent. of its average

note cinulation for the twelve months imin«<li:it.'l> pre-

ceding the going into force of the Act. And after-

wards, on the 1st July in every year, it should adjust

the amount of its balance so paid in to correspond with

any change that may have occurred in its average

circulation during the twelve months immediately pre-

nding. This money, paid in to the Tre.isury, was to

constitute an asset of the banks paying in. They arc

allowed 3 per cent, interest per annum on the nuMiies

in the hands of the Receiver-General. The total of the

balances paid in by all the banks constitutes the Re-

dfinplion Fund. Though it remains the property of the

respective banks contributmg to it, the fund is liable

for the following purpose: If any bank suspends payment

in specie or Dominion notes of its liabilities as they

.accrue the Minister of Fin:mce and Re< eiver-tieneral

mriv, if the liquidator, receiver, or assignee fails to make

arrangements for the payment of its notes within two

months from the date of suspension, make arrangement

for their payment, and all interest thereon, out of

the fund.

.All notes thus redeemed by the Minister of Finance

are held by him as the property of the banks contri-

buting to the fund. They are a first charge on the assets

of the failed bank, and, on being collected the proceeds

are to be re-credited to the Redemption Fund. When
the Fund is depleted through redemption of the notes

of a failed bank, the banks may be called upon to

replenish it, but not at a greater rate thi-n i per cent,

per year on their average circulation.

Combined Banks Guarantee Note Circulation.

In addition to this certainty of redemption within

two months of the date of suspeiisicn provided by the

Act, it also provides that the notes of a failed bank

shall bear interest at 5 per cent, from the date of sus-

pension till the liquidator advertises his readiness to

redeem them. The two stipulations together effectively

prevent the notes of a failed bank going to a discount.

In every case of bank failure since 1890 the notes of the

failed banks have passed from hand to hand in equal

credit with the notes of going hanks. It should be said

also that in no case has it l)een necessary for the

Minister of Finance to use the fund for their redemption.
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The .isM'ts of the iailrd banks h.ivi- bct-n Miiii< iiTit

to effort redemption ot the notes within Mu- i«\o monih»
allowed, except in the rase ol the l-arincrs H.irik of
Canada. In that case tlic ^oinj; banks rede*'med a!'

Farmers Bank notes as presented by the pubhc. and held
them pending; the completion of arrangemen'- for p.i\-

n^ent l)y the liquidalor. Thus it is s.cn that the ..>mhinetl
or assoi iateij banks, in elTei t, >,'uarantee the note cinni-
lation of each one of their number. The benefit derive I

by the inflividual banks is somewhat unequal. It Roes
chiefly to the small and weak institutions.

Bankers' Association Has Right ol Inspection.

As the .issfxiated banks have thus liecn made liable

by ,\ct of Parliament for the note issues of the indi\idwal

in titutions, it was seemly and projKT that they should
have some powers of supervision of the indi\iiiual issues.

That also Parliament has provided. The powers are
given to the Canadian Bankers' .Association, wliiih is an
incorporated body made up of accredited representatives

01 all the banks. The Bankers' .Association directs its

efforts toward-* cnsurint; th.it each one of the banks
<oniplies with the law in regard to note issue-. ICach

!)ank has long had the rijjht lo issue ii^ own no cs up
to the .amount of its p.-iid-up capital The b.inks' powers
of cir<-iilation were enlarged by amendments macle to

the Bank .\ct in iqoH and i()ij. By these e.ach bank
is allowed to circulate during the crop-moving time

—

between 31st .August and ist Man h in e\ery year— in

addition to its ordinary uncovered cir<-ulation, which is

not to exceed paid-up capital, an .amouni equ.al to 15

per cent, of its combined capital ;ind rest : the extra issue

is subject to interest or tax at a rate not to exceed 5 per

ren'. . per annum.*

* .\s the stcxrkholders of the Bank of Briiisli North

.\merica are not subject to the double liability, the ordi-

nary uncovered issues of that b.ank are limired to 75 per

cent, of its paid capii.il. The b;ink may, howe\er, issue

up to its paid capital on depositing in the Centr.al (iold

Reserves Dor (iovernment securities, or current

gold com or IJoniinion notes, cqii.i;il to 2: icr cent, of its

paid apital It m;iv issue furthi r, in excess ol c.ipilal bv

depositing gold or Doin nion notes equa 1 to the ex( ess
;

and in the crop-mo\ing se.ison the b.ink is authorized tr)

issue in excess of c.ipitai up to 10 per

rest combined, v^ithoui specific security.

•ni. ol ( apil .1
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THE CENTRAL GOLD RESERVES.

The Bank Act of 191 3 made an important change

in the ordinary issue power of the banks. Section bi,

Subsection 3, says:—

"Except as hereinafter provided,* the total amount

"of the notes of a bank in circulation at any time shall

"not exceed the aggregate of:—

"(a) The amount of the unimpaired paid-up capital

" of the bank; and

"(b) The amount of current gold coin and of Uo-

" minion notes held for the bank in the central gold

" reserves hereinafter mentioned."

The Bankers' Association, with the approval of the

Minister of Finance, appoints three trustees, and the

Minister appoints a fourth trustee. These four trustees

have the custody and control of the central gold reserves.

Any Canadian chartered bank wishing to issue its notes

in excess of paid-up capita! may at any time throughout

the year deposit current t,'old coin and Dominion notes

in the central reserves ; and upon doing so the bank may

issue its own notes in excess of paid-up capital up to

the amount of its deposit in the central reserves. Such

issues against gold or Dominion notes are not subject

to tax and do not call for any deposit in the Bank Circu-

lation Redemption Fund. So. when its note circulation

approaches the paid-up capital, the bank can deposit gold

or Dominion notes with the trustees, and issue against

the deposit; or in the crop-moving season—from ist

September to the last day of February (both inclusive)

it may issue in excess of capital subject to tax. If it

wishes to do so, the bank may use both of these methods

of issuing in excess of capital during the crop-moving

season.

The Bankers' Association examines the circulation

books of every bank to make sure that none over-

circulates. Heavy penalties are prescribed for over-cir-

culation. If a bank puts into circulation an amount of

notes exceeding that authorized it is liable to a fine

ranging from the amount of the excess if that be not

more than $1,000, up to $100,000. To facilitate the

inspection and supervision of the note issues the Asso-

ciation has brought about a uniform method of keeping

the circulation books.

* Refers to issues in excess of capital, subject to

tax, during the crop-moving season.
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Compating the Circulation.

The following example is given as an illustration

of how the banks arrive at the amount of notes in cir-

culation. The Manufacturers Bank, a new bank, re-

ceives $1,000,000 in its own notes from the bank note

printing, company. In its books the entry is made,
"Credit Bank Note .Account $1,000,000." Balancing

this credit will appear among the items of the cash,

"Manufacturers Bank notes on hand, $1,000,000."

The notes are signed and sent round to the branches

for circulation, .\fter a time a certain proportion is

placed in the hands of the public.

The branches report, on statement days, the amount
on hand. The difference between the amount on hand at

all the branches and the balance shown in Bank Note

Account represents the amount in circulation. When a

"burning" takes place the amount of the notes destroyed

is debited to Bank Note Account.

How the Profits Accumulate.

A good understanding of how the profits accumulate

can be arrived at by taking as an illustration the dis-

counting of a note or bill at any one of the branches.

Let us say the note is for $1,000, the discount, commis-

sion, etc., charged by the bank, $18.20; the proceeds

credited to the borrower's account, $981.80. In that case

the bank has an asset of $1,000 in the note which it

owns, and it has assumed a liability of $981.80, or

parted with that amount of hard cash. In either event

the effect is to swell the surplus of assets over liabilities

by exactly $18.20. This process goes on at all the

branches, the swelling of the surplus assets being offset,

of course, by the expenses and interest paid out. During

the quarter or half-year the surplus assets of the

branches, taken as a w'lole, steadily increase. At the

end of the term the profits are to be transferred to head

office. In treating of the branches it has already been

explained that before transferring the profits each branch

must reserve the rebate or unearned interest on its dis-

counts, and the interest accrued, but not yet paid, or

demanded, on its deposits.

Debtor and Creultor Branches.

It has already been hinted that a number of branches

have deficits to transfer instead of profits regularly

when the time for closing the books comes round.

13
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Some of them are regarded nevertheless as very profit-

able branches. When an ofiice or branch holds $400,000

in deposits and is only able to put out in discounts

$150,000 it is quite probable that the result each year

will be a deficit. It is so because the interest paid on the

larger amount of deposits, along with the expense of

running the office, exceeds the branch's earnings. But,

of course, if it does not itself use all the $400,000 it

holds on deposit the balance not needed is transferred

to head office, to be held available for the requirements

of other branches, where the demand for discounts regu-

larly exceeds the deposits. Quite a number of the bank

head oflfices seek to equalize the position of their

oranches by allowing in each case a certain rate per cent,

iin the amount of the average balance supplied by the

branch for use of other branches, and contrariwise by

i.harging a certain rate per cent, agaiiitit the branch that

uses the money of other branches. Where this is not

done the head office makes allowances in its own records

ior the position of each class of branch. It considers

that the debtor branches are doing well if they transfer

profits that amount to a satisfactory rate per cent, on

the average capital used by them, and that the creditor

tranches are satisfactory if the defuMt amounts to a suf-

kiently low annual percentage on the average capital

supplied by the branch.

Arriving at the Net Profit.

At the branches the transferring of the profit

iiiimply consists in the branches debiting their profit and

loss accounts and crediting head office, and vice versa

in the case of a deficit. So there will be a number of

tach kind of entiies received at head office.

When head office has arrived at its own profits, the

net is arrived at by calculating the difference between

I lie total credits and total debits. The effect of the

transfer is to vest in head office the disposal of the sur-

plus assets accumulated during the term. The amount

is carried to profit and loss account in the head office

general ledger.

The Appropriations.

Suppose the occasion is the end of the fiscal year.

There will be the appropriations to make. The loans

and discounts at every branch are carefully valued. The

general manager decides on the sum which will be amply

sufficient to provide for all probable losses from bad and
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doubtful debts, and, on its being authorized by the
directors, the amount is debited to profit and loss

account, and credited to a contingent fund or deducted
from the book value of the assets. Similarly, if there is

depreciation in the bonds or investments, an amount is

taken from profits ard applied to write down the value
of the bonds as they appear on the bank's books. If it

be thought advisable to provide any other reserve for a
contingency or certain purpose, the funds are taken from
profit and loss account. Such appropriations as these

are often taken from profits before the declaration to

the stockholders.

Bad and Doubtful Debts.

The general opinion among expert bankers is that

the safest policy in this regard is not to publish the

amount of npproprintions for losses, as the |:'.i)lic:ition

might have an injurious effect, sometimes, on a

bank's credit; therefore, in the annu^ii repo'-is of

practically all banks is found the state: ont that

"after making provision for bad and doubtful debts the

profits were," etc. After the declaration is made, other

a iropriations are made for such purposes as writing

t vn premises, contributions to officers' pension and
guarantee funds, to other special purposes, for additions

to the rest, and for the payment of dividends to stock-

holders.

These items are commonly published, as the stock-

holders have a right to know how their profits have

been disposed of, and the information can be advertised

without fear of doinj injury. With regard to the other

secret items, it is to be said that, although the rank and

file of the stockholders are not informed about them,

thel' representatives, the directors, are fully cognizant

of all that is done.

Writing Down Bank Premises.

The accepted theory about bank premises is that

no matter how valuable the various properties may be

for the bank's business, it is not good banking to have

them figure indefinitely in the balance sheet as assets

for amounts equal to their cost. It is assumed that every

year there will be a depreciation in value; and besides,

some attempt is made to have them carried on the books

at values about or below what they would bring at a

slaughter sale. That is why it is that the conservative

banks each year make appropriations of round amounts
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to write do vn premises account. The special contribu-

tions referred to—to pension and guarantee funds and
- other purposes—are made in the interests of the

inks making them.

Rest Now Held Sacred.

The rest, or reserve fund, as understood in Canada,

is merely an aggregation of the stockholders' funds,

accumulated from profits, or paid in as premium on new
stock. Originally, the purpose of the rest was largely

to provide for unexpected setbacks. A certain propor

tion of the profits was reserved to be available against

a possible evil day. The rest thus formerly served as an

equalizer of the dividends. That is to say, the fund was

accumulated in good years with the idea that in lean

years it might be available for maintaining dividends

unchanged, even if profits fell off considerably. Latterly,

the rest has come to be regarded as a very necessary

reinforcement of the bank's credit and of its loanable

resources. Nowadays, a responsible bank management

would hesitate long before breaking into the rest in

order to maintain a given rate of dividend. To break

into the rest for any purpose is looked upon as being

only less serious than wiping out part of the capital

itself.

This change in sentiment has had the effect of

making the rest almost as sacred as the capital, so it

has been necessary in order to guard the established

dividend rates, and to be ready for an evil day, to pro-

vide secret reserves, and to build up the profit and loss

balance. One of the ablest and most experienced

general managers, in a recent annual address, spoke on

this subject as fillows:

—

"We think it wise to keep a substantial amount in

profit and loss account, an amount which we think suf-

ficient to provide for any reasonable contingency. A
large balance at the credit of profit and loss account is

a more desirable and available reserve and a greater

protection to shareholders than the same amount in rest

account."

/roviding for the Dividend.

The dividend is provided for by debiting profit and
loss account with the amount required to pay the dividend

for the quarter or half year on the whole of the capital

stock. This amount is placed at the credit of "Dividend
No. "^o-and-So" in the bank's ledger, and when so
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placed it becomes a liability of the bank exactly the

same as the deposits are a liability. The whole balance

is distributed by means of cheques payable to the indi-

vidual stockholders.

The Stock Department.

The stock department may be an appanage of the

chief accountant's department, but usually it is a de-

partment by itself. Its principal purpose is to shoA' a

record of the stock holdings and transfers or transmis-

sions, and of the dividend payments. The working of

the department can be illustrated by describing what
happens when a new bank is startecl. Let us say that

the subscribed and paid-up capital is $1,000,000, in $100

shares. There may lie 1,000 shareholders, each one

owning any number of shares from one up to 500. These

people own the bank, their right to participation in its

assets and profits varying according to the number of

shares held. A shareholder owning one share owns a

one-ten thousandth interest in the undertaking; one

owning ten shares has a one-thousandth interest, and

so on. Once they have paid in their money they cannot

withdraw it ; that is to say, they cannot reclaim it from

the bank, unless the majority of stockholders of the

bank formally decide to wind up its business.

In that event, whoever is appointed to wind it up

must first satisfy the rightful claims of all creditors,

after which the residue will be divided among the stock-

holders pro rata to the amount of their stock holdings.

Unless this voluntary winding up is decided upon, the

bank holds the capital it gets fr^^m its stockholders in

perpetuity, or until if "fails to meet its liabilities as they

accrue." This latter is styled suspension, failure, or

insolvency, and when it occurs the bank is to be liqui-

dated unless arrangements can be made to start it

again.

Double Liability Clause.

The liquidation is not left in the hands of the

owners or stockholders. Because of their failure to meet

their liabilities as they accrued the business is taken out

of their hands, and the creditors, or rather the Canadian

Bankers' Association, acting for them, appoint a repre-

sentative, who has control during the suspension. In this

case also the debts must be paid and the residue, if any,

distributed among the stockholders. It happens some-

times that the assets of a failed bank are not sufficient
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to pay off its debts. Then the stockholders are called

on to contribute under the terms of the double liability

clause of the Bank Act. Under this, each owner of a
paid-up $ioo share is liable to the extent of a further

$ioo to the bank's creditors.

But, though a stockholder may not claim from the

Lank money paid for his shares, he is at perfect liberty

to sell his interest to anyone who will buy. In Montreal

and Toronto there i*; a regular market for bank stock,

the shares of the principal banks are continually

changing hands. When a sale is made the seller must
transfer his stock to the buyer. Shares also change
owners when a stockholder dies and his estate is divided

among his heirs. In that case, they are said to be

transmitted.

The record of the names and holdings of the owners
of the bank is kept in the stock ledger. Each stockholder

has an account, the number of shares or the par amount
of stock held by him being his balance. In balancing the

ledger, a list of the accounts is made, the balance of each
one being shown. The total must equal the amount of

the bank's capital. In the ca<:e of the hypothetical bank
taken, the total would have tc be at every balancing

10,000 shares or $1,000,000.

Paying the Dividend.

Next, let us suppose this same ban'< has declared a

quarterly dividend of two per cent, on its stock payable

1st September to stockholders of record 15th August.

In all advertisements of dividends this legend will be

seen. It means that the bank gives formal notice before-

hand that the parties who own the stock on the evening

of 15th August will receive the dividend. In the head

office general ledger, $20,000 will have been debited to

profit and loss account and credited to 'Dividend
No. 3," let us say. A balance of the stock ledger is

taken as at 15th .August, and the $20,000 is distributed

among the hc'ders of the stock at that date.

The stock clerk has always to exercise great care in

the matter of allowing transfers and transmissions. He
has to see that they are legal and proper in every way.

If there is a tax on transfers, that must be paid ; he must

be satisfied that the party wishing to transfer has the

right to do so. Very often 't is necessary to consult

ancient wills or other docun ;nts which are kept on fyle,

as stocK is sometimes put into the names of certain

holders, but the right to transfer withheld.
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CHAPTER XXIII.

•^1

THE GENERAL MANAGER'S DEPARTMENT.

The general manager's departnwnt may be de-

scribed as the heart of the bank. It is the m< -t inter-

esting of all. The source from whence advancement and
increases flow, and from whence loans and discounts

come, it is very much in the thmiRhis of staff ant!

customers alike. The gL-ncrai m.inagi-r himself may
be engaged under contract, running five years or more.
The directors, on behalf of the bank, contract to pay him
a certain sum per year during the term of the agree-

ment for managing the bank. In their capacity as repre-

sentatives of, or trustees for, the stockholders, they own
the bank and its whole business ; their manager is sup-

posed to get their authorization or ratification for im-

portant transactions.

General Manager and Directors.

But the general manager is an expert banker, and
knows the whole business thoroughly ; while the directors

are generally actively engaged in outside businesses and
professions. So, in actual practice, a good many of the

general manager's actions arc confirmed as a matter of

course. It could hardly be otherwise. But, although the

majority of bank directors may not be high experts on
banking, they are in most cases men holding prominent

places in the community by reason of their wealth and

all-round business capacity. And, as a rule, they are

well qualified t-> judge whether the bank's money is bemg
unduly hazarded in the transactions submitted to

them by the executive m;mager. .Also, they ran usually

tell from the: • intercourse with him whether t'- nan-

ager is to be relied upon or not.

Thus it happens that the general manager's au-

thority is practica'Iy despotic in all but the most impor-

tant affairs. It is so either because the directors leave

them to him to deal with, or because they habitually take

his view of the matters referred to them.

When Opinions Differ.

A conflict might occur in two ways. The directors

might wish the bank to make certain loans that the

general manager did not wish to make ; or the genera!

manager might be disposed to carry an account or

accounts to which the directors vi^ere opposed.



1 84 M\NUAL OF CANADIAN BANKING.

In the first case, the general manager M as*

suredly not forget that his chief duty was 'he

bani< itself and not to any particular board .. ^iit

be in power. Especially if the loan or investmei* he

disapproved of was in the interest of any of the dirtct-rs

themselves, and if lie considered it unsafe and 0...W

gerous, would he bf> likely to oppose it. And the posi-

tion of the general manager uf an important bank is

usu;' y so strong and commanding that he can effectively

check any such disposition on the part of directors when
he choos4.s to put his strength into the fight againr.t it.

Then, on the other hand, in a case where the direc-

tors were firmly of the opinion that a certain loan was
too dangerouF or risky for the bank to make, ihe chances

are that It would not go through, even if the general

manager » .ored it strongly. For the latter officer could

not but feel that in a case of t at kind, as the directors

were the parties who would chiefly stand ^o lose by the

transac. on, their ideas should prevail.

ii.

•i I

ifi

1i

Loans and Discounts.

In every large bank the general manager delegates

some part of the work of his department to his lieu-

tenant, whi.tever may be that officer's designation. The
particular parts so delegated would vary with different

banks, but all general managers would naturally desire

to keep in their ov .1 hands the business of lending and
investing their bank's monies, and of watchii. the

course and development of the advances and investments.

In most of the banks there are from time to time

propositions of a special nature submitted direct to the

head office. They may refer to exceptionally laroje loans

or exceptionally important investments. Whi.'e they

were u..Jer consideration there would naturally be a

good deal of conferring between the directors and the

general manager. The latter would have no inclination

to commit the bank to a heavy exttnt without the au-

tiiority and consent of the owners, and the former would

not be disposed to carry through very important trans-

actions unless their executive manager approved them.

But by far the greater number of applications for

credits come in from the branches. The branch managers
receive them from their customers and forward them to

the general manager.
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Applications lor Credit.

The banks have regular formi ' application, which

would-be borrowers and thf b'ancii managers are ex-

pected to fill in. The essential featui-es of the applica-

tion are as follo^'s: The borrower must state how much
hr wants, what he wants it for, the s<'curity he v ill fiive,

• l.ttn he will repay, the rate of interest or discoiint Hf.

..lU-s' also give a full and satisfactory statement of his

assets and liabilities, and K>ve such information about his

business i^nd prospects ;is the bank requires. In return

for what he expects to get 'rom the bank the applicai;t

undertakes, unless he be a very lar^c borrower, to kcej.'

his whole account with the bank, circulate its notes and

advance its interests as much rs he conveniently can.

Although this may not be incorporated in the form of

words, it is nevertheless understood.

Then when the applicant has done, the branch man-

ager begins. He must give his independent estimate as to

what degree of reliance can be placed on the applicant's

statement of position and his other statements. He must

say how much he thinks the surplus claimed shculd lie

cut down, and give his version of the applicant's busi-

ness ability and general character, his history, and the

history and outcome of previous advances, if any,

granted to him by the bank. Then he must recomn. ;nd

the granting of the credit, and say why he does so and

why it would be to the advantage of the bank to grant

it. (An npplication sent to the general manager not

recommended by the branch manager would receive

scant attention, and the sending of it probably be

regarded as wasting the general manager's time.) Thus,

only those applications which come strongly recom-

mended are given consideration. One of the chief of the

general manager's functions is the deciding as to which

shall be accepted, which declined.

In doing this, he is aided materially by the fact

that, in a large number of instances, he has at hand a

record of the tank's dealings with the applicants for

a number of years, and lie will hriv<- formed an opinion

as to ho., the \arious nrrounts nffert-d by the

credits should be handled. The standing and reputation

of the branch manager sending in the application cuts

nr small figure. The recommendations and remarks of

some managers will get a much more respectful con-

sideration th: p is accorded to those of others.
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Wktrt Exptrtonct Counti.

The bran< h ..lannger.s arc often bitterly dUappointed
over the rejection by the (general manager ol strongly
recommended applirationiii for credits. Tl.e expert in

the hf.HJ otliro, who has perhaps spent twt-nty or thirty

years or more in passing on applications and pro-
positions of this kind, often detects weak spots where
the manager suspects them not. A fuller and perhaps
better knowledge of the lornl circumstances and con-
ditions is ccmceded to the branch managers, but the

gencral-in-<hicf surpassi-s ihcni in his knowli'dgc of
how ctTtain fypi's and kinds of advances usually ond.
Besides, the chief officer always kotps in mind the fact

that the branch manager's judgment as to the safj-iy

of advances may be w.irped by his desire to build up
a big and profitable business for his branch, and the
fact that other banks sometimes contrive very skilfully

to unload weak or undesirable accounts, the banks
taking them not getting a correct idea of what they are

getting ' it is too late to avoid a loss or a lock-up.

Only those applications of which the general manager
approves are submitted to the board.

Studying the Liability Statements.

Part of .he work of the department consists in

studying and criticizing the liability statements. These
statements, as mentioned before, are devised largely with
the object of enabling the general manager to follow the

course of loans and advances already made. Endless
correspondence regarding them takes place between
head office and the branches. The former has to use
constant vigilance and firm' .s in getting the branch
managers to make the bank'.s borrowers live up to what
they agreed to. The managers are usually in terror of

losing good accoui ts, and sometimes they have to be

peremptorily ordered to enforce the carrying out of parts

of the agreement which the general manager considers

essential to the safety of loans.

Disposition of Resources.

A very important part of the general manager's
duties is to supervise and direct the disposition of the

bank's resources. He keeps a careful eye on the amount
and nature of the liabilities, and decides how much of

the assets shall be carried in cash and other available
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forms, how much put out in the bank\ ordinary lm>*i-

ncsK of loans and discounts. Some pcopU nu^lii ^iippo»«

that the ^••"^'al mnnaKcr of a bank with nunwroiis

bramhes would require a daily si.iteiiu'nt Ironi all tlte

branches in order to keep informetl of the bank's c«)n-

dition fr<ini day to day. That is a mistaken notion, for

all that IS necessary is for the principal or i entral

b- inches to report daily, and f'^r the others to report

once a week.

At the branches the business generally rocs on in

a ciiiietly rcRUi . manner. Each otFic*- !< expectf<l to

report sp«-(ially any larj;e transaction-Rain or loss

of deposits, increase or decrease in riiscount'< .ind,

owinft to the system of settlinR all differences lM.'tween

banks .1 he centres, all important changes ir way
of a(c«ssions or losses of cash are rcflec ; !most

immediately in the condition of the central tes.

So, if the cash grows too heavy and no miniediate

prospect of putting it out in satisf.ictory loans and dis.

counts offers, instructions are given to Montreal or

Toronto branches to put out so much at call ; or the

branch that has the surplus cash will be ordered to buy

New Vork exchange with it, and it is thus transferred

to New Yc-k and put out at call there.

Bopd Investments.

Investments in bonds are not generally used a« a

means of employing temporary balances. Rather it is

permanent funds thai are put into them. It may be part

of the rest or reserve fu"d, or a certain proportion of

the "notice" deposits. ^ general manager selects

bonds that he regards ;. afe, liable m appreciate in

value, and which give a .uitablc return on the money

invested ; and they are held till changes in the circum-

stances of the bank make it advi .able to convert them

into loans and discounts, or imtil appreciation in the

prices of the securities tempts the bank to sell.

A general manager might think it good policy in a

time of very severe competition, when the banks were

outdoing each other in offering loans and discounts to

borrowers, to hold a rather stiff course—keeping up his

ra es of discount and insisting on getting sound security

for every advance. Such a policy followed at such a time

would probably result in the loss of a number of large

discount accounts to other banks. The money so repaid

to the bank would be put into good bonds. Then, when

the cycle of extra severe competition had passed, and
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money became scarcer and dearer, so that the bank was
able to put its funds out in commercial discounts at
more satisfactory rates and on satisfactory security,
funds would be turned from bonds into discounts
again.

I

Uv'

The Cash Reserve.

In his disposition of the funds, one of the chief of
the general manager's cares is to have a sufficiency of
immediately available assets. The funds that are em-
ployed as current discounts are regarded as more or less

fixed. It will quite probably be the case that the bank
could force payment of a large part of these advances
whenever it chose. But to do so at all generally would
cause great inconvenience to the customers, loss of

valuable accounts, and perhaps excite alarm among
depositors. So, as a rule, these discounts have to be
allowed more or less to run their natural course. The
gross amount will rise and fall with the seasonable or
periodical changes in the trades and industries of the
country.

At certain periods of the year the general manager
knows that he will have to largely increase the bank's
discounts, because certain industrial or mercantile cus-
tomers then will require in the ordinary course of their
business very heavy advances. At other periods the dis-
counts will fall through the same or other large cus-
tomers paying up—also in the ordinary course. It is

the part of the "quick assets" to provide the funds
needed for the expansion of loans, and to receive them
again at the ensuing contraction.

How the Quick Assets are Composed.

The items of the quick assets are specie, legals,
notes of and cheques on other banks, balances in other
banks (home and foreign), securities, ca.'l loans (home
and foreign). There must be enough of them, really
available, to enable the bank to go its way, meeting the
daily differences at the clearing houses, the seasonable
expansion in its loans, the withdrawal of special de-
posits, without any effort whatever. Over and above
this, there must be enough for all possible emergencies,
the worst of which is "a run of depositors." Every
prudent banker sees to it that he has a goodly fund
ready at hand for these purposes.
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Ordinarily, the more readily available a fund is the

less is the income derived from it. For exampif, cash
yields no direct income; balances in the strongest inter-

national banks, little or nothing. But experience shows
that a bank that habitually runs very strong in quick

assets indirectly derives a good deal of profit therefrom.

Its strength attracts depositors and a good class

of customers; and it is able, especially in stringent

times, to take up very valuable and profitable accounts

which its heavily burdened competitors are forced to let

go or for which they cannot compete.

The Foreign Loans and Balances.

It has been pointed out that cash reserves must
form a fund apart from or outside the ordinary dis-

counts. To be operated so as to cause no disturbance

whatever to the country's finance and trade the reserves

must either be in the form of hard cash or kept in an
outside country. That is why the large banks follow

the policy, which has brought them much criticism and
abuse from those who do not understand what cash

reserves must do, of keeping a considerable part of

their reserves outside Canada.

As a matter of fact, the existence of this outside

fund, and the knowledge that it is there available for

bringing home in an emergency, together constitute one

of the most solid of the bulwarks of Canada's banking.

Even if brought home, as the critics wish, the foreign

fund could not be used to alleviate stringency here. It

is a reserve, and to be kept so it would have to be held

as cash in vault, unless outright panic were to break out

in the Dominion, in which case it would be used to fur-

nish aid to solvent and worthy houses whose existence

was threatened, and to pay off depositors.

How the Staff is Handled.

A very large part of the success achieved by any
bank must be due to its staff of men. To get the best

results out of the staff the men must be kept keen

and zealous. The two great incentives causing them to

put forth their best efforts in the bank's behalf are am-
bition and loyalty. The ambitious officer, whatever his

rank, throws himself unsparingly into the bank's ser-

vice when he knows that the prompt and certain reward
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for good work well done is rapid advancement. And
when the men as a whole feel that the bank uses them

well they will be far more faithful and loyal than if the

idea is general among them that they are meanly

treated.

If bank directors, stockholders, and general man-

agers had a clearer idea of how a generous treatment

of the staff increases profits there would be more uni-

formity in this respect. All over the country the clerks

and officers of the different banks compare notes as to

how they are used. If any one man gets the notion that

he is not getting proper recognition, one effect is to kill

his enthusiasm. As, time after time, the opportunity to

do a good stroke for the bank presents itself to him in

the ordinary course of his work, he resentfully refuses

to lift a finger or to put himself out.

« I

Ml

Good Treatment Pays.

Quite probably there will be men showing this dis-

position even in those banks that accord the most

generous usage. In a large force there will always be

some cherishing unreasonable expectations and resent-

ment if they be not fulfilled. But, where the general

treatment is good these fellows will get no hearing.

Far different is it when the staff as a whole feel that

the bank is niggardly and mean in its treatment of them.

Then a large number of the officers have the same

hard feeling towards it in their hearts, though they may
say nothing. In an hypothetical bank of this kind it is

to be expected that petty defalcations would be constantly

cropping up, that rudeness to customers would flourish

unrebuked, that new business would be sought without

vim or resourcefulness, that the loans and discounts

would be carelessly handled. All this would have a

decidedly detrimental effect on profits. The probability

is that what would be lost that way would much out-

weigh what was saved in salaries, etc.

The general manager has to keep these considera-

tions in mind in his regulation of the staff salaries and

changes. He does not want to waste the bank's money

through paying extravagant salaries or in the other

staff expenses; he must keep the men well animated.

The s.ilaries must be well up to those paid by other banks

similarly situated, otherwise discontent will spread.



MANUAL OF CANADIAN BANKIN(;. igi

Placing the Men.

An important thing is the placing of the men. The
managers and other otVicers are to bo put in the positions
to which their respective capacities til them, as far as
possible. So the general must know his men.

Another thing to be remembered is that the bank
is a great training school. Raw material is being taken
in all the time and moulded into the desired shape, the
refuse being thrown away. Then, as a means of guard-
ing against internal fraud a constant shifting of men
has to be arranged.

There will likely be a regular revision of the salaries
once a year, in which the whole staff will be considered.
Managers* reports and inspectors' reports are both
taken as guides in this revision. Not unfrequently he
general manager has an opinion of his own, entirely
independent of what managers and inspectors say, as
to the qualifications and merit of certain officers.

In addition to this general revision, there will be a
number of special cases considered during the course
of the year. Important posts fall vacant, necessitating
a whole line of promotions ; the salaries of the promoted
men will probably be revised and increases given at
once on their taking the higher places.

Opening New Branches.

An interesting part of the general manager's work
is that relating to the establishment of new branches.
The initiative may come from inside the bank or from
outside. The branch managers are on the watch for
likely places, and whenever a manager thinks the bank's
position would be bettered by opening in a new place in
his district he proposes to the general manager that it

be done, giving his reasons. These proposals receive
careful consideration, as do also the requests or peti-
tions which come from places without banking facilities
asking for the establishment of a branch. It is always
desired to obtain, if possible, assurance that the bank
will be given a certain minimum of business upon
opening. And often there is a written undertaking on
the part of the principal business men to give the bank
their accounts and aid it to the extent of their powers
if the branch is opened.

On the other hand, many branches are opened
without any guarantees or promises of this kind. A
bank may decide that its interests require the develop-
ment of its business in an entirely new territory, and its
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entry therein has something of the nature of an invasion.

It is aimed to have the branches strategically placed.

For each big district or territory there is a central or

depot branch, with its group of tributaries. For ex-

ample, if a bank started to instal offices in Mani-

toba, its natural course would be, first the establishment

of the central office at Winnipeg, and from that centre

the others would radiate.

Unprofitable Offices.

Competition of the severest kind has been experi-

enced of late years in the opening of branches. Every

desirable place would be gone after by maybe one, two

or three banks. There are signs now that this movement

is being better regulated.

It is desired that the new branches opened shall

b^ profitable, either at the start or prospectively. In

default of that, it is enough sometimes if they minister

to the profit or advantage of some other branch or

branches. But it is to be feared that, even allowing for

all this, many branches have been opened of late years

that cannct but be sources of weakness to the banks

owning them for some time to come.

Co*operatioii with Other Banks.

In addition to these matters, the general manager

gives a part of his time to the shaping of the general

course of the bank. Canada has recently seen how the

banks' well-considered policy of repression of speculation

and enthusiasm on the part of business men and others

aided in enabling the Dominion to sail with dignity and

honor through the stormy financial weather that over-

whelmed the banking system of the United States. In

preparing for trouble, and in dealing with it when it

comes, co-operation is an important factor. There is

probably no country in the world where the science of

co-operation among the banking interests has been so

highly developed as in Canada. In the first place, the

system of banking lends itself admirably to co-operative

action; and in addition the Canadian Bankers' .Asso-

ciation has been developed to such a degree that when

it speaks the voice is regarded as the voice of the united

banking interests of the whole country.

It is the general manager who represents the bank

in the Association's councils. He conducts negotiations

and enters into compacts or agreements referring to

general movements among the banks, getting the

requisite authority from the board when neccssarv.
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Shareholders' Audit.

Section 5O of the Bank Act of 1913 provides tor ;m

audit of the bank's affairs. The st-< lion says: ' Ihe

" general managers of the banks (or in the absence of

" a general manager of any bank, the otlirial dcsignai.d

" by him, or in default of such designation, the prin-

" cipal ofiicer of the bank next in authority) shall, at

" a meeting duly called by the president of the (liankers')

" Association for the purpose before the thirtieth <lay

" of June in each year, select by ballot persons deemed

" by them to be competent (no one of whom shall be a

" body corporate) not less than forty in number, any

" one of whom shall, subject to the provisions herein-

" after contained, be eligible to be appointed an auditor

" under the provisions of this Act."

This list of forty persons is to be forwarded to ihe

Minister of Finance .'>;r his approval; and when ap-

proved by the Minister the list is to be published m

the "Canada Gazette." From the list so published the

shareholders of each bank, at the annual incetmg, must

select an auditor or auditors to hold office until the next

annual meeting.

The auditors are to be paid by the bank. Ihey are

to have "right of access to the books and accounts,

"cash, securities, documents, and vouchers of the bank,

" and shall be entitled to require from the directors and

"officers of the bank such information and explanation

" as mav be necessary for the performance of the duties

" of the auditors."

If the bank has branches or agencies, the auditors

are to examine the reports, returns and statements of

the branches or agencies; and they may at their dis-

cretion visit any branch or agency for examination

purposes. ,

They are to report to the shareholders, also to the

Minister' of Finance. The annual reoprt of the bank,

when submitted by the directors at the annual mctmg.

must contain the auditors' certificate or repo-

14

ll
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CHAPTER XXIV.

The Board.

A Director's Qualiflcations.

Regarding the directors, Section 19 of the Bank
Act says: "The stock, property, affairs and concerns of

"the bank shall be managed by a board of directors."

It has already been shown how, in practice, the boarr'

entrusts the active management to the professional

general manager. Before taking up the matter of the

relations between the board and its manager it will be

well to describe again a little more particularly the quali-

fications required in the directors and the method of

their election. The qualifications are: "Each director

" shall hold stock of the bank, of which stock he shall

" be the absolute and sole owner in his individual right

" and not as trustee or in the right of another, as

follows :

—

Director must hold

When the paid-up stock on which

capital is is paid up

$1,000,000 or less $3,000 00

Over $1,000,000, not over $3,000,000 4,000 00

Over $3,000,000 5.000 00"

.^Iso, it is required of the whole board that "a majority
" of the directors shall be natural born or naturalized
" subjects of His Majesty and domiciled in Canada."
The object of the stock qualification is to ensure that

each director has an interest in the bank he shaies in

managing.

The HIection.

The directors arc tlie representatives of the whole

body of shareholders. They are to be elected by the

shi.reholders at the annual general meeting at the place

where the chief office of the bank is situate. Section 21,

Subsection 3, says: "Public r ice of the annual general
" meeting shall be given by the directors by publishing
' snch notice, for at least four weeks previously to the

" time of holding the said meeting, in a newspaper
" published at the place where the chief office of the

' bank is situate, and by mailing a copy of such notice
" in each shareholder at his last known post-office

" address, as shown by the books of the bank, at least

" twenty days prior to the time aforesaid."



MANUAL OF CANADIAN BANKINO. »95

When the number of directors has been fixed—by
the charter or by by-law—the candidates getting the

greatest number of votes shall be directors. E;ach share

carries one vote, but "no genera! manager, manager,

"clerk or other subordinate otTicer of the hank shall vote

" either in person or by proxy, or hold a proxy for the

" purpose of voting."

A shareholder who is unable or unwilling to be

present at an election can delegate his voting privilege

to another shareholder. He is said then to have ap-

pointed a proxy. Once the directors are elected they

may hold office till the time of the next annual general

meeting of the bank, unless a movement to depose them

is successfully carried out by a party of the stock-

holders.

How Incompetents may be Removed.

If it happen that some of the stockholders get the

belief that the board of directors is unfaithful or incom-

petent, and that the bank's safety or its well-being calls

for their immediate removal, the discontented section

can call a special general meeting of the stockholders

"to be held at their usual place of meeting upon giving

" six weeks' previous public notice, specifying therein

" the object of such meeting." This course is per-

mitted to "the directors ot the bank, or any four of

"them; or any number not less than twenty-five of the

" shareholders acting by themselves or by their proxies.

" who are together proprietors of at least one-tenth of

" the paid-up capital stock of the bank."

The Annual Meeting.

The annual general meeting is the reguiar occasion

on which the directors formally appear before the body

of the stockholders to give an account of their steward-

ship and to get a renewal of their oHice for another

year. As a matter of fact, the annual meetings of a

well-conducted bank are usually cut-and-dried affairs.

The stockholders for the most part are content to leave

everything in the hands of the directors. .'\s long as

things are apparently going right the directors submit

year after year the list of names of board members, and

with their own votes and those for which they hold

proxies carry the election without opposition. It is

h.irdlv likely that any change in this respect will be seen

in the near' future, as the stock holdings are very much

scattered in small lots all over the country.
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Cool«rrlng with GcMral Mioagcr.

Thef is, of course, conference about the bank's

business between the general manager and some mem-

ber or members of the board going on from day to day

.

but the regular formal intercourse occurs at board

meetings. Usually ".ere are two regular d?y«
V?

«^<f
week for meeting. A special meetmg may be called at

any time to consider an emergency or important trans-

action unexpectedly turning up.

The president is chairman of the board. He and the

the vice-president, or vice-presidents, are elected by the

directors immediately after the election of d'rect ts^ At

the board meetings each director has one vote, the pres,

dent has a vote as well as the others, and, in the even

of a tie. he has a casting vote besides. The y'"-P'-";dent

is merely a directo-. who takes the president's place when

the latter is absent, and succeeds him for the remainder

of his term in the event of his demise or removal.

Business at Board Meetings.

The directors are all busy men of affairs, and the

proceedings of the board meetings are arranged so as

to cause as little waste of time as possible. Very often

there is routine business only to be transacted. At the

previous meeting the board's secretary will have put in

writing an account of what was done. These ' minutes

he will have transcribed into the official book. The first

thing to be done is to have them read and approved.

On their being approved as correct or faithful, the record

of that meeting stands as official.

The gen.rral manager submits the business that is

to go before the board. A considerable part of this

always consists of applications for new credits, for

renewal of old ones, or of discussion as to the handling

of debts and accounts held by the bank. It may be that

among this is nothing of very much in^portance. ano

the directors may merely authorize the manager to take

the action he proposes or confirm him in cases where he

ha<: already acted. But if there are important and

weighty matters, involving large sums, coming uefore

them it is necessary to have the particulars and circum-

stances more minutely described.
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What a Director Should Know.

When the board has formally authorized pro-

ceedings to be taken by the general manager, or con-

firmed t..ose already taken by him, then the responsi-

bility is on the bank. Prior to that, it rests on the

general manager personally.

Although a director could hardly be expected to

keep himself familiar with the day-to-day workmg of all

the accounts in which the bank is interested at all its

branches, he can, and usually does, know pretty well

how the important accounts are running. And he must

have a tolerably clear knowledge of the bank s affairs

in general—its cash reserves, investments, policy, and

condition. .

There must be a large amount of trust reposed in

the general manager. That cannot be obviated very

well. A board of directors that meets but twice a week

for a couple or three hours at a time cannot thereby

acquire the knowledge necesary for thoroughly checking

or supervising the executive manager in all that he does.

As already mentioned, the larger and more important

banks have found that the work of the head office

requires the employment of a high officer as assistant

or lieutenant to the general manager ; and this officer s

position is usually strong enough to enable him to inter-

pose an effective check on any disposition of the chief to

misuse the bank's funds.

Where such a safeguard does not exist it has been

thought advisable by some banks to have a special

officer appointed to represent the board, and whose duty

it is to follow the course of the active management, and

to assure or certify to the directors that with the bank

all is as the general manager says or claims.
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CHAPTER XXV.

Liquidation of Failtd Banli*.

As the book opened with a description of the pro-

ceedings necessary in the organization of a new bank

and its commencement in business, .t will be concluded

with a description of the process prescribed for winding

up or liquidating a bank that confesses incompetency or

insolvency.

Section 117 of the B.nnk Art says: "The (Canadian

"Bankers') Association shall, if a bank suspends pay-

" ment in specie or Domi lion notes of any of its liabilities

" as they accrue, forthwith appoint a curator to super-

" vise the affairs of such bank."

Subsection 2 empowers the Association to at any

time remove the curator and appoint another person to

act in his stead.

Functions of the Curator.

The curator's powers and duties are thus defined:

" The curator shall assume supervision of the affairs of

" the bank, and of all necessary arrangements for the

" payment of the notes of the bank issued for circulation,

" ,ind at the time of kis appointment, outstandmg and

"
in circulation. The curator shall generally have all

" powers and shall take all steps and do all things neces-

" sary or expedient to protect che rights and interests

•' of the creditors and shareholders of the bank, and to

" conserve and ensure the proper disposition, according

" to law, of the assets of the bank; and for the purposes

" of this section he shall have full and free access to

"all books, accounts, documents and p.apers of the bank.

To keep a bank going the owners must do two

things: observe the law of the land and meet all the

bank's liabilities "as they .iccrue" in specie or Dominion

notes. If the law of the land, as regards banking, is

violated, the bank will be liable to have its charter

revoked; and if it fails to meet its liabilities as they

accrue, that is "suspension."

It should be observed here that suspension and

winding-up are two different things. A bank may sus-

pend payment, but if the suspension does not amount to

"ninety days consecutively, or at intervals within twelve

"consecutive months," it may resume business and retam

its charter. Ii; actual practice it is a very Hiflficult thing,

indeed, to keep a bank from being wou..^ up once it
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has luspentkd payment. The damage to its credit .* all

but irreparable. If the suspension continues lor more

than three months in any year, that constitutes cause

(or winding up. The course of events may V^e thu«

explained:

—

At suspension the supervision of affr-irs is veste.) in

the cura is appointed by the Canadian Batikern' Asso-

ciation. The board and general management having

co.ifcssed incompetency by acknowledging their inability

to meet the bank's obligations, the bank's affairs are put

under the control of the curator, who acts on l>ehaif ot

the creditors and stockholders.

How Winding Up cm be Avoided.

Then the stockholders have thiee months in which

to save the bank. If they can in that time perfect

arrangements whereby the bank can resume business and

meet o'' obligations as they accrue, or if they can arrange

for a sale of the bank "en bloc" to another bank, fiilly

protecting the creditc.s, a winding up order is avoided.

In the first case, the owners resume full possession of

the business, and in the second tho estate, if any, is

divided among the stockholders.

But when suspension runs beyond the prescribed

limit the creditors take full possession and the curator

gives place to the liquidator. It may be that the same

man will act as curator and afterwards as liquidator.

The point is that during suspension creditors ami slock-

holders have a joint control ; but afterwards creditors are

in full control.

How the Claims Ranli.

The liquidator proceeds to realize the assets and to

pay off the liabilities as rapidly as he can. There are

Three preferential claims. First of all comes the out-

standing note circulation of the bank. That ranks ahead

of all other claims. Furthermore, the notes bear interest

at «; per cent, from the date of suspension till such time

as the liquidator announces his readiness to rc.eem them.

As soon as a bank stops paymct its notes begm to accu-

mulate in the vaults of the going banks. These continue

to accept them from the public on deposit and in other

ways just the same as if no stoppage had occurred I hey

do so because the notes arc perfectly good and be. ,u.se

of the interest they bear. Besides being a first claim on

the assets the notes are guaranteed by the :';^oc'ated

bank.s ihrour'- "^xulation Redemption Fund held by

the Dominioi 1 .ry.
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So the note* come into the other banks and are put

away in the vaults. When the liquidator li:i>« enough

funds to redeem them hr puts the requisite notice in the

papers, and interest on the notes 'hen erases.

When provision has heen made, by depositing with

the Reeciver-(;cnerHl the full amount required to rrrleem

all that are out, the eireulation aerount may be closed.

Next to the note circulation is the deposit of th«

Dominion Government; after that the deposits of the

Provincial Governments, and then the body of the

creditors.

After al* the bank's debts are paid the residue of

the estate if any, belongs to the stockholders, and it

divided among them pro rata to the amount of stock

they hold.

Applying the Doubt* Liability.

One very important feature of bank stock only

comes into prominent notice when a bank has suspended

payment or passed into insolvency. It is the double

liability of its shareholders. Section 135 of the Bank

Act says: "In the event of the property and assets of

" the bank being insufficient to pay its debts and
*' liabilities, each shareholder of the bank shall be liable

" for the deficiency, to an anount equal to the par value

" of the shares held by him, in addition to any amount
" not paid up on such shares."

What It Really Means.

The effect of the clause will be better conveyed to

the unlearned by means of an illustration. Suppose a

man subscribes for $1,000 of the stock of a bank and

has paid up $500 thereon He is liable for the unpaid

$500 whenever it is calleu up, and in the event of an

insolvency in which the bank's assets do not provide for

its debts he is liable for a further sum of $1,000.

So, when a bank stops, people at once begin to

discuss the stockholders' plight. Will they be called

upon to pay, under their double liability, and if so,

how much?
Although bank failures in Canada are happily not

frequent, among such ur have o<curred there have been a

number in which the unfortunate stockholders have been

called on to contribute under their double liability in addi-

tion to losing what they .ad already put into their stock.
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