This is a digital copy of a book that was preserved for generations on library shelves before it was carefully scanned by Google as part of
to make the world’s books discoverable online.

It has survived long enough for the copyright to expire and the book to enter the public domain. A public domain book is one that was nevel
to copyright or whose legal copyright term has expired. Whether a book is in the public domain may vary country to country. Public domair
are our gateways to the past, representing a wealth of history, culture and knowledge that’s often difficult to discover.

Marks, notations and other marginalia present in the original volume will appear in this file - a reminder of this book’s long journey fro
publisher to a library and finally to you.

Usage guidelines

Google is proud to partner with libraries to digitize public domain materials and make them widely accessible. Public domain books belon
public and we are merely their custodians. Nevertheless, this work is expensive, so in order to keep providing this resource, we have take
prevent abuse by commercial parties, including placing technical restrictions on automated querying.

We also ask that you:

+ Make non-commercial use of the fild&e designed Google Book Search for use by individuals, and we request that you use these fil
personal, non-commercial purposes.

+ Refrain from automated queryirigo not send automated queries of any sort to Google’s system: If you are conducting research on m:
translation, optical character recognition or other areas where access to a large amount of text is helpful, please contact us. We encc
use of public domain materials for these purposes and may be able to help.

+ Maintain attributionThe Google “watermark” you see on each file is essential for informing people about this project and helping ther
additional materials through Google Book Search. Please do not remove it.

+ Keep it legalWhatever your use, remember that you are responsible for ensuring that what you are doing is legal. Do not assume |
because we believe a book is in the public domain for users in the United States, that the work is also in the public domain for users
countries. Whether a book is still in copyright varies from country to country, and we can’t offer guidance on whether any specific
any specific book is allowed. Please do not assume that a book’s appearance in Google Book Search means it can be used in al
anywhere in the world. Copyright infringement liability can be quite severe.

About Google Book Search

Google’s mission is to organize the world’s information and to make it universally accessible and useful. Google Book Search helps
discover the world’s books while helping authors and publishers reach new audiences. You can search through the full text of this book on
athttp://books.google.com/ |



http://google.com/books?id=z7QpAAAAYAAJ

Digitized by G008[€



Digitized by GOOS[G






Digitized by GOOS [Q




HAND-BOOK

FOR

BANK OFFICERS.

BY

r%e flﬂ:luﬁs
GeCY M. COFFIN.

WASHINGTON, D. C.
McGiILL & WALLACE, Printers and Publishers,
18986.



<D Cng. 26,1 92ef

C \\S h

~ -

Entered according to ac of Congress, in the year 1895, by

Geo. M. CoFFIN,

In the office of the Librarian of Congress, at Washing'on, D. C.

—

AN
\_~(,I'\l r’;lS



.

x \taa 8-3-

PREFACE.

This edition of the *“ Hand Book for Bank Officers,” first issued in
1889, isa complete and thorough revision of all previous editions. It
now represents a digest of all material provisions contained in the
entire National Bank Act, with full annotations on the most im-
portant of these. The most valuable addition, perhaps, is contained

in Part Three, on the subject of Internal Administration and Book-

_ keeping.
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PART ONE
CHAPTER 1L

LAWFUL-MONEY RESERVE.
Legal Requirements.

The “reserve” of a bank is that proportion of its
“deposits” or liabilities payable on demand, which
it is required, by law, “at all times” to ‘“have on
hand in lawful money of the United States.”

The law bearing on the subject is to be found
in sections 5191, 5192, and 5195, United States
Revised Statutes, chapter 4, National-bank Act; in
sections 2 and 3 of the act of June 20, 1874 ; and
in sections 1 and 2 of the act of March 3, 1887.
All of these will be found in the ‘‘National-bank
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Act,” compiled under direction of the Comptroller
of the Currency.

The cash resources which the law requires a
bank to lay aside at all times in this way constitute
the sheet-anchor of safety in stormy financial
weather, and as a matter of policy alone, apart from
other considerations, too great stress can not be
laid upon the importance of a faithful and uniform
compliance with the law in this particular, in spirit
as well as in letter.

Striking proof that this view of the subject is
held and practiced by bank managers as a body is
found in the fact that although the law requires
National banks located outside of reserve cities
(over 3,700 in number) to maintain a reserve of 15
per cent. only, their reports show that these banks
habitually carry a reserve equal to an average on
the whole of over 28 per cent.

That the framers of the law evidently realized
the importance of this feature also, is apparent from
the fact that the law prescribes for habitual viola-
tions of the statute, in this particular, the summary
and severe penalty applying in only a few other
places, viz., the appointment of a receiver to wind
up the bank’s affairs. (See section 5191.)
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Required on Deposits only.

Attention is here called to the fact that previous
to the passage of the act of June 20, 1874, the law
required National banks to maintain a reserve -#e- o~~~
their “ circulation ”’ outstanding as well as on their
‘“deposits,” but this requirement was repealed by
the act named, and since then a reserve has been
required on “ deposits” only. The act of 1874 also
provides that each bank shall keep on deposit
with the Treasurer of the United States an amount
of lawful money equal to 5 per cent. of its  circu-
lation,” for the redemption of which at the United
States Treasury this act provides, but the bank
is at the same time permitted to count this “jg
per cent. redemption fund” as a part of its reserve
on “ deposits.”

List of Reserve Cities.

There are at present twenty-six “ reserve cities,”
as per following list, sixteen of which were desig-
nated in section 5191, while others have been
added under the operation of the act of March 3,
1887.

Chicago and St. Louis, which had been “ reserve
cities” previously, became *‘ central reserve cities ”
under the provisions of the act of March 3, 1887.

Central Reserve Citles:
New York City, N, Y.
Chicago, Il St. Louis, Mo.
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Reserve Citles :

Albany, N. Y. Milwaukee, Wis.
Baltimore, Md. Minneapolis, Minn.
Boston, Mass. New Orleans, La.
Brooklyn, N.Y. Omaha, Nebr.
Cincinnati, Ohio. Philadelphia, Pa.
Cleveland, Ohio. Pittsburgh, Pa.
Des Moines, Ia. Savannah, Ga.
Detroit, Mich. San Francisco, Cal.
Houston, Texas. St. Joseph, Mo.
Kansas City, Mo. St. Paul, Minn.
Lincoln, Nebr. Washington, D. C.

Louisville, Ky.

Classification of Banks with regard to Percentage
of Reserve required.

It will be found, from the portions of the law
quoted, that in the matter of reserve requirements
the National banks are divided into three distinct
classes, according to location, viz.:

1. Those located in the ‘‘central reserve cities,”” which
are required to maintain a reserve equal to 25 per cent. of
their ‘* deposits,’”’ and to keep the entire amount on hand
in bank.

2. Those located in the other * reserve cities,”” which
must also maintairi a reserve of 25 per cent. on ‘‘deposits,’’
but are required to keep only one-kalf of same on hand iz
bank, while they may keep the remainder on deposit witk
any National bank, or banks, located in any of the ‘ central
reserve cities.”’

3. Those located outside of the ‘ reserve cities,”’ which
are required to maintain a reserve of only 15 per cent. on
‘‘ deposits,” and to keep on hand iz bank only fwe-fifths of
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this, while the remainder may be kept on deposit with any
National bank, or banks, located in any of the ‘‘reserve
cities.”’

Of course, if any bank of the second or third class
does not avail itself of the privilege of keeping a
portion of its reserve with ‘‘reserve agents,” it
must keep the entive requived amount on hand in
bank. _

It will be observed that while section 5192 in-
cluded banks located in Richmond and Charleston
among those privileged to act as ‘‘ reserve agents”
for the 15 per cent. banks, section 5191 did not im-
pose upon them the necessity for keeping a reserve
equal to 25 per cent. of their “deposits,” as was re-
quired of banks located in the other cities named in
section 5192, and for this reason the privilege of
acting as ‘‘reserve agents’’ has never been accorded
by the Comptroller’s office to National banks in
those two cities.

Various forms of Lawful Money available for Reserve.
As the law prescribes that the reserve of a bank

must be in ‘“lawful money of the United States,”
the term “lawful money” is defined as follows:
Previous to the resumption of specie payments,
on the 1st of January, 1879, “lawful money”’ vir-
tually meant United States “legal-tender” mnotes,
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gold and silver coin being, until then, at a premium,
and not in general circulation, but since then the
term has embraced various forms of currency,
which it is important for every bank to know, in
order that it may intelligently carry out the re-
quirements of the law in the matter of reserve.
The following list of the various forms of “lawful
money” available for reserve purposes existing at
present is, therefore, given:

. Gold coin of the United States.

‘“Standard’’ silver dollars of the United States.

Fractional silver coin of the United States.

Certificates for gold coin deposited with the Treas-

urer of the United States.

5. Certificates for silver dollars deposited with the
Treasurer of the United States.

6. United States ‘‘legal-tender’’ notes.

7. Certificates for ‘‘legal-tender’’ notes deposited with
the Treasurer of the United States.

8. Gold clearing-house certificates.

9. Treasury Notes, Act July 14, 1890.

BN

In order that reserve may readily be computed
at any time, and that the information required for
reports of condition (which are always called for
past dates) may be fully and accurately stated, it
is absolutely necessary that a daily and exact re-
cord of the amount of each kind of the various kinds
of currency should be kept for this purpose. That
this may be done, it will of course be necessary to
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assort the cash on hand at close of business each
day, and in doing this, National-bank currency
should be separated from other forms of paper cur-
rency, and in case a bank has any notes of its own
issue on hand, these should in turn be separated
from those issued by other banks.

Depdsits, and Sundry Items which are allowed to
Offset Deposits.

The term “deposits,” used in those portions of
the law which bear on the subject of reserve, em-
braces not only all classes of what are known as
“individual deposits” held by a bank, but deposits
made by the United States Government and by its
disbursing officers also.

Balances due /0 other National banks and to State
and private banks and bankers, being, as a rule,
payable on demand, have always been regarded as
“deposits” also, and any bank holding these has
been required to maintain a reserve upon such bal-
ances, balances due from other banks and bankers
being allowed to “offset” the balances due o them;
but when in any case the amount due f7om banks
and bankers exceeds the amount due /o them, such
excess can not be applied in reduction of liability on
other “deposits,” and amounts due from and t
banks and bankers are then excluded from both
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sides of the calculation necessary for determining
‘““deposits”’ and reserve required thereon.

The other items of a bank’s “resources” which,
under the various rulings of the Comptroller’s
office, are admitted to offset or reduce its liability

on ‘“deposits” are as follows:

1. ‘ Exchanges for clearing-house,” viz.: checks on other
banks in same place, which are members of a clearing-house.

2. ‘“Checks on other banks in same place.”

3. ““Bills of other National banks’’ held by the bank.
Bills of the bank’s own issue are, of course, not admitted to
offset its liabilities on ‘‘ deposits.”’

Reciprocal Accounts with Reserve Agents.

It is the custom with some banks to keep 7eczp-
rocal accounts with their “reserve agents,” and in
such cases the question arises as to how these items
should be treated.

As the law provides that a portion of a bank’s
“reserve may consist of balances due to” it * from
associations approved by the Comptroller of the
Currency,” such items should, as a rule, be treated
as follows in computing reserve:

1. If the balance of any such ‘‘reciprocal account” is an
amount due f7om the ‘‘reserve agent’’ bank, such balance
may be treated as available for reserve.

2. But, if such balance represents an amount due # the

‘“‘reserve agent,”’ then it should be regarded as ‘‘ due % other
National banks,’’ and so treated.
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Examples showing how -Reserve should be com-
puted in Ordinary Cases.

To clearly illustrate how the reserve of a bank
should be computed in any ordinary case, two ex-
amples are given here; the first (Form A) of a
bank which should have 235 per cent. on hand; the
second (Form B) of a bank which should have 15
per cent. on hand. FEach of these examples is
computed on a form identical in every respect with
the printed blanks now used in the Comptroller’s
office for this purpose.

The great advantage of this form consists in the
fact that down to the point of finding the amount
of “deposits” upon which reserve is to be main-
tained, the process is the same for a// banks regard-
less of location. Beyond this point it is only neces-
sary to apply the proper proportion required by
each case (viz., 25 per cent. or 15 per cent.), and
the proper distrzbution of the reserve zn bank and
in hands of agents required in such case.

In exceptional cases, which are defined and illus-
trated on pages 12 to 20, all that is needed is
to extend the ordinary computation a little further
by a very short and simple calculation. Concise
rules for this calculation are given on page 12.

With a copy of this general printed form, and the
few rules referred to, the computation of reserve in
the case of azy bank, under azy circumstances, be-
comes an easy and simple matter.
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Form A.—Calculation of the Lawful-Money Reserve of National
Banks Located in Reserve Cities and Central Reserve Cities,
Items on Which Reserve is to be Computed.

LIABILITIES.
Due to National Banks* . . . . . . . . . $235,866
Due to State banks and bankers. . . . . 25,559
———— $261,425
LESS
Due from other National banks . . . . . 125,335
Due from State banks and bankers. . . . 100,000
P *Sh,?uld tge' aggregate ::Due - _22.5.’35. $36‘090
t.';‘?f“hafl’f? b:.utﬁ ikeE 'I:‘eustD be Dividends unpaid . . . . . 3,867
omitted frcm the calculation Individual deposits . . . . 2,857,628

United States deposits . . . 705,000
Deposits of U. S. dis. officers .

Gross amount . . . . . . $3,602,585
DEDUCTIONS ALLOWED.

Exchanges for clearing-house . . . . . . . . $107,950
Checks onother banksinthe sameplace . . . . 513
National-bank notes . . = . . .. .. ... 17,340

is the entire reserve required, whichis . . . . . 869,195
Deduct 5 % redemption fund with Treasurer U. S. . 2,250
Net reservetobeheld. . . . . . . .. $566,945
Items Composing Net Reserve and Distribution of Same.
One-half of thie net reserve One-half of net reserve is $433,473
is* L. ... L. $433,472 Items in bank’s pos-
session to make up
*If reciprocal accounts are the same, viz.:

kept with reserve agents, onl . e
he net amount due from suc Fractional silver $29,885

gents is available for reserve. Silver dollars . . 1,090
Silver Treas. cert. 22,060
Gold coin . . . . 300,050
Gold Treas. cert. 50,000
Legal-ten’r notes 12,000
U. S. cert. of de-
posit for legal-
tenders . . . 20,000
Balances with approved re- Gold C. H. cert’s . . . . 435,085
serve agents amount to 440,067 —_—
———— | Excessinitemsheldbythe
Excess with reserve agents 6,595 bank . . ... ... $1,612

.
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Form B.—Calculation of the Lawful-Money Reserve of National Banks
Not Located in Reserve Cities or Central Reserve Cities.
Items on Which Reserve is to be Computed.

LIABILITIES.
Due to National banks* . . . . . . . .. $82,046
Due to State banks and bankers e e e . 16,735
—— $99,631
LESS
Due from other National banks . . . . . . $25,043
Due from State banks aud bankers . . . . 5,695
) —— 30, 73‘5
fr(:ns\lw:::lceégih: gg;rrergaztﬁe AIIJ)::: f ot : $ 5,943
to’ banks, both ft’gmsgmust be Dw.‘d.e"ds u"pa'(l cor : 621
omitted from the calculation. Individual deposits . . . . . 728,423
United States deposits . . . 53,000

Deposits of U. S. dis. officers . 36,098

Gross amount . . . . . ,085

DEDUCTIONS ALLOWED.
Exchanges for clearing-house . . .

Checks on other banksin the same place $;;,8.94
National-bank notes . . . ., . .. ... ... 1,650
— 5544
Fifteen per cent. of this amountge®™ . . . . . . . $883,541
is the entire reserve required, whichis . . . $l32,53l
Deduct 5 Y% redemption fund with Treasurer U S 1,125
Net reserve tobeheld . . . . . . . $131,406
Items Composing Net Reserve and Distribution of Same.
Three-fifths of the net re- Two-fifths cf net reserve is $52,562
serveis* . . . . . . . $7884 Items in bank which
may lawfully make
L”tf retc;lprocal accom:ts ml'e up the same, viz.:
3 ith reserv nts, on : e
thgu:‘l’ nll\lr:llftr deu:gf?rom suc lfFaCt'Olla] silver $2’094
agents is available for reserve. Silverdollars . . 4,450
Silver Treas. cert. 8,575
Gold coin . . . 51,896
Gold Treas. Cert. 3,000
Legal-ten’r notes 15,025
U. S. cert. of de-
posit for legal-
Balances with approved re- tenders . . . . . ..
serve agents amount to 50,796 | Gold C. H. cert' . . .. Ss040
Deficiency with reserve Excess in the two-fifths
agents . . . . . . . $28048] reserveheld . . . .. $32,478
RECAPITULATION

Excess in the entire reserve held . . . $4.430
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Exceptional Cases.

It sometimes happens that, while the “aggre-
gate’ reserve of a bank located outside of a *cen-
tral reserve city” is more than sufficient, it has not
a sufficient amount on hand 2z bank,; in other
words, it has more than is necessary in the hands
of “reserve agents.” In such acase, while the law
does not permit such excess with ‘‘agents” to offset
a deficiency in the reserve needed 7z bdank, such
“excess” may be regarded as ‘“due from other
banks,” and, as such, applied in the same way to
reduce liability on ‘“deposits,” with the result some-
‘times of so reducing the amount of reserve needed
in bank as to show that the “lawful money” on
hand is sufficient.

In order to find and apply the exact excess in the
hands of “reserve agents” use the following:

Rules for finding Exact Excess with Reserve Agents
and for applying it to Reduction of Liability on
‘“ Deposits.”

From the amount actually in hands of ‘‘ reserve
agents,” deduct the amount which by the ordinary
method of computation it seems should be there;
the remainder will be the ‘“apparent excess.”

I. In the case of a ‘‘reserve city'’ bank, add one-seventh
of the ‘‘apparent excess’’ to such ‘‘apparent excess’’ and
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their sum will be the ‘‘exact excess”’ which may be applied
to reduction of liability on ‘‘deposits.”’

II. Inthe caseof a 15 per cent. bank, add nine-nincty-firsts
of the ‘‘apparent excess’’ to such ‘‘apparent excess,”’ and
their sum will be the ‘‘ exact excess.”’

Having ascertained the ‘“exact excess” in this
way proceed to apply it to reduction of liability on
“deposits” and to the consequent decrease of re-
serve apparently required to be 7z bank as follows:

I. Where the “exact excess” eguals or exceeds
the balance due fo other banks and bankers, as
shown by ordinary method of computation, the
amount by which the reserve apparently required
in bank may be decreased will be—

(@) In the caseof a ‘‘reserve city’’ bank, one-eighth of the
balance due fo other banks and bankers.

(6) In the case of a 15 per cent. bank, 6 per cent. of the
balance due fo other banks and bankers.

Nore.—The reason for this is, that in such a case the treatment of
the “excess’’ with ‘‘agents’ as an amount due f7om banks and bank-
ers causes the amount due from to offset the amount due f other
banks and bankers and so eliminates the balance due fo them from the
computation, and therefore renders it unnecessary to provide for a re-
serve on such balance.

II. Where the “exact excess” is less than the
balance due fo other banks and bankers, the amount
by which the reserve apparently required zn bank

may be decreased will be—

(@) In the case of a ‘‘reserve city ’ bank, one-seventh *
of the ‘‘ apparent excess.”
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(6) In the case of a 15 per cent. bank, six-ninety-firsts ()
of the ‘‘ apparent excess.”

As f of any amount is a little less than one-fiftcenth
(¢5) of such amount, it will involve less labor to find 5 of
the ‘‘ apparent excess’’ and this portion will be nearly
enough correct, unless the ‘‘ excess’’ is a large amouut.

NoTE.—The reason for this is that in such a case the treatment of
the ‘‘ excess’’ with ‘‘agents’’ as an amount due f7om other banks has
the effect of reducing the liability on the dalance due Zo other banks,
and therefore renders it unnecessary to provide for a ‘‘reserve”’ on the
amount of such “excess.”

To illustrate the application of these rules for
‘““exceptional” cases, two examples are given: the
first (Form A) illustrating the case of a 25 per
cent. bank; the second (Form B) illustrating the
case of a 15 per cent. bank, each of which has an
amount with “ agents’’ in excess of legal require-
ments.

NoTE.—In all computations for ascertaining reserve it should be dis-
tinctly understood that any excess in the hands of agents can not be
counted as reserve for the reason that the law (Secs. 5192 and 5195)
fixes a limit to the amount in the hands of agents which may so be
counted, and any amount over and above the designated limit or pro-
portion has not the legal status of reserve and can not so be regarded.
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Form A.— Calculation of the Lawful-Money Reserve of National
Banks Located in Reserve Cities and Central Reserve Cities,
Items on Which Reserve is to be Computed.

LIABILITIES.
Due to National Banks* . . ... . $159,387
Due to State banks and bankers ..... 6,041
———— $165,428
LESS
Due from other National banks 89,072
Due from State banks and bankers . . 20,861

*Should the aggregate ‘‘Due
from " exceed the aggregate ‘ Due
to’” banks, both items must be
omitted from the calculation

Exchanges for clearing-house . .
Checks on other banksinthe sameplace . . . .

National-bank notes

Twenty-five per cent. of this total amount &&= . .

is the entire reserve required, which is
Deduct 5 % redemption fund with Treasurer U. S. .

———— 109,933
. L. ——  $55.495
Dividends unpaid . . . 5,453
Individual deposits . . . . 618,978
United States deposits . . . 110,000
Deposits of U. S. dis. officers .
Gross amount . . . . . . $789,961
DEDUCTIONS ALLOWED.
..... $80,696
1,020
e e e 8,326
—— 99,042
$699,919
..... 174,979
4,500
...... $170,479

Net reserve to be held

Items Composing the Net Reserve and Distribution of Same.

One-half of the net reserve
is*

....... $35,239
*If reciprocal accounts are

kept with reserve agents, onl

the net amount due from suc

agents is available for reserve.

Balances with approved re-

‘ One-half of net reserve is $85,240

Items in bank’s possession
to makeup the same, viz.:

Fractional silver $4,209
Silver dollars . . 2,006

Silver Treas. cert. 4,500
Gold coin . . . . 41,695
Gold Treas. cert. 12,050
Legal-ten’r notes 14,280

serve agents amount to 144,936 78,740
‘“Apparent excess’’ with Apparent deficiency of re-
reserve agents $59,697 | serve in bank . $6,500
To find “‘exact excess’ add AZ ‘I‘exac(tl extc’:esi" } sexceed)s
te — alance due banks 495),
one-seventh of this = 8,528 take one-eighth of suscﬁg
— | ance .. ... 6,937
‘““Exact excess” with re- Showing actual excess of
serve agents is $68,225 ' reserve in bank of . . $437
RECAPITULATION.

Excess in the entire reserve held . .

. $437.
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Form B.—Calculation of the Lawful-Money Reserve of National Banks
Not Located in Reserve Cities or Central Reserve Cities.
Items on Which Reserve is to be Computed.
LIABILITIES.

Due to National banks*

Due to State banks and bankers S

LESS
Due from otlier National banks

Due from State banks and bankers

*Should the aggregate ‘‘Due
from " exceed the aggregate ‘‘ Due
to" banks, both items must be
omitted from the calculation.

Exchanges for clearing-house

Checks on other banks in the same place . . . .

National-bank notes

Fifteen per cent. of this amount ge&™

is the entire reserve required, which is
Deduct 5 % redemption fund with Treasurer U. S. .

$39,873
4,261
——— $44,134
$7,382
2,543
—— 9,925
——— $34,209

Dividends unpaid . . . . . 410

Individual deposits . . . . . 241,444

United States deposits 110,000
Deposits of U. S. dis. officers .

Gross amount . . . . . $386,063

DEDUCTIONS ALLOWED.

......... $é,2'63
...... . 5:330

- $378,470

...... $56,770

2,250

......... $54,520

Net reserve to be held

Items Composing the Net Reserve and Distribution of Same.

Three-fifths of the net re-
serveis* . . . . . .. $32,712
*If reciprocal accounts are

kept with reserve agents, onl

the net amount due from suc

agents is available for reserve.

Balances with approved re-

Two-fifths cf net reserve is $21,808
Items in bank which may
lawfully make up the

same, viz.: -
Fractional silver $2,012
Silver dollars . . 540
Silver Treas. cert. 3,165
Gold coin . . . 3,946
Gold Treas. Cert. 2,780
Legal-ten’r notes 8,000

serve agents amount to 61,832 20,443
———— | Apparent deficiency of re-
‘“Apparent excess’ with serve in bank . . $1,365
reserve agents $29,120 | As ‘““exact excess’’ is less
To find ‘‘exact excess” than balance due banks
add & of this= , . . 2,880 | ($34,209), take f of
— ‘‘apparent excess” . . 1,920
E cact excess with reserve _—
agentsis. . . . . . $32,000 | Showing actual excess of  $555
RECAPITULATION

Excess in entire reserve held

$555.
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CHAPTER II
LAWFUL-MONEY RESERVE.

Explanation of Rules applying in Exceptional Cases.

As some readers will naturally wish to know
the 7easons for applying the rules for “ exceptional”
cases given in the preceding chapter, the following
explanation in each of the two cases therein illus-
trated is given here.

Explanation of Case of 25 Per Cent. Reserve Bank.
It is evident, at a glance, that when the “apparent
excess” of $59,697 is considered as ‘“due from
other banks,” and is applied to reduction of liability
on “deposits,” it will have the effect of making a
proportionate reduction in the amount of reserve
required. The reserve allowed with ‘‘agents”
being ome-half of one-fourth, or one-esghth of the
amount of “net deposits,” the reduction here will
be in the proportion of one dollar of reserve to every
eight dollars applied in reduction of “deposits.”
This being the established ratio, we know that
the ‘“additional excess” with ‘“agents” must be
one-eighth of the ‘“exact excess” to be applied in
reduction. We also know that this “ exact excess”
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will consist of the ‘“apparent excess” ($59,697),
increased by the ‘ additional excess,” and knowing
so much, we can readily ascertain the amount of
‘““additional excess.”

To simplify the illustration, let us assume that
X represents the unknown ‘“additional excess,”
and, from what has just been stated, we obtain th:
following equation:

Eight times X is equal to $59,697 7ncreased by
X; or, taking the amount X from each side of the
equation, seven times X is equal to $59,697, and
dividing each side by seven we find that X, or the
‘““additional ” amount, is equal to $8,528; and that
$68,225 (eight times X) is the exact amount that
can be applied to reduction of liability on ‘‘de-
posits.”

As this “exact excess” ($68,225) exceeds the bal-
ance due fo banks and bankers ($55,495) it will
have the effect of eliminating the latter item from
the computation, and of converting the “ apparent
deficiency of reserve in bank” ($6,500) into an
actual excess of $437 instead. (See Rule I, clause
(), page 13.)

As the ‘“apparent excess” in this example was
of itself greater than the balance due to banks,
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it was not necessary to carry out the computa-
tion to find “ exact excess,” but this has been done
simply to show how it should be done when cir-
cumstances require,

Explanation of Case of 15 Per Cent. Reserve Bank.

In the case of this 15 per cent. reserve bank, the
excess with reserve agents can be applied in the
same way to reduction of liability on “ deposits,” the
proportion, of course, being changed.

With such a bank the law allows a portion of
its reserve equal to g per cent. of net deposits to
be kept with ‘“‘agents;” therefore, the proportion
that “reserve with agents” should bear to “de-
posits’’ is as g to 100.

Applying the same line of reasoning as in the
case of the 25 per cent. bank, we find that the
‘“ apparent excess” is $29,120, and assuming that X
represents the whole “excess” that can be applied,
we know that g per cent. of X, or 137 of X, will
be the “additional” excess which can be released
from its function as reserve and applied to reduction
of liability, and also that the “exact excess” will
be the “apparent excess” increased by this “addi-
tional excess.”
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We have, therefore, from this the following equa-
tion: X equals $29,120, zncreased by 9 per cent. of X;
and, deducting 9 per cent. of X from each side of
the equation, we have X less 137 of X, or s of X
equals $29,120; and from this, 1§35 of X, or 1 per
cent. of X, equals $320; and g per cent. of X equals
$2,880, which is the “additional ” excess to be added
to $29,120 to make $32,000, the *
which can be applied to reduction of liability.

As the ratio of * reserve in bank” to ‘deposits”
is 6 per cent., when the “deposits” are reduced by
$32,000,$1,920 less “‘ reserve” will be needed 2z bank.
But, $1,920 is just ¢t of $29,120, the “apparent ex-
cess,” so that the amount by which the reserve ap-
parently required zz bank may be decreased will be
&r of the “apparent excess” with agents. (See
Rule II, clause (&), page 14.)

‘exact excess”

Simple Method of keeping the 5 Per Cent. Redemp-
tion Fund Account.

As it appears to be the custom with many banks
to credit their circulation account with all of their
notes, both “ fit” and “unfit,” which have been re-
deemed and returned by the United States T'reas-
urer, and to charge this account with all amounts
remitted to the Treasurer to reimburse their 5 per
cent. fund, it is suggested that all such redemption
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transactions should be entered in the 5 per cent.
fund account on the books of the bank, and not in
the circulation account, which should show a fixed
balance, representing the circulation issued to the
bank on its bonds, and should not be altered at any
time, except to be increased by the amount of cir-
culation issued to it on deposit of additional bonds,
or to be decreased by the deposit of lawful money
with the United States Treasurer for the purpose
of reducing circulation and withdrawing bonds.

To illustrate how entries should be made in the
5 per cent. fund account, let us assume that the
Treasurer has on deposit for the bank a fund of
$2,250, and that he redeems for the bank $1,000 of
its notes, of which $500 are “fit” and $500 are
“unfit.”” Upon receipt of the $500 *“fit” notes the
bank should debit “Cash” and credit its 5 per
cent. fund account, and make a similar entry when
it receives the $500 incomplete currency from the
Comptroller’s office in replacement of the “ unfit ”
redeemed by the Treasurer and destroyed. These
entries would reduce the 5 per cent. fund account
to $1,250 debit balance, and it would be restored to
its proper amount, $2,250, when the bank remits
$1,000 to reimburse its account with the Treasurer,
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for then the account would be debited with $1,000,
and “ Cash” credited with the same amount.

This method of treatment would be very simple;
the account would always exhibit the exact balance
in hands of the Treasurer, and, in fact, would be
practically the counterpart of the account as kept
on the books of the Treasurer.

How to Compute Average Reserve.

In each report of condition a bank is requlred to
state its average reserve on deposits for the pre-
ceding 30 days. To obtain this, take the percent-
age of reserve for each business day during the 30
days preceding date of report and add these per-
centages together. Divide the aggregate so ob-
tained by the number of business days and the
result will represent the average ratio desired. (See
note, page 14, as to excess with reserve agents in
computing reserve.)

Form of Application for Comptroller’s Approval of
Reserve Agent.

To THE COMPTROLLER OF THE CURRENCY,
WasHINGTON, D. C.

Sir: Application is hereby made for your approval of the
National Bank as an association with which
a portion of the lawful money reserve of this bank may be
kept in accordance with law.

Respectfully yours,

(To be signed by Cashier or other officer of bank making application.)
NoTE.—National banks in reserve cities may select any National
bank or banks in any of the ‘“central” reserve cities only. Those lo-
cated outside of reserve cities may select any National bank or banks
in any reserve city or cities ‘‘central” or other. All selections are sub-
ject to approval of the Comptroller.



PART TWO.

CHAPTER I

ORGANIZATION AND POWERS OF NATIONAL
BANKS.

SEC. 5133. Associations for carrying on the business of
banking under this T'itle may be formed by any number of
natural persons, not less in any case than five. They shall
enter into articles of association, which shall specify in gen-
eral terms the object for which the association is formed, and
may contain any other provisions, not inconsistent with law,
which the association may see fit to adopt for the regulation
of its business and the conduct of its affairs. ‘These articles
shall be signed by the persons uniting to form the associa-
tion, and a copy of them shall be forwarded to the Comptrol-
ler of the Currency, to be filed and preserved in his office.

SEC. 5134. The persons uniting to form such an associa-
tion shall, under their hands, make an organization certifi-
cate, which shall specifically state :

First. The name assumed by such association; which
name shall be subject to the approval of the Comptroller of
the Currency.

Second. The place where its operations of discount and
deposit are to be carried on, designating the State, Territory,
or district, and the particular county and city, town, or vil-
lage.

Third. The amount of capital stock and the number of
shares into which the same is to be divided.
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Fourth. The names and places of residence of the share-
holders and the number of shares held by each of them.

Fifth. The fact that the certificate is made to enable such
persons to avail themselves of the advantages of this Title.

SEc. 5135. The organization certificate shall be acknowl-
edged before a judge of some court of record, or notary pub-
lic, and shall be, together with the acknowledgment thereof,
authenticated by the seal of such court, or notary, trans-
mitted to the Comptroller of the Currency, who shall record
and carefully preserve the same in his office.

These sections which provide for the taking of the
first steps in the organization of a National banking
association prescribe that not less than five persons may
unite to form it, and that those who do so unite must be
‘‘natural” persons. This term means that they must
be individuals (as distinguished from associated groups
of individuals, such as firms, companies, or corporations),
and such individuals as have the legal right, under the
laws of the State where the bank is to be located, to
hold property in their own names. Whether a married
woman may be one of the organizers of a National
bank will depend, therefore, upon her legal status as
a ‘““natural ” person under the laws of the State where
the bank is organized. 'The right of a married woman
to hold stock in the bank after it has been organized
will also depend upon the same circumstances.

All the information necessary for procedure under
these sections may be obtained by applying in person
or by letter to the Comptroller of the Currency, at
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Washington D. C., who will also furnish printed blanks
for the ‘‘articles of association’ and * organization cer-
tificate ” herein required.

Skc. 5136. Upon duly making and filing articles of asso-
ciation and an organization certificate, the association shall
become, as from the date of the execution of its organization
certificate, a body corporate, and as such, and in the name
designated in the organization certificate, it shall have
power—

First. To adopt and use a corporate seal.

Second. T'o have succession for the period of twenty years
from its organization, unless it is sooner dissolved according
to the provisions of its articles of association, or by the act
of its shareholders owning two-thirds of its stock, or unless
its franchise becomes forfeited by some violation of law.

Third. To make contracts.

Fourth. To sue and be sued, complain and defend, in any
court of law and [or] equity, as fully as natural persons.

Fifth. To elect or appoint directors, and by its board of
directors to appoint a president, vice-president, cashier, and
other officers, define their duties, require bonds of them and
fix the penalty thereof, dismiss such officers or any of them
at pleasure, and appoint others to fill their places.

Sixth. To prescribe, by its board of directors, by-laws not
inconsistent with law, regulating the manner in which its
stock shall be transferred, its directors elected or appointed,
its officers appointed, its property transferred, its general
business conducted, and the privileges granted to it by law
exercised and enjoyed.

Seventh. To exercise by its board of directors, or duly
authorized officers or agents, subject to law, all such inci-
dental powers as shall be necessary to carry on the busi-
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ness of banking ; by discounting and negotiating promissory
notes, drafts, bills of exchange, and other evidences of debt ;
by receiving deposits ; by buying and selling exchange, coin,
and bullion ; by loaning money on personal security ; and
by obtaining, issuing, and circulating notes according to
the provisions of this Title.

But no association shall transact any business except such
as is incidental and necessarily preliminary to its organiza-
tion, until it has been authorized by the Comptroller of the
Currency to commence the business of banking.

This section defines in general terms the powers con-
ferred by law upon a National banking association, and
the duration of its existence, unless sooner terminated
by the voluntary action of its shareholders or by some
violation of the law which would cause it to forfeit its
franchise.

The powers granted under the fifth and sixth para-
graphs are specially and fully defined in the chapter on
‘“ Qualifications, Duties, and Liabilities of Directors,”
and those conferred under the seventh in chapter on
‘ General Banking Powers.”’

Sec. 5137 is treated at length in chapter on ‘‘ Trans-
actions in Real Estate.”

SEc. 5138. No association shall be organized under this
Title with less capital than one hundred thousand dollars ;
except that banks with a capital of not less than fifty thou-
sand dollars may, with the approval of the Secretary of the
Treasury, be organized in any place the population of which
does not exceed six thousand inhabitants. No association
shall be organized in a city the population of which exceeds
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fifty thousand persons with a less capital than two hundred
thousand dollars.

From this it will be seen that the minimum capital
stock required of each National bank is based upon the
population of the place in which it is located at date of
its organization, as follows :

1. $50,000 for a bank organized in a place having
6,000 inhabitants or Zess.

2. $100,000 for a bank organized in a city having over
6,000 but not more than 50,000 inhabitants,

3. $200,000 for a bank organized in a city having
over 50,000 inhabitants.

As related to this subject, also, the mznimum bond-
deposit requirements for these banks under existing
law are as follows :

1. Banks with capital ranging from $50,000 to
#$150,000, inclusive, must deposit U. S. bonds equal in
par value to one-fourth of their capital. (See sec. 8,
act July 12, 1882.)

2. Banks having more than $150,000 each need not
deposit more than $50,000 (par value) of U. S. bonds.
(See sec. 4, act June 20, 1874.)

Skc. 5139. The capital stock of each association shall be
divided into shares of one hundred dollars each, and be
deemed personal property, and transferable on the books of
the association in such manner as may be prescribed in the
by-laws or articles of association. Every person becoming
a shareholder by such transfer shall, in proportion to his
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shares, succeed to all the rights and liabilities of the prior
holder of such shares ; and no change shall be made in the
articles of association by which the rights, remedies, or se-
curity of the existing creditors of the association shall be
impaired.

By this section shares of stock in National banks are
distinctly given the legal status of * personal property,”
and this being the case the owner of any such shares
has the same right to dispose of his shares as he has
to dispose of other personal property, provided he does
so in good faith, and not for the purpose of fraudulently
evading the liability which attaches to the stock.

When disposed of in good faith it is necessary that he
should see that his shares are transferred on the books
of the bank ‘‘in such manner as may be prescribed in
the by-laws or articles of association.” The courts
have decided that the purpose of this requirement is the
translation of the title from one owner to another, and is
for the protection of all parties concerned, and also to
enable the bank to know who are its actual shareholders.
It has also been decided that this section does not give
the association any preferred lien on the shares of a stock-
holder indebted to it ; that the association has no right to
refuse to transfer the shares of a stockholder who is in-
debted to it, and that any restriction of this kind attached
to any certificate of stock is void and without effect. In
other words, as between the bank and the shareholder,
the bank in a proceeding to recover a debt from its
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shareholder has the same rights in respect to his stock
as any other party under the same circumstances, but
no more. See the following decisions on these points :
Johnson ws. Laflin, 103 U. S., 800 ; Bullard zs. Nat.
Bank, 18 Wall,, 589 ; Bank ws. Lanier, 11 Wall., 369.

SEC. 5140. At least fifty per centum of the capital stock
of every association shall be paid in before it shall be author-
ized to commence business ; and the remainder of the capital
stock of such association shall be paid in installments of at
least ten per centum each, on the whole amount of the capi-
tal, as frequently as one installment at the end of each suc-
ceeding month from the time it shall be authorized by the
Comptroller of the Currency to commence business; and
the payment of each installment shall be certified to the
Comptroller, under oath, by the president or cashier of the
Association.

This section provides how the capital stock must be
paid in when the bank is organized, and section 5141
prescribes the course to be pursued by the directors
when shareholders fail to pay in their installments at
the proper time. It may be noted that while the letter
of the law requires only that installments equal 7z ke
aggregate to the proportions required should be paid
in at the appointed periods (which may be accomplished
if the prepayments of some shareholders offset the
arrears of others), the zntent of the law appears to be
that each shareholder should pay in at least the mini-
mum proportion of his subscription at the periods stated.
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It is evident from the use of the words *‘paid in,”
in section 5140, that it was contemplated by the framers
of the law that the capital stock should be paid in
money, and the law in this respect is violated when
the promissory notes of shareholders are accepted from
them in payment of their subscriptions to stock.

Sections 5168, 5169, and 5170 provide how and when
the Comptroller is to determine that an association is
entitled to commence business’; that the officers and
directors shall certify certain facts to the Comptroller,
who shall thereupon issue a certificate authorizing the
bank to commence business, or inay withhold same if
the bank has been formed ‘‘for any other than the
legitimate objects contemplated "’ by the National Bank
Act, and also for the publication of the certificate.
Full information with regard to this may be had by
application to the Comptroller’s office at Washington.

SEC. 5142. Any Association formed under this title may,
by its articles of association, provide for an increase of its
capital from time to time, as may be deemed expedient, sub-
ject to the limitations of this Title. But the maximum of
such increase to be provided in the articles of association
shall be determined by the Comptroller of the Currency; and
no increase of capital shall be valid until the whole amount
of such increase is paid in, and notice thereof has been
transmitted to the Comptroller of the Currency, and his cer-
tificate obtained, specifying the amount of such increase of
capital stock, with his approval thereof, and that it has been
duly paid in as part of the capital of such association.
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Sections 1 and 2 of an Act to enable National banking associations
to increase their capital stock and to change their names or location,
approved May 1, 1886.

SEc. 1. That any National banking association may, with
the approval of the Comptroller of the Currency, by the vote
of shareholders owning two-thirds of the stock of such asso-
ciation, increase its capital stock, in accordance with existing
laws, to any sum approved by the said Comptroller, notwith-
standing the limit fixed in its original articles of association
and determined by said Comptroller; and no increase of the
capital stock of any National banking association, either
within or beyond the limit fixed in its original articles of
association, shall be made except in the manner herein pro-
vided.

SEC. 2. That any National banking association may
change its name or the place where its operations of dis-
count and deposit are to be carried on, to any other place
within the same State, not more than thirty miles distant,
with the approval of the Comptroller of the Currency, by
the vote of shareholders owning two-thirds of the stock of
such association. A duly authenticated notice of the vote
and of the new name or location selected shall be sent to
the office of the Comptroller of the Currency; but no change
of name or location shall be valid until the Comptroller shall
have issued his certificate of approval of the same.

Section 5142 originally provided that any contemn-
plated increase of capital stock should be provided for
in the bank’s original articles of association, tlie maxi-
mum of such increase being determined by the Comp-
troller at the time of its organization. ‘T'his provision
" was amended, however, by section 1, act May 1, 1886,
quoted above, which provides instead that a National
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bank may at any time determine by a vote of the share-
holders owning two-thirds of the shares to increase its
capital to any amount of which the Comptroller would
approve.

No increase of capital is valid until the bank, having
notified the Comptroller that the entire amount has
been paid in, obtains his certificate of approval thereof.
In other words, the increase has not the legal status of
“ capital stock’ for the purposes of taxation, etc., until
the Comptroller’s certificate is issued.

It will be noted, here and elsewhere, where a vote of
shareholders is required on any question, that the
National Bank Act is silent on the subject of requiring
notice to be given to shareholders, except in cases where
the annual election of directors is postponed beyond the
. regular date. (See section 5149.) With regard to
notice of meetings, the * articles of association ’’ usually
provide for the change or amendment of the articles as
follows :

‘‘The board of directors, or any three shareholders, may
call a meeting of the shareholders for this or any other pur-
pose, not inconsistent with law, by publishing notice thereof
for thirty days in a newspaper published in the town, city,
or county where the bank is located, or by mailing to each
shareholder notice in writing Zkirly days before the time
fixed for the meeting.

In case, however, the ‘‘articles of association '’ of the
bank do not contain the provision quoted, it has been
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held that as a common-law right shareholders are
entitled to receive such notice of meetings, and, as a
bank frequently has non-resident shareholders who
would not probably observe an advertisement in the
local newspaper, it is better to send all the shareholders
notice in writing, also, either by mail or other proper
means. The notice given in such cases should inva-
riably state the place where, and the exact #me when,
the meeting is to be held, and the purpose or purposes
for which it is called. The articles of association
usually provide that each shareholder has the privilege
of subscribing to any increase of capital in the propor-
tion that his holding bears to the total capital before
the increase is made, but in the absence of any such
provision in the articles of association, the shareholders
would probably be entitled to this privilege under com-
mon-law requirements applying to other corporations.

Section 2, act May 1, 1886, above quoted, also pro-
vides that a change of the name of the bank or of its
location, within certain limitations, may, with the ap-
proval of the Comptroller, be determined by a vote of
shareholders owning two-thirds of the stock.

SEC. 5143. Any Association formed under this Title may,
by the vote of shareholders owning two-thirds of its capital
stock, reduce its capital to any sum not below the amount
required by this Title to authorize the formation of associa-
tions ; but no such reduction shall be allowable which will

reduce the capital of the association below the amount re-
quired for its outstanding circulation, nor shall any such
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reduction be made until the amount of the proposed reduc-
tion has been reported to the Comptroller of the Currency
and his approval thereof obtained.

Any reduction in capital stock, like any increase,
is subject to the approval of the Comptroller, and
requires a vote of shareholders owning two-thirds of the
stock, shareholders being entitled to proper notice.
(See remarks under section 5142, on page 32, with
regard to notice.) It has been decided that any reduc-
tion in capital stock belongs to the shareholders, pro
rafa, and must be returned to them, and can not be
retained by the association.

SEc. 5144. In all elections of directors, and in deciding all
questions at meetings of shareholders, each shareholder shall
be entitled to one vote on each share of stock held by him.
Shareholders may vote by proxies duly authorized in writing;
but no officer, clerk, teller or book keeper of such association
shall act as proxy ; and no shareholder whose liability is past
due and unpaid shall be allowed to vote.

At all meetings of shareholders each share of stock
counts as one vote. As the National Bank Act makes
no provision for cumulative voting, this method of elect-
ing directors is not regarded as lawful. ‘The prohibition
that no ‘‘ officer ”’ shall act as proxy for an absent share-
holder applies not only to any president, vice president,
cashier, or assistant cashier, but also to directors, as it
is clear from the concluding paragraph of section 5240
that a director is an *‘ officer ” within the meaning of the

National Bank Act.
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Form of Proxy.

Know all men by these presents, that T —— do
hereby constitute and appoint attorney and
agent for me, and in my name, place, and stead, to vote as
my proxy at any and all elections of directors of —— ——
according to the number of votes I should be entitled to vote
if there personally present.

In witness whereof, I have hereunto set my hand and seal
this —— day of ——, one thousand eight hundred and .

Sealed and delivered in the presence of—}

The *liability ”’ of the shareholder referred to in this
section has been held to apply to his liability for unpaid
subscriptions of stock only. (See United States ex re/.
vs. Barry, 36 Fed. Rep., 346.)

The law does not in terms define what number of
shares constitutes a guorum at meetings called to elect
directors or to decide questions other than those re-
quiring the assent of two-thirds of the whole number
of shares, but it may be safely held that if a bare majority
of the whole number of shares is present—one more
than half, for instance—such majority is legally com-
petent to transact business at such meetings. Some of
the courts have decided that at meetings of this kind a
minority of the whole number of shares may lawfully
transact business, but the presence of a majority would
leave no doubt on this point.
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Sections 5145, 5146, 5147, 5148, 5149, and 5150 are
referred to at length in chapter on “ Qualifications,

Duties, and Liabilities of Directors.”’
Section 5153 provides for the designation of National

banks as depositories of public money by the Secretary
of the Treasury, and defines the duties and liabilities of
banks so designated. :

Section 5154 provides the mode of procedure for banks
organized under the laws of a State, desiring to organ-
ize under the National Bank Act, and defines their
powers, rights, liabilities, etc., after such conversion.

Section 5155 provides that any State bank having
branches may become a national banking association
and as such retain and operate sucl branches.

CHAPTER IL
SHAREHOLDER’S LIABILITY.

Skc. 5151. The shareholders of every National banking
association shall be. held individually responsible, equally
and ratably, and not one for another, for all contracts, debts,
and engagements of such association, to the extent of the
amount of their stock therein, at the par value thereof, in
addition to the amount invested in such shares ; except that
shareholders of any banking association now existing under
State laws, having not less than five millions of dollars of
capital actually paid in, and a surplus of twenty per centum
on hand, both to be determined by the Comptroller of the
Currency, shall be liable only to the amount invested in
their shares ; and such surplus of twenty per centum shall
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be kept undiminished, and be in addition to the surplus
provided for in this Title; and if at any time there is a
deficiency in such surplus of twenty per centum, such asso-
ciation shall not pay any dividends to its shareholders until
the deficiency is made good ; and in case of such deficiency,
the Comptroller of the Currency may compel the associa-
tion to close its business and wind up its affairs under the
provisions of chapter four of this Title.

SEC. 5152. Persons holding stock as executors, adminis-
trators, guardians, or trustees, shall not be personally
subject to any liabilities as stockholders; but the estates
and funds in their hands shall be liable in like manner and
to the same extent as the testator, intestate, ward, or person
interested in such trust-funds would be, if living and com-
petent to act and hold the stock in his own name.

The extent of liability under these sections is meas-
ured in this way: If a shareholder owns one share of
stock (par value $100) and the bank becomes insolvent,
he is liable to lose the $100 invested in the share, and
in addition to this to be assessed for a further amount
up to $100 in case so much more may be needed to pay
the creditors of the bank. In case of insolvency of the
bank, this is the limit of his liability, and in no case
can a shareliolder be assessed for an amount greater
thaun his proportion of the impairment caused by loss,
even though other shareholders fail to pay their due
proportion of same. But where a bank continues in
active operation and by reason of successive losses
from time to time its capital becomes impaired, this
liability is held to be a continuing liability, and the
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shareholders may be called upon from time to time to
pay assessments to restore the capital not exceeding at
any time the par value of their holding but greater than
this in the aggregate of the several assessments. The
‘ contracts, debts, and engagements’’ of an association
for which shareholders are liable are held to be those
only which have been contracted by the bank in the
ordinary course of its business.

The liability which attaches to shares in National
banks should cause the owners of such shares to be
very careful to see that their liability is legally termi-
nated by the proper transfer of such shares, when sold,
to the purchaser, on the books of the bank ‘‘in such
manner as may be prescribed in the by-laws or articles
of association,” for unless this is done the liability may
still attach to the original holder, and, in case disaster
afterwards overtakes the bank, may involve him in loss,
or his estate after his death. (See remarks under section
5139, page 28.) The courts have decided that the real
owner of stock is liable on same, though it may stand
in the name of some other person on the books of the
bank ; and where a shareholder, aware of the insolv-
ency of the bank, transfers his shares for the purpose
of avoiding liability, such transfer is void though made
‘“‘out and out’’ or without consideration to an irre-
sponsible person. Executors, administrators, guardians,
or trustees should be careful to see that the names of
the estates, persons or trusts for which they subscribe
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are fully disclosed to the bank, for unless this is done
they may, under certain circumstances, incur personal
liability.

See the following U. S. Supreme Court decisions :
United States vs. Knox, 102, U. S, 422 ; Richmond vs.
Irons, 121 U. S., 27 ; National Bank »s. Case, g9 U. S.,
628 ; Bowden zs. Johuson, 107 U. 8., 251.

CHAPTER IIIL.

QUALIFICATIONS, DUTIES, AND LIABILI-
TIES OF DIRECTORS.

SEc. 5145. The affairs of each association shall be man-
aged by not less than five directors, who shall be elected by
the shareholders at a meeting to be held at any time before
the association is authorized by the Comptroller of the Cur-
rency to commence the business of banking ; and afterward
at meetings to be held on such day in January of each year
as is specified therefor in the articles of association. The
directors shall hold office for one year, and until their suc-
cessors are elected and have qualified.

SEC. 5146. Every director must, during his whole term of .
service, be a citizen of the United States, and at least three-
fourths of the directors must have resided in the State, Ter-
ritory, or district in which the association is located for at
least one year immediately preceding their election and
must be residents therein during their continuance in office.
Every director must own, in his own right, at least ten
shares of the capital stock of the Association of which he
is a director. Any director who ceases to be the owner of
ten shares of the stock, or who becomes in any other manner
disqualified, shall thereby vacate his place.
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It is plainly evident from these sections the law con-
templates that the management of the bank’s affairs
should be vested in the board of directors, and this intent
is emphasized in the oath which each director is required
by section 5147 to take. ‘The number of directors must
at no time be less than five. They should be elected
annually, on some day in January specified in the
articles of association, and shall hold office for one year,
and if their successors are not then elected they con-
tinue to hold office until their successors are elected and
have qualified.

The qualifications as to citizenship and residence are
plainly defined, and should be rigidly observed in the
formation of a board. Where the board consists of
five members, four must be residents of the State, Ter-
ritory, or District in which the bank is located ; a
board of six must have five resident members, one of
seven must have six, as, also, one of eight.

Each director must own in his own right ten shares
of stock, which is ‘‘not hypothecated or in any way
pledged as security for any loan or debt,” and the
moment a director hypothecafes or sells his stock, or in
any other manner disqualifies himself, his place im-

mediately becomes vacant.

SEc. 5147. Each director, when appointed or elected,-shall
take an oath that he will, so far as the duty devolves on him,
diligently and honestly administer the affairs of such asso-
ciation, and will not knowingly violate, or willingly permit
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to be violated, any of the provisions of this title, and that
he is the owner in good faith, and in his own right, of the
number of shares of stock required by this Title, subscribed
by him, or standing in his name on the books of the asso-
ciation, and that the same is not hypothecated or in any
way pledged as security for any loan or debt. Such oath,
subscribed by the director making it, and certified by the
officer before whom it is taken, shall be immediately trans -
mitted to the Comptroller of the Currency, and shall be
filed and preserved in his office.

This section prescribes the oath of office to be taken
by every director, and that it shall be promptly remitted
to the Comptroller when executed. The qualifications
recited in the oath are chiefly those prescribed in
section 5146, but its chief obligation is that the director
subscribing to it ‘“ will, so far as the duty devolves on
him, diligently and houestly administer the affairs of
such association, and will not knowingly violate, or
willingly permit to be violated any of the provisions
of”’ the national banking laws. It emphasizes the
plain provision of section 5145, that ‘ the affairs of each
association shall be inanaged by "’ its directors, and im-
poses this obligation upon each director in his individual
capacity. Every director should therefore inform him-
self as to the requirements of the law governing the
bank so that he will not ‘“ knowingly ” violate any of
its provisions, and unless he does this it will be impos-
sible “ diligently and honestly '’ to administer its affairs.
No person should, therefore, subscribe to so binding an
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obligation witliout a full understanding of its plain
meaning.

To enable the directors to administer the bank’s
affairs the law specifically invests them with power to do
certain things, which are mainly defined in paragraphs
5, 6, and 7 of section 5136 (see page 25). Here they are
empowered to appoint all the executive officers and
employés, define their duties, fix their compensation,
dismiss them at pleasure, and appoint others in their
place, and also to require bonds of them, fixing the
penalty of same.

In addition to this they are empowered to prescribe
by-laws not inconsistent with law, regulating the man-
ner in which all the business of the bank in all its
details is to be conducted, and further than this, how
all the statutory and incidental powers conferred by law
upon the bank in its corporate capacity are to be
exercised.

It is very plain, therefore, that the success of a bank
will depend largely upon tae character and capacity of
the men who are selected to exercise the ample powers
vested by law in a board of directors. ‘They should not
only be men of good business training, but have a
special knowledge of the fundamental principles of the
business of banking.

In cities the board should meet once a week at least,
and the legal quorum to do business—a majority—should
always be present. In small places the board should
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meet once a month at least. In all cases the board
should appoint a committee of their number, easily
accessible at all times, to make loans and discounts
between regular meetings, and all accommodations made
by such committee should be approved or acted on by
the full board at its next regular meeting. A commit-
tee should also be appointed to make examinations of
the bank, of the same character and thoroughness as
those made by the Government, and these examinations,
to have any value, should always be made unexpectedly,
and without notice to the officers and employés.
Amongst other things, directors are empowered by
section 5199 to declare dividends (see chapter on ** Earn-
ings, Surplus, and Dividends’’); are required to attest
reports of condition of bank made to the Comptroller,
and to do and avoid doing other things, a list of which
may be found in the Index to National Bank Act under
topic, ‘‘ Directors.”” The digest of court decisions in
National bank cases which is contained in each Comp-
troller’s Report, and is added to from year to year, will
be found very valuable by way of showing how the
courts have defined the duties and liabilities of direct-
ors, especially their liability under the provisions of
section 5239, which, under certain circumstances, makes
the directors individually liable for loss or damage sus-
tained by the bank, its shareholders, or any other person.
Surety bonds made by corporations organized for the
purpose of furnishing these are much to be preferred
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to personal bonds, which place the bonded officer or
employé under obligations to friends, who for this ser-
vice may expect some favor or privilege from the bank
in return. ‘The premiums on corporate bonds are
usually paid by the bank, on the same principle as that
which induces it to pay a premium for fire insurance on
the banking house or other property owned by the bank.

The directors are also charged with the duty of
providing a suitable and convenient office, properly
furnished and equipped with a good fire-proof and
burglar-proof vault and safe in which the cash and
other valuables, books, papers, etc., may be securely
kept.

Section 5148 provides that any vacancy in the board
occurring between annual elections shall be filled by
the appointment or election by the remaining members
of the board, of some shareholder duly qualified to act
as director. In any case where an entire reorganiza-
tion of the board is necessary between annual elections,
this may be accomplished by the resignation of the
old board one by one, and the election of a new director
to fill each vacancy so created. ,

Section 5149 provides that in case the annual election
for directors is not held on the regular day fixed by the
articles of association, the old board holds over until
their successors are elected and have qualified ; but after
thirty days’ notice has been published as prescribed, an
election may be held. In case no day for the regular
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annual election is fixed by the articles of association,
and the directors fail to fix a day, shareholders repre-
senting two-thirds of the shares may do this.

Section 5150 provides that the president of the board,
and presumably of the bank, must be a director elected
by the board. (See special chapter on ““ The President,
his Powers and Duties.”’)
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CHAPTER 1V.

GENERAIL BANKING POWERS CONFERRED BY
SECTION 5136, PAR. 7.

To exercise by its board of directors, or duly authorized
officers or agents, subject to law, all such incidental powers
as shall be necessary to carry on the business of banking;
by discounting and negotiating promissory notes, drafts, bills
of exchange, and other evidences of debt; by receiving de-
posits; by buying and selling exchange, coin and bullion; by
loaning money on personal security; and by obtaining, issu-
ing, and circulating notes according to the provisions of this
Title.

Court Decisions Construing These.

As it is very important to know what powers are
granted to a National bank under its charter, the
following extracts from two decisions are quoted, as
throwing some light on this subject, and as show-
ing what a bank may safely and prudently do with-
out exceeding the powers clearly granted by its

charter.
From the decision of the Supreme Court of Penn-

sylvania, in Fowler zs. Scully, in 1873 (Thomp-
son’s National Bank Cases, p. 856), we quote, as
follows, on this point:
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In view of the rule of interpretation of such charters given
to us by the Federal courts, and the maxim expressio unius
est exclusio alferius, the argument might close with the terms
of the power to loan money on personal security; for agree-
ably to this rule and maxim no other security than personal
can be taken for money lent. This is the law of the bank’s
capacity and of its control. It accords also with the nature
of banking as a business, which is precisely described in the
language of the law itself; the discounting and negotiating
of promissory notes, drafts, bills, and other evidences of debt
(meaning, of course, debts ¢jusdem generis, such as checks,
certificates of deposit, etc.); the buying and selling of bills
of exchange, bullion, and lending of money on personal se-
curity. ‘The reasons are manifest. ‘The business of a bank
is commercial, not that of dealing in real estate, brokerage,
etc. It, therefore, does not buy and sell real estate, ground-
rents, mortgages, stocks, produce, etc.

And, further, from United States Supreme Court
decision (First National Bank of Charlotte zs. Na-
tional Exchange Bank of Baltimore, Thompson’s
National Bank Cases, p. 128), as follows :

Authority is thus given to transact such a banking busi-
ness as is specified, and all incidental powers necessary to
carry it on are granted. These powers are such as are re-
quired to meet all the legitimate demands of the authorized
business, and to enable a bank to conduct its affairs within
the general scope of its charter safely and prudently. This
necessarily implies the right of a bank to incur liabilities in
‘the regular course of its business, as well as to become the
creditor of others. Its own obligations must be met, and
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debts due to it collected or secured. The power to adopt
1easonable and appropriate measures for these purposes is an
incident to the power to incur the liability or become the
creditor. Obligations may be assumed that result unfortu-
nately. Loans or discounts may be made that can not be
met at maturity. Compromises to avoid or reduce losses are
oftentimes the necessary results of this condition of things.
These compromises come within the general scope of the
powers committed to the board of directors and the officers
and agents of the bank, and are submitted to their judgment
and discretion, except to the extent that they are restrained
by the charter or by-laws. Banks may do, in this behalf,
whatever natural persons could do under like circumstances.

To some extent it has been thought expedient in the Na-
tional banking act to limit this power. Thus, as to real es-
tate, itis provided (Revised Statutes, sec. 5137; 13 Stat., 107,
sec. 28) that it may be accepted in good faith as security for,
or in payment of, debts previously contracted; but, if ac-
cepted in payment, it must not be retained more than five
years. So, while a bank is expressly prohibited (sec. 5201;
13 Stat., 110, sec. 35) from loaning money upon or purchas-
ing its own stock, special authority is given for the accept-
ance of its shares as security for, and in payment of, debts
previously contracted in good faith; but all shares purchased
under this power must be again sold or disposed of at private
or public sale within six months from the time they are ac-
quired.

Quotations from this decision will also be found
in paragraph on dealing in stocks and bonds (p.

50).
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Power to Borrow Money; Power to issue Time Cer-
tificates of Deposit.

As the question whether a National bank has
the power to borrow money involves the question
as to its right to issue time certificates of deposit,
the following extracts from third edition of “ Morse
on Banks and Banking,” by Parsons, to which we
are indebted for quotations made on other topics in
this work, are given as a summary of judicial
decisions bearing on this subject.

Business Powers. Par. 51, sec. 5. As involved in the
power to receive deposits, a bank may issue certificates of
deposit, which in Massachusetts and Pennsylvania are not
regarded as negotiable paper; but in other States they are
considered promissory notes (which seems clear upon any
defini.ion of a note to be found in the authorities), negotiable
under the same limitations as notes

They are used to save carrying money; but as they do not.
pass by delivery, but only by indorsement, they are not in-
tended to circulate as money in the sense of a banking law,
such as the National or New York law; and, therefore, the
prohibition in those acts of issuing nofes to circulate as money,
other than those provided for or named in said acts, does not
interfere with the power of a bank to issue certificates of
deposit.

They may be payable on demand or on time, if the circum-
stances justify the bank in borrowing on time (see par. 63),
unless there is a restriction in the organic law or by statute.
If a bank can not issue its negotiable promissory note on
time, neither can it issue a negotiable certificate of deposit of
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this uescription. If the note would be void, so, likewise, is
the certificate. If, however, the bank is empowered to issue
promissory notes, subject only to the restriction that it shall
issue none which are designed to pass into circulation as cur-
rency, but only such as become necessary in the ordinary
course and conduct of its affairs, and are strictly business
paper, then it may issue certificates of deposit, whether pay-
able on demand or otherwise, subject only to the same restric-
tion. By reason of* the ease with which such instruments
may be used for circulation, the courts have often been rigid
in scrutinizing them, and applying the strict letter of the law
to them; but they have never, that we have found, substan-
tially modified or departed from the general principles above
laid down.

Business Powers. Par. 63, sec. 9. So far as it is involved in
receiving deposits, borrowing is a part of banking, but bor-
rowing striclo sensu, taking a loan for a definite time, instead
of one payable on demand, as ordinary deposits are, is not a
part of the business of banking, nor a necessary incident
thereof as a continuous practice; but (like every other corpora-
tion in the United States) a bank has an inherent right to
borrow money whenever it is reasonably necessary in the
proper conduct of its business, unless specially restricted.
The privilege is the child of necessity, and is limited by the
same necessity or intrinsic propriety which gives it birth.
The borrowing must be incidental to the legitimate banking
business of the association, otherwise the act is w/tra vires,;
as if the money is obtained for speculation. Aside from the
theory of law, as no one but the bank can well judge whether
a loan is reasonably necessary or not, the practical fact is
that a bank can borrow money whenever it wishes to, and, if
the money is used in its proper business, no fault will be found,
and even if wrongly applied, it will not affect the validity
of the loan as between the parties ordinarily. * * X*
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The right to borrow money is also clearly im-
plied in section 5202, which fixes the limit for such
borrowing as follows:

No association shall at any time be indebted, or in any way
liable, to an amount exceeding the amount of its capital stock
at such time actually paid in and remaining undiminished by
losses or otherwise, except on account of demands of the na-
ture following:

First. Notes of circulation.

Second. Moneys deposited with or collected by the asso-
ciation.

Third. Bills of exchange or drafts drawn against money
actually on deposit to the credit of the association, or due
thereto.

Fourth. Liabilities to the stockholders of the association
for dividends and reserve profits.

From these it will appear that a bank has un-
doubted right to borrow money whenever it be-
comes necessary to do so in the regular course of
business, but that it should not make a practice of
doing so continuously. Whenever it becomes nec-
essary for a bank to borrow money habitually, in
order that it may be able to supply its regular cus-
tomers with accommodations, it is evident either
that its resources are locked up in inconvertible
forms, or that its capital is insufficient.

In the former case, every effort should be made
0 convert its assets into available funds, and in
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the latter it should seek to increase its capital
stock to the extent of its regular needs, for it is
neither safe nor prudent to allow its customers to
depend for accommodation upon funds procured
frequently from a distance, which may at any time
be withdrawn by the lenders; and, further, if a
bank can make a profit by regularly lending money
for the use of which it has to pay interest, it would
seem that it has the ability to make the invest-
ment of additional capital stock profitable to those
by whom it may be contributed.

In conclusion, this power of a bank to borrow
money is one that should be exercised only by the
board of directors, or by the managers of the bank
with the special sanction and approval of the board.
It is a power intended for use in cases of emergency
only, and should be carefully held in reserve for
such occasions.

Bills Payable Defined.

It is a question with a bank sometimes to deter-
mine what items, if any, of its liabilities should be
included under the head of “ bills payable” on its
books, and in its reports of condition. Strictly
speaking, all deposits with a bank are loans to it,
and the marked distinction between a “deposit”
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with a bank and money loaned to, or borrowed by, it
seems to consist in the circumstance that a “depos-
it” usually voluntarily seeks the bank, while a loan
to it is money which the bank seeks to borrow for
a longer or shorter period. But money may be
borrowed by a bank either on the condition that it
is returnable to the lender on demand, or at some
fixed future date. It would seem that this then
should be the dividing line between ‘““deposits,” or
amounts “due to other banks,” and ‘“bills payable,”
namely, that if the amount borrowed is payable to
the lender only at some fixed future date, it should
be entered as “bills payable,” but if payable oz
demand, as ‘ deposits” or “‘due to other banks or
bankers.” In the latter case it is necessary that
reserve should be maintained on the amount bor-
rowed, as is required on all liabilities payable on
demand, but no reserve is required on “bills pay-
able.” It matters not whether money is borrowed
by a bank on promissory note, certificate of deposit,
open account, or otherwise; if it is not returnable
on demand it should be classed as ‘““bills payable.”’

Post-Notes Defined.

It has at times been questioned whether the re-
striction as to issuing ‘ post-notes’ contained in
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section 5183 did not extend to the issuing of time
drafts, time certificates of deposit, and other obli-
gations of the bank conditioned for payment at
some future time, but a recent court decision (Rid-
dle vs. National Bank, Butler, Pa., 27 Fed. Rep.,
503) has declared that time certificates of deposit
are not to be regarded as “post-notes.” This de-
cision, considered in connection with the well-settled
principle that a bank has the right to borrow money
when necessary, would make it appear that the
term “ post-notes” used in the statutes was intended
only to prevent the issue of such notes to circulate
as money.

Right to Deal in Stocks and Bonds Denied by the

Courts.

With regard to the right of a bank to deal in
stocks, the Supreme Court (First National Bank of
Charlotte vs. National Exchange Bank of Baltimore,
92 U. S, 122) expressed the following opinion:

Dealing in stocks is not expressly prohibited; but such a
prohibition is implied from the failure to grant the power.
In the honest exercise of the power to compromise a doubtful
debt owing to a bank, it can hardly be doubted that stocks
may be accepted in payment and satisfaction, with a view to
their subsequent sale or conversion into money, so as to

make good or reduce an anticipated loss. Such a transaction
would not amount to a dealing in stocks.
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In support of this decision we find in the National-
bank Act itself internal evidence to the same effect.
Section 5154, in providing for the conversion of
State banks to National banking associations,
makes an exception in the matter of the par value
of the shares of such State banks, and another ex-
ception with regard to their holding stock in other

banks as follows:

And any State bank which is a stockholder in any other
bank, by authority of State laws, may continue to hold its
stock, although either bank, or both, may be organized under
and have accepted the provisions of this Title.

The only reasonable inference to be drawn from
- this special provision of the law, in favor of State
banks converting to the National system, is that
it was not intended that National banking associa-
tions—originally organized as such—should have
the power to purchase and hold such stocks as
investments.

And so with regard to the right of a bank to deal
in bonds. We quote, as follows, from the decision of
a Maryland court (Weckler ». First National Bank,
42 Md., 581):

To the usual attributes of banking, consisting of the right

to issue notes for circulation, to discount commercial paper,
and to receive deposits, this law adds the special power to
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buy and sell exchange, coin, and bullion; but we look in vain
for any grant of power to engage in the business charged in
this declaration. It is not embraced in the power to ‘‘dis-
count and negotiate’’ promissory notes, drafts, bills of ex-
change, and other evidences of debt. ‘The ordinary meaning
of the term ‘‘to discount’’ is to take interest in advance, and
in banking it is a mode of loaning money. It is the advance
of money not due until some future period, less the interest
which would be due thereon when payable. The power to
‘‘negotiate’’ a bill or note is the power to indorse and deliver
it to another, so that the right of action thereon shall pass to
the indorsee or holder. No construction can be given to these
terms, as used in this statute, so broad as to comprehend the
authority to sell bonds for third parties on commission, or to
engage in business of that character. The appropriate place
for the grant of such a power would be in the clause confer-
ring authority to ‘‘ buy and sell;”’ but we find that limited
to specific things, among which bonds are not mentioned,
and upon the maxim expressio unius est exclusio alterius, and
in view of the rule of interpretation of corporate powers be-
fore stated, the carrying on of such a business is prohibited
to these associations. Nor can we perceive it is anywise nec-
essary to the purpose of their existence, or in any sense inci-
dental to the business they are empowered to conduct, that
they should become bond-brokers, or be allowed to traffic in
every species of obligation issued by the innumerable cor-
porations, private or municipal, of the country. The more
carefully they confine themselves to the legitimate business
of banking, as defined in this law, the more effectually will
they subserve the purposes of their creation. By a strict ad-
herence to that they will best accommodate the commercial
community, as well as protect their shareholders. Such is
our construction of this statute, and it is supported by the
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' best considered authorities and the decided preponderance of
judicial opinion in other States.

From these decisions it would appear that, while
it is lawful for a bank to acquire stocks or bonds in
good faith for the purpose of sccuring debls previously
contracted, the power to “traffic” in them—that is,
to buy them with a view of selling them at a profit—
or to hold them as investments, is not among the
incidental powers enumerated in section 5136, and
is, therefore, a power which it has no legal right to
exercise.

From the general tenor of the law, and the re-
strictions therein imposed, and the construction
placed upon the law by numerous court decisions,
it would appear that the framers of the law in-
tended to prevent the banks, as far as possible,
from getting their assets into any inconvertible
form, and for this reason the restrictions as to real
estate transactions are imposed.

If the investment of their resources in stocks or
bonds, except to save debis previously contracted,
would have the same effect of locking up their
funds as do investments in real estate, and experi-
ence proves that frequently it does, then it would
seem that such investments should be avoided by
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all bank managers who desire to be on the safe side
of the law.

The accumulation of a large fund of surplus and
undivided profits in a bank which it is unable to
invest profitably in such loans and discounts as are
permitted by law, make it apparently necessary for
the bank to purchase stocks, bonds, and other se-
curities as investments for these ‘“surplus funds”
as they are sometimes termed, in order that the
stockholders may realize dividends on these funds,
and this will account mainly for the large holdings
of some banks.

It would seem, however, that the same ends could
be attained if these surplus funds or accumulated
profits were distributed in dividends to the stock-
holders and invested by them in the same securi-
ties, either as individuals, or by trustees acting for
them in groups or as a whole, and such a course
would certainly remove any question as to the le-
gality of such investments when made by the bank
in its corporate capacity.

Purchasing Commercial Paper.

It is the custom of some banks to purchase com-
mercial or business paper, either from brokers or
from the actual owners of such paper without re-
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course to such brokers or owners, or in other
words, without their guarantee or indorsement.
Whether or not the power to do this is granted by
law to a National bank, has never been decided by
the United States Supreme Court, and the decis-
ions rendered by various State courts have been
both favorable and adverse to this view. (See
“Morse on Banks and Banking,” third edition,
by Parsons, pars. 72 and 73.)

The whole question appears to hinge upon the
proper definition of the word * negotiating” occur-
ring in par. 7, section 5136. On this point, as on
some others, the National-bank Act appears to con-
tain some internal evidence as to the intended
meaning of this term, for in section 5200 we find
that “the discount of commercial or business
paper actually owned by the person negotzating
the same” is excepted from the limit as to amount

which is applied to direct loans, or *

‘money bor-
rowed.” As used in this section it is clear beyond
question that the word ‘“negotiating” means sim-
ply “offering for discount,” and, as elsewhere sug-
gested in this work, the evident reason for the
exception of such discounted paper from the limit

applying to ‘‘money borrowed,” was that it was
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of course presumed that the person actually own-
ing and negotiating such paper would indorse
it, or guarantee its payment by the maker. If
this view is incorrect we look in vain for any
valid reason for the exception made in its favor.

It seems not unreasonable to assume, therefore,
that the word ‘‘ negotiating,” as used in par. 7, sec-
tion 5136, and following so closely after the word
“discounting” in the same clause, has the same sig-
nificance as that implied in section 5200, and that it
was intended to confer upon a bank only the power
to “offer for discount” or to “rediscount” paper
which, under the power granted in the same para-
graph, it had already “discounted.”

At all events, so long as this point is not defi-
nitely adjudicated by the Supreme Court, it would
seem to be the safer course for such Nzational banks
as claim the right to exercise this power to purchase
paper without indorsement or guarantee, that they
should consider money invested under such cir-
cumstances practically as ‘“money borrowed” by
the makers of the paper or as direct loans to them;
and, therefore, should limit such purchases in each
and every case to an amount not exceeding omne-
tenth part of their capital stock as prescribed by
section 5200.
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CHAPTER V.

TRANSACTIONS IN REAL ESTATE.

Sec. 5137. A National banking association may purchase,
hold, and convey real estate for the following purposes, and
for no others: :

First. Such as shall be necessary for its immediate accom-
modation in the transaction of its business.

Second. Such as shall be mortgaged to it in good faitk by
way of security for debts previously contracted.

Third. Such as shall be conveyed to it in satisfacticc of
debts previously contracted in the course of its dealings.

Fourth. Such as it shall purchase at sales under judgments,
decrees, or mortgages held by the association, or shall pur-
chase to secure debts due to it.

But no such association shall hold the possession of any
real estate under mortgage, or the title and possession of any
real estate purchased to secure any debts due to it, for a longer
period than five years.

Restrictions Imposed by Law.

It will be clearly perceived from the language of
this section that the on/y purpose for which a
National bank may lawfully * purchase, hold, and
convey real estate” (otherthanits “ banking house’)
is by way of security for ‘“‘debts previously con-
tracted.” ‘This is emphasized by the use of the
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words ‘“‘and for no others” in the first paragraph
of the section, and altogether the intent of the
statute is as explicitly expressed as plain language
can do this, yet in case any doubt arises as to this
intent, we have further the plain construction placed
upon it by the Supreme Court in the decision
already quoted on page 44 in the following lan-

guage:

Thus, as to real estate, it is provided (section 5137) that
it may be accepted in good faith as security for, or in payment
of, debts previously contracted; but if accepted in payment, it
must not be retained more than five years.

This limit of five years was probably fixed by
the framers of the law as affording ample time for
disposing of such real estate.

It is presumed in some cases where a bank is
either unable or unwilling to dispose of real estate
at the end of the five-year limit, that it conforms to
the legal requirement when it charges the value of
the real estate off its books, but this is a mistaken
view of the law, which requires that the title to, or
mortgage on, real estate should be disposed of, and
makes no reference to the appearance of its value
among the assets of the bank.

In some cases the law on this particular point of
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holding possession is construed as referring to
the actual occupancy by the bank of the real estate
for which the bank holds title or mortgage. It is
scarcely necessary to state that the word ‘ posses-
sion” refers to the holding of the written legal
instrument by the bank, and not to the actual occu-
pancy by the bank of the property over which the
title or mortgage gives it legal control.

Securities Based on Real Estate Values.

Besides titles and mortgages, however, there are
so many other forms under which an interest in
real estate may be acquired, to which the /letter of
the law does not apply, and with regard to the hold-
ing of which the question of legality will arise, that
the language of the opinion of the United States
Supreme Court, in its decision in the case of Union
National Bank wzs. Matthews (98 U. S., 658), is
quoted below as bearing directly on this question.

The court, with regard to section 5136, which
permits a bank to loan money ‘“on personal secu-
rity,” said:

Section 5136 does not, in terms, prohibit a loan on real
estate, but the implication to that effect is clear. What is so
implied is as effectual as if it were expressed.
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Passing on to the restrictions imposed by section
5137, it defined the object of these as follows:

The object of the restrictions (in section 5137) was obviously
threefold. It was to keep the capital of the banks flowing in
the daily channels of commerce, to deter them from embark-
ing in hazardous real estate speculations, and to prevent the
accumulation of large masses of such property in their hands
to be held, as it were ‘‘in mortmain.”” “The intent, not the
letter of the statute, constitutes the law.

With this language in view, it would appear
that the holding of real estate iz any form ex-
cept for the purposes clearly stated in section
5137 should be carefully avoided by all bank
managers who desire to conform to the ‘“intent
of the statute.”

For this reason, the holding, as mmvestments, of
any and all stocks, bonds, or other securities,
the value of which rests directly upon real estate,
except to save debls previously contracted, should
be regarded by such managers as violations of
the spzret of the law, if not of its letter.

Some of the forms, other than deeds and mort-
gages, in which real estate values present them-
selves, are the following: land debenture bonds;
the stocks and bonds of land improvement compa-
nies, mortgage and trust companies, building and
loan associations; of companies whose capital is
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wholly invested in theatres, opera-houses, hotels,
elevators, cotton-presses, warehouses, and the
stocks or bonds of any similar enterprises where
the capital is invested mainly, or entirely, in
real estate.

In connection with this subject of holding or
dealing in real estate securities, what is said else-
where with regard to dealing in stocks and bonds
generally (page 51) should also be taken into con-
sideration.

As such stocks, bonds, and other securities of
like nature, though depending largely or entirely
upon real estate for their value, are personal secu-
rity, the holding of them as collateral security for
loans appears to be warranted by law, which per-
mits ‘“‘the loaning of money on personal security.”
(Section 5136.)

Supreme Court Decisions.

With regard to making loans, secured by pledge
of notes or bonds secured by liens on real estate
(such as mortgages, deeds of trust, and the like)
as collateral security for such loans, the Supreme
Court, in the case of Union National Bank vs.
Matthews, already referred to, decided that the
taking of such collateral security is not unlaw-
ful, inasmuch as the mortgage or its equiva-
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lent in such cases does mnot run directly Z
the bank, but to the borrower.

In the Matthews case, the court was asked
to decide as to the legality of the following
transaction:

A National bank loaned a mercantile firm $1 5,000
on its promissory note. ‘The firm assigned to the
bank, as collateral security for this loan, a note for
a like amount made by two persons in favor of the
firm, which note was secured by a deed of trust on
real estate, executed by one of the makers of the
collaterzl note. 'The firm failed to repay their loan
at maturity, and the bank proceeded to realize upon
the real estate, whereupon the maker of the deed
attempted to enjoin the bank from doing this,
“upon the ground that the loan was made upon
real security, which was forbidden by the statute.”

The court decided that the loan was not unlawful,
and the grounds upon which it reached its decision
on this point are given in the following passage
from its decision in the case of Natzonal Bank vs.
Whitney (103 U. S., 99), in which the court clearly
restated the Matthews case, and used the following
language:

In coming to this conclusion this court considered the
transaction in two aspects: first, as not being within the let-
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ter of the statute, because the deed of trust was not executed
{0 the bank. * * %

Viewed in the first aspect, the court held that, as a mort-
gage, the deed of trust was merely an incident to the note,
and a right to its benefit, whether it was delivered or not
with the note, passed with the transfer of the latter. If the
loan had been made upon the note alone, the benefit of the
deed as a mortgage would have inured to the bank by oper-
ation of law. Of course, that which the law would give
independently of a direct transfer by the mortgagee, the
statute did not intend to defeat, because such transfer was
made.

The decision appears to have been based upon
the view, first, that the collateral note, even though
secured by the deed of trust, was personal security;
and, secondly, that the deed of trust (which it re-
garded as the equivalent of a mortgage) was not
executed directly /o the bank.

In making loans on such collateral security,
however, the ofject of the restrictions contained in
section 5137, and the “intent of the statute,” as
defined by the Supreme Court in the Matthews
decision, should always be held in mind; and the
decision of the court in this case is not to be con-
strued as warranting loans on such security, which
do not in reality, as well as in appearance, fully
conform to the actual conditions of the case upon
which the decision was rendered.
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CHAPTER VI

RESTRICTIONS AS TO LOANS IMPOSED BY SEC-
TION 5200.

SEC. 5200. The total liabilities to any association, of any
person, or of any company, corporation, or firm for money
borrowed, including, in the liabilities of a company or firm,
the liabilities of the several members thereof, shall at no time
exceed one-tenth part of the amount of the capital stock of
such association actually paid in. But the discount of bills
of exchange drawn in good faith against actually existing
values, and the discount of commercial or business paper
actually owned by the person negotiating the same, shall not
be considered as money borrowed.

Examples lllustrating Excessive Loans and Such as
are Not Excessive.

There is probably no section of the National-
bank Act that leaves more doubt as to its true and
exact application than this which prescribes a limit
to loans.

As far as the znfent of the framers of this section
can be divined it appears to make a distinction be-
tween ‘“loans” and ‘‘discounts.” The restriction
is limited to “money borrowed” by any *person,”

bAINYS

“company,” ‘“corporation,” or ‘“firm,” including in

the liabilities of a company or firm for money bor-
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rowed, the liabilities of the several members thereof,
and in order to determine whether a “loan” is ex-
cessive or not, it is important to know who gets the
benefit of the ““money borrowed” from the bank.

The paper upon which loans are made varies so
much in form that nothing but the knowledge of
the actual facts connected with each transaction
can enable the officers of a bank to determine
whether or not they are violating this section ¢f the
law.

The number of phases in which the question
presents itself to a bank is almost limitless, but a
few examples are given, by way of illustration,
which, it is hoped, will make the general meaning
more clear than it appears from the text.

1. Taking a bank with a capital of $100,000 act-
ually “paid in,” and assuming that the firm or
company of John Smith & Co. wishes to “borrow
money ” from the bank, up to the limit, it would not
be lawful to loan them more than $10,000 (one-
tenth of the “capital stock”); and the fact that
John Smith & Co. were able to give the strongest
and best indorsers for an amount greater than
$10,000, or to put up collateral security of ample
and undoubted market value, would not entitle them
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lawfully to borrow one dollar more than $10,000, as
the law makes no exception in such cases, the limit
applying solely to the amount of the loan without
vefevence 1o 1ls security.

2. If, before the firm applied for a loan, John
Smith or any one partner had borrowed $10,000
Jor his indrvidual benefit, then it would not be law-
ful to loan anything to the firm, for their limit for
“money borrowed” would have already been ex-
hausted by the loan to such member of the firm.

3. It is questionable whether it would be lawful
in such a case for the bank to loan any money on the
paper of any person, firm, or corporation, with John
Smith & Co., as zndorsers of such paper, if it were
known that John Smith & Co. were directly to get
the benefit of the money so borrowed, for this would
appear to be an evasion of the law; but if any per-
son, firm, or corporation, whose paper was indorsed
by John Smith & Co., wanted to borrow money on
such paper for his or its individual benefit, the fact
that it was indorsed by John Smith & Co. would
not make a loan to such person, firm, or corpora-
tion unlawful.

4. In case John Smith & Co., as a firm, had bor-
rowed no money of the bank it would be lawful to



RESTRICTIONS AS TO LOANS. 67

loan to each member of the firm, upon his individual
credit and responsibility, an amount equal to the
limit, provided the money so borrowed by each
partner was for his individual benefit, and not for
the benefit of the firm.

5. Agam if John Smith & Co. had “borrowed
money’’ up to the limit, and any other person, firm,
or corporation should choose to borrow money of
the bank upon his or its own responsibility and
credit, it would be lawful for any such person,
firm, or corporation, to let John Smith & Co. have
the benefit of the money so borrowed. It is no
affair of the bank to know what disposal is made
by the borrower of the money borrowed.

6. It sometimes happens that several different
Srms have one or more partners in common, and
the question will arise whether it is lawful to loan
each one of the firms an amount equal to the limit.
In such a case it would seem that if such firms are
doing business entirely upon the capital owned
solely by such common partner, or partners, they
should be regarded virtually as one firm, and the
total of loans to them should not exceed the limit;
but if each of the different firms really represents
separate and distinct capital invested in its business,
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it appears that loans up to the limit may lawfully

be made to each firm.

Deposits with Banks and Bankers regarded as
Loans.

Amounts on deposit with State and private banks
and bankers in excess of one-tenth of the capital
stock, have always been held by the Comptroller’s
office to be violations of this section also, for the
following reasons: '

In the decision of Bank zs. Lanier (11 Wallace,
369), which was on some other point of law, the
Supreme Court pronounced the following opinion
as to ‘“deposits,” viz.:

But a deposit is nothing but a loan of money. * * *
It is well known that country banks keep on deposit in New
York with bankers and merchants a considerable amount of
money for their own convenience, for which they receive
more or less of interest. But whether interest be obtained
or not, these deposits are, equally with paper discounted over
the counter of the bank, loans of money, and the reason of
the rule is equally applicable to them. The banker is ac-
countable for the deposits he receives as a debtor, and the
individual borrower of money from the bank sustains no
other relation to it. In both cases money is borrowed, to be

returned in a greater or less period of time, according to the
contract of the parties. '

In this view of the case, deposits are loans, and
as a State bank, a private bank, or a banker is
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either a person, a company, a corporation, or a firm,
any deposit with any such person, company, cor-
poration, or firm is regarded as a loan, or “‘money
borrowed,” and is subject to the restriction as to
amount, which is prescribed by section 5200. It
may be that the courts would not hold that amounts
in excess of the limit sent to such banks or bankers
for collection are to be regarded as in violation of
law, but measures should be taken to reduce such
amounts within the limit as soon as it is ascer-
tained that the collections have been made by the
bank or banker receiving the same.
Exceptions as to Discounts and Examples lllus-

trating These.

Coming, then, to the case of ‘‘discounts,” which
are excepted from the restriction as to amount, two
exceptions are made, as follows:

‘1. The discount of bills of exchange drawn in good faith
against actually existing values;’’ and,

‘2. The discount of commercial or business paper actualiy
owned by the person negotiating the same.”’

Such paper as is clearly embraced in these two
classes, the law says, “shall not be considered as
money borrowed,” and is, therefore, to be excepted
from the restriction as to amount.
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As an illustration under the first exception, if
the firm of John Smith & Co., who had already
‘“borrowed money ” to the extent of the limit, should
offer the same bank bills of exchange drawn against
shipments of cotton, wheat, corn, iron, or any other
merchandise which is readily convertible into
money, it would be lawful for the bank to discount
such paper to any limit which it considered safe.
Such bills or drafts are generally secured by the
attachment of bills of lading for the shipments
against which the bills are drawn, but if the bank
is satisfied of the actual existence of the values
and with the good faith of the parties to the trans-
action, the security of bills of lading, though
desirable, is not absolutely essential.

With regard to the scope of the second excep-
tion, it will be assumed, for the sake of example,
that the firm of John Smith & Co., who have
already “borrowed money” up to the legal limit,
offer to the same bank for discount paper which
they have taken from their customers either for
merchandise sold, money loaned, or other valuable
consideration. In such a case, if John Smith &
Co. are the bona fide owners of such paper, the
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bank may discount it for John Smith & Co. as
‘“commercial or business paper actually owned by
the person mnegotiating the same” to any limit
which, in the judgment of the directors of the bank,
it may be considered safe to do so.

Again, if the business paper of John Smith &
Co. were offered to the bank for discount by any
person, firm, company, or corporation actually
owning such paper, it would be lawful for the bank
to discount the same, although John Smith & Co.
had already “borrowed money” of the bank to the
legal limit.

It would seem that the intent of the framers of
this section was, using a homely phrase, to prevent
a bank from putting “ all its eggs into one basket”
by making direct loans to any one person, firm, or
corporation, for even if the borrower were abun-
dantly good, or could lodge with the bank ample,
undoubted security for the “ money borrowed,” the
loan of a large amount to any one party able to offer
such security might operate to deprive others of
their due share of the benefits afforded by a bank,
which is established for the accommodation of the
public at large.
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The exceptions noted were probably made be-
cause the transactions covered by them were not
only regarded as being generally better secured by
reason of the guarantee of both parties to such
transactions, but also because in this way the bene-
fits of the bank’s resources would be better dis-
tributed to the public for whose accommodation it
is established.

Overdrafts are Loans.

Overdrafts are temporary direct loans to the
parties making them, or “money borrowed” in the
least desirable form, and, as such, should be so re-
garded and treated in computing the total liabilities
to the bank of any person, firm, company or cor.
“poration for ‘ money borrowed.”
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CHAPTER VIL

RESTRICTIONS WITH REGARD TO A BANK'’S AC-
QUIRING AND HOLDING ITS OWN STOCK.

SEC. 5201. No association shall make any loan or discount
on the security of the shares of its own capital stock, nor be
the purchaser or holder of any such shares, unless such se-
curity or purchase shall be necessary to prevent loss upon a
debt previously contracted in good faith; and stock so pur-
chased or acquired shall, within six months from the time of
its purchase, be sold or disposed of at public or private sale;
or, in default thereof, a receiver may be appointed to close up
the business of the association, according to section 5234.
Penalty for Holding beyond Time Limit.

It will be observed that the law provides a pen-
alty which may be summarily applied by the
Comptroller to any violation of the law in this re-
spect, and the reason for this it is not difficult to
find.

Whenever a bank uses any portion of its capital
to make a loan on its own shares, or to purchase
them, it reduces or impairs its capital stock by such
an amount, and, in addition, deprives its creditors
of the additional security afforded by the contingent
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liability attaching to the shares, if held by a solvent
shareholder.

Violations of the spzrzz of this section, if not of
the letter, not infrequently occur upon the organi-
zation of a bank, where shareholders are allowed to
give their notes for a portion or the whole of their
holdings, without being required to lodge their
stock with the bank as security, in dzrect violation
of the letter of the law.

Such evasions of law by officers, on the threshold
of a bank’s career, do not augur well for its future
success, which must depend largely upon honest
and fair dealing with all parties having intercourse
with it.

The term of six months, during which a bank is
allowed to hold its own stock taken for debt, was
probably fixed because regarded as ample time in
which to arrange for its disposal.
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CHAPTER VIIIL

EARNINGS, SURPLUS, AND DIVIDENDS.

SEC. 5199. The directors of any association may, semi-
annually, declare a dividend of so much of the net profits of
the association as they shall judge expedient; but each asso-
ciation shall, before the declaration of a dividend, carry one-
tenth part of its net profits of the preceding half year to its
surplus fund until the same shall amount to twenty per
centum of its capital stock.

SEC. 5204. No association, or any member thereof, shall,
during the time it shall continue its banking operations,
withdraw, or permit to be withdrawn, either in the form of
dividends or otherwise, any portion of its capital. If losses
have at any time been sustained by any such association,
equal to or exceeding its undivided profits then on hand, no
dividend shall be made; and no dividend shall ever be made
by any association, while it continues its banking operations,
to an amount greater than its net profits then on hand, de-
ducting therefrom its losses and bad debts. All debtsdue to
any associations, on which interest is past due and unpaid
for a period of six months, unless the same are well secured,
and in process of collection, shall be considered bad debts
within the meaning of this section. But nothing in this sec-
tion shall prevent the reduction of the capital stock of the
association under section fifty-one hundred and forty-three.

SEC. 5212. In addition to the reports required by the pre-
ceding section, each association shall report to the Comp-
troller of the Currency, within ten days after declaring any
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dividend, the amount of such dividend, and the amount of
net earnings in excess of such dividend. Such reports shall
be attested by the oath of the president or cashier of the
association.

Legal Requirements regarding Net Profits and Sur-
plus; ‘“Bad Debts” Defined.

Section 5199 empowers the directors to declare a
dividend semi-annually, if the “ net profits” of the
bank will admit; and, as there appears to be no pro-
hibition in the law against their declaring dividends
oftener than this, or less frequently, they are per-
mitted to do so, provided they comply with all the
requirements of the law in respect to surplus, divi-
dends, and earnings. Before declaring a dividend
it is necessary, of course, to know whether the “net
profits ’ will admit of this, and section 5204 requires
that ‘“ net profits’’ must be arrived at by deducting
from gross earnings, or “undivided profits” from
all sources, the following items:

1. Expenses and taxes paid.

2. Losses which have been sustained from any cause.

3. The amount of ‘‘bad debts’’ as these are clearly defined
by section 5204. It will be observed here that these debts,
which are technically ‘‘bad,’”’ are not to be confused with
those which are known to be acfually bad, for these latter
should be classed with ‘‘losses sustained;’’ but, at the same
time, section 5204 requires that debts which are ‘‘bad”
technically should always be taken into account in comput-
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ing net profits before declaring a dividend, whether they are
charged off the books of the bank or not.

Having arrived at the “net profits ” in this way,
it is necessary that every bank whose “surp'us
fund” is less than 20 per cent. of its capital stock
should, before declaring a dividend, carry at least
10 per cent. of these profits to this fund as required
by section 5199. The bank may, if it so desires,
carry to the fund an amount greater than the re-
quired 10 per cent. of its ‘“‘net profits,” but, once
this is done, the law makes no provision for with-
drawing the excess so carried for the purpose of
declaring a dividend so long as the surplus is less
than the required 20 per cent. While the law is
entirely silent as to the purposes for which the
surplus is created and may be used, the presump-
tion is that the object of its accumulation is to
provide a fund for meeting unexpected or unusual
losses without resorting to an assessment of the
stockholders, in case such losses exceed the ‘‘un-
divided profits” on hand at the time; and, in this
view of the subject, a bank whose surplus is 20
per cent. or less is allowed to use the whole or a
portion of it to make good such losses, but only
then after it has first exhausted all of its ‘“undi-
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vided profits” on hand. In such a case, a bank
having to use all of its undivided profits for
making losses good, has, of course, nothing
wherewith to declare a dividend, and must per-
force pass its dividend for such a period. As soon
thereafter, however, as its ‘“ net profits ”” will admit,
it may declare a dividend, but before doing this it
will be necessary to carry one-tenth of such profits
to the surplus fund, which has been reduced below
20 per cent., and to continue to do this at the end of
each dividend period until this fund again reaches
the required limit of 20 per cent. '

Whenever the surplus of a bank exceeds 20 per
cent. of its capital, it is lawful for the directors to
use the excess for declaring a dividend or for
making losses good, and in this latter case it will
not be necessary to pass any dividend, provided
the excess over 20 per cent. in the surplus is suffi-
cient to provide for such losses.

Legal Requirements with regard to Reports of Div-~
idends and Earnings; How to Make These Up.

As section 5212 prescribes that ‘“each asso-
ciation shall report to the Comptroller of the
Currency within ten days after declaring any
dividend, the amount of such dividend, and the



EARNINGS, SURPLUS, AND DIVIDENDS. 79

amount of net earnings in excess of such dividend,”
and further, that ‘“ such reports shall be attested by
the oath of the president or cashier of the asso-
ciation,” it is necessary that banks should make
reports to the Comptroller, not only at their regular
semi-annual dividend periods, but also of any quar-
terly or special dividends they may declare between
those periods; and, in order to comply with the
requirements of the law, reports of any such
special dividends should be made in the same
form as reports of earnings and dividends made
at the regular semi-annual periods, so as to show
not only the net profits on hand at date of
previous report, but also the gross earnings from
all sources since, as well as deductions for all
expenses and taxes paid, losses incurred, and
“bad debts,” as defined by section 5204. Other-
wise its ‘‘net earnings, in excess of such divi-
dend,” can not be truly shown by the report.

In making such special dividend reports, it is
not necessary that a bank should close the accounts
on its books, if it does not desire to do so, but it is
essential that all items showing profit and loss for
the period covered by the report should be fully
entered in the report.
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Capitalization of Surplus.

While a bank having a surplus equal to, or less
than, the required 20 per cent. may not be permit-
ted by the Comptroller to capitalize such surplus
in case of any increase of its capital, any bank
having a surplus exceeding this limit is, of course,
permitted to convert the amount in excess of the
20 per cent. into capital if it so desires, for such
excess practically represents ‘‘ undivided profits.”

Where the surplus is equal to, or less than, 20
per cent., the original shareholders may, however,
utilize a portion of this surplus in the following
manner:

The capital being $50,000, the surplus $10,000,
and the proposed increase $50,000, the ratio of the
surplus ($10,000) to the increased capital ($100,000)
will be 10 per cent. If the new stock be placed at
110 (its true value) a premium of $5,000 will be
realized on the increase when sold, which premiumn
should properly go to the original shareholders
(the owners of the surplus) who in place of the
premium so collected relinquish to the new share-
holders a corresponding interest in the surplus
fund.

The rate of premium in any given case may be
‘obtained by dividing the amount of surplus by the
amount representing the total capital stock after
the proposed increase is added.
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CHAPTER IX.

REPORTS OF CONDITION REQUIRED BY SECTION
5211.

SEc. 5211. Every association shall make to the Comptroller
of the Currency not less than five reports during each year,
according to the form which may be prescribed by him, veri-
fied by the oath or affirmation of the president or cashier of
such association, and attested by the signature of at least
three of the directors. Each such report shall exhibit, in
detail and under appropriate heads, the resources and liabili-
ties of the associations at the close of business on any past
day by him specified; and shall be transmitted to the Comp-
troller within five days after the receipt of a request or requi-
sition therefor from him, and in the same form in which it is
made to the Comptroller shall be published in a newspaper
published in the place where such association is established,
or if there is no newspaper in the place, then in one pub-
lished nearest thereto in the same county, at the expense of
the association; and such proof of publication shall be fur-
nished as may be required by the Comptroller. The Comp-
troller shall also have power to call for special reports from
any particular association whenever in his judgment the
same are necessary in order to a full and complete knowledge
of its condition.

SEC. 5213. Every association which fails to make and
transmit any report required under either of the two preceding
sections shall be subject to a penalty of one hundred dollars
for each day after the periods, respectively, therein men-
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tioned, that it delays to make and transmit its report.
Whenever any association delays or refuses to pay the pen-
alty herein imposed, after it has been assessed by the Comp-
troller of the Currency, the amount thereof may be retained
by the Treasurer of the United States, upon the order of the
Comptroller of the Currency, out of the interest, as it may
become due to the association, on the bonds deposited with
him to secure circulation. All sums of money collected fo1
penalties under this section shall be paid into the Treasury
of the United States.

AN ACT

Defining the Verification of Returns of National Banks.

Be it enacted by the Senale and House of Representatives
of the United States of America in Congress assembled,
That the oath or affirmation required by section fifty-two
hundred and eleven of the Revised Statutes, verifying the
returns made by National banks to the Comptroller of the
Currency, when taken before a notary public properly au-
thorized and commissioned by the State in which such
notary resides and the bank is located, or any other officer
having an official seal, authorized in such State to admin-
ister oaths, shall be a sufficient verification as contemplated
by said section fifty-two hundred and eleven: Provided,
That the officer administering the oath is not an officer of
the bank.

Approved February 26, 1881.

Information with regard to Same; Filling Out Sched-
ulés.

The examination of five reports of condition a
year from each of over 3,300 banks mnecessarily
involves a large amount of correspondence between
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the Comptroller’s office and the banks. Much of
this correspondence relates to violations of law,
such as excessive loans, loans on, and investments
_ in, real estate, deficient reserve, etc., but a very large
proportion is made necessary by omissions on the
part of those who make up the reports to fully fill
out schedules on the back of the report, and a little
more care in this respect would relieve the banks
from the trouble and annoyance of replying to the
thousands of letters which are addressed to them
for the purpose of obtaining information which
should be given in the report when rendered.

The law requires the banks to make these re-
ports to the Comptroller  five times a year,” “ac-
cording to the form which may be prescribed by
him,” and, under this authority, he calls for cer-
tain information in the schedules on the back,
which it is important to have in order to know the
true condition of each bank, and whether its opera-
tions are conducted in conformity to law or not.

When it is remembered that, as a rule, the ex-
aminer visits each bank only once a year, it is
very important that these sworn statements of
condition should be full and complete in every re-
spect. In very many cases violations of law and
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incorrect practices, which occur through ignorance
or inexperience, are developed by these reports,
and timely warning and suggestion from the
Comptroller’s office are all that is necessary to
prevent recurrence.

The items which are most frequently omitted
from the schedules are the following:

Bad debts, as defined by section 5204, Revised Statutes.
Other suspended and overdue paper.
Liabilities of directors (individual and firm) as payers

Under the first of these three the bank is re-
quired to state, not debts that are actually worth-
less, but all such as are technically ‘“bad debts”
as clearly defined by section 5204. The amount of
“bad debts” on the books of a bank has a very
important bearing on its condition, for if this
exceeds the sum of its surplus fund and net un-
divided profits, it is an indication that its capital
may be impaired.

The schedule of “stocks, securities, judgments,
claims, etc.,” should clearly show the different
items composing the total of these, and is in-
tended to embrace only such items as are owned
by the bank. Any such items held as collateral
for loans should not be entered here, but in the
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appropriate place in schedule of “loans and dis-
counts.” No real estate items should be entered
here, but in the schedule for ‘“loans and discounts,”
if held as collaterals, and in schedule for “other
real estate and mortgages owned,” if owned by
the bank. In this latter schedule, as also in the
schedules provided for listing “loans and dis-
counts, secured by mortgages or other real estate
security,” it is important to state kow and when
such investments or collaterals were acquired, in
order to show whether they were acquired in con-
formity to provisions of section 5137, and whether
they have been held longer than five years.

In a great many cases replies from the banks
show that no entries are to be made in the schedules
left blank, but as it is impossible to infer this from
the face of the report in the case of bad debts, over-
due paper, liabilities of directors, and excessive loans,
it is necessary to address a letter of inquiry to the
bank in each case. For this reason a note in red
ink is printed conspicuously on the back of the
report, requesting the bank to ‘“fill all schedules,
writing in the word ‘none’ wherever no amount is
to be entered.”
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Verification and Attestation.

After seeing that a report of condition has been
properly filled out, both with regard to the items of
“resources” and “liabilities” on its face and the
schedules on the back, it is necessary to see that it
is signed, sworn to, and attested as required by
law. It must be signed either by the president or
cashier, as no other officer is empowered by section
5211 to do this, and attested by three directors, as
required by the same action. The officer signing
the report, if a director, should not sign in attesta-
tion of his own signature, as it is hardly to be sup-
posed that this was contemplated by the law; and
finally the officer signing should swear to it before
a notary public, or other officer having an official
seal, and authorized to administer oaths, as required
by the act approved February 26, 1881. As this
act provides that the officer administering the oath
should not be “an officer of the bank,” the oath
should not be administered by a director acting in
that capacity, for the reason that in section 5497,
enacted prior to the act of February 26, 1881, a di-
rector is evidently regarded as an officer, inasmuch
as the following language is used: “ Every presi-
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dent, cashier, teller, director, or ot/er officer of any
bank or banking association.”

How to Proceed in Absence of Three Directors, or of
both President and Cashier.

Should it ever happen that the signatures of three
attesting directors required by law can not be pro-
cured within five days after receipt of report blanks,
or should it be impossible to obtain the signature
of either the president or the cashierin time, through
the absence or disability of both these officers, all
that can be done is to make up a temporary report
signed by some other officer, attested by the signa-
tures of as many directors (not over three), as it is
possible to obtain, and promptly forward this to the
Comptroller within the five days allowed. In such
cases, a letter explaining the circumstances should
always accompany the report, and a complete re-
port, made up in all respects as required by law,
sliould be forwarded to him at the earliest possible
day thereafter

Penalty for Delay in Forwarding Reports.

It will be observed that section 5213 prescribes a
penalty of $100 a day for each day’s delay beyond
the period named for forwarding reports of condition,
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“and for this reason particular care should be taken
to forward these reports to the Comptroller’s office
“within five days after the receipt of a request or
requisition therefor from him;”’ that is, within five
days after the date upon which the “call” and re-
port blanks are received by the bank.



REGULATION OF THE BANKING BUSINESS., 89

CHAPTER X.
REGULATION OF THE BANKING BUSINESS.

Section 5190 provides that the usual business of each
National bank ‘‘shall be transacted at az office or bank-
ing house located in the place named in its organization
certificate,” and this appears to mean one office or bank-
ing house, and to prohibit a National bank from having
branck offices in the place where it is located or else-
where.

Legal requirements as to ‘“lawful money reserve,”
rules and forms for computation, etc., will be found
fully treated in the first part of this work.

Section 5196 has an important bearing, inasmuch as
it requires every National bank to take and receive at
par ‘ for any debt or liability to it, any and all notes or
bills issued by any lawfully organized National bank-
ing association.” ‘This in effect makes National bank
currency a ‘“‘legal tender’ to any National bank for
any debt or liability due to the bank, but does not
make it a legal tender for any debt or liability of the
bank to any depositor or other creditor.

Section 5197 fixes the rate of interest which a
National bank may charge and receive at the same
rate as that allowed by the law of the State, Territory,
or District where it is located, and gives it the advan-
tage of any special rate allowed to any bank organized
under State law, where this is the case. Where no
regular rate is fixed by local legislation the rate is
limited to seven per cent. The purchase, discount, or
sale of bona-fide bills of exchange is exempted from
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the limitation as to interest rate on ordinary loans and
discounts, and the rate for this is fixed at not more than
the current rate of exchange for sight drafts, in addi-
tion to the interest.

Section 5198 forbids the charging or taking of a
greater rate of interest than that fixed by section 5197,
and prescribes as a penalty the forfeiture of the entire
amount of interest so charged. It also gives the party
paying such usurious interest the right to recover at law
an amount equal to twice the amount of the interest
paid, provided the action is commenced within two
years from the time the usurious transaction occurred.

Section 5199 is dealt with in chapter on Earnings,
Surplus, and Dividends, and section 5200 in a special
chapter on Restrictions as to Loans, etc.

Section 5201 forbids a bank to make any loan or dis-
count on the security of shares of its own stock, or
to purchase or hold any such shares except to save
loss on a debt previously contracted in good faith,
and further, that when shares have been so taken
they must be sold or disposed of at public or private
sale within six months from time of acquirement.
Unless this is done a receiver may be appointed to close
up the business of the bank violating the law. -It is
clear from the meaning of this section that a National
bank has no lien on the stock of any shareholder for
any debt to the bank prior to that of any other creditor,
and it is equally contrary to the spirit of thissection to
take the note of any shareholder in payment for any
shares of stock in the bank, either at time of organi-
zation or afterwards. In this respect the law clearly
takes all proper precautions to require that the capital
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shall be paid in money, and at all times thereafter kept
intact and unimpaired.

Section;5202 clearly implies that at times when this
is necessary for the well-being of a bank, it may borrow
money in any form it prefers, but limits the amount it
may borrow to the amount of its capital stock actually
paid in and unimpaired. (See chapter on General Bank-
ing Powers.) In this connection it is of great impor-
tance to parties lending money to a bank to know that
the Supreme Court has decided in the case of Western
National Bank »s. Armstrong, 152 U. S., 346, that the
Vice President and Executive Officer of a bank has no
power to borrow money for the bank in the absence of
special authority from the board of directors, and per-
sons dealing with him are presumed to know the extent
of his powers in this regard.

All parties lending money to banks should, therefore,
take means to assure themselves that the directors of
the borrowing bank have formally authorized the offi-
cers to borrow on its behalf.

Section 5203 forbids a bank to pledge its circulating
notes for any purpose, directly or indirectly, or to use
them in any manner or form to create or increase its
capital stock.

. Section 5204 is treated in chapter on Earnings, Sur-
plus, and Dividends.

A National bank, the capital of which is impaired,
is here required, upon receiving proper notice from
the Comptroller, to levy an assessment upon its share-
holders for such an amount as he may decide to be
necessary to make good the impairment. If at the end
of three months from the time he receives notice from
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the bank any shareholder fails to pay in his assessment,
the law makes it the duty of the board of directors to
sell so much of his stock as may be necessary to satisfy
the assessment, and prescribes how the stock should be

sold.

Where stock has to be sold for the assessment thereon
the directors should see that the amount for which it
sells is not less than the assessment, and in case a lesser
amount is bid for the stock it should not be sold.
Neither should stock sold for assessment be bid in
by the bank, for this would be contrary to law, unless
acquired for the purpose of saving a debt.

For what is prescribed in section 5208 as to false
certification of checks, see chapter on ‘‘ The Cashier.”

SEC. 5210. The president and cashier of every National
banking association shall cause to be kept at all times a full
and correct list of the names and residences of all the share-
holders in the association, and the number of shares held
by each, in the office where its business is transacted. Such
list shall be subject to the inspection of all the shareholders
and creditors of the association, and the officers authorized
to assess taxes under State authority, during business hours
of each day in which business may be legally transacted. A
copy of such list, on the first Monday of July of each year,
verified by the oath of such president or cashier, shall be
transmitted to the Comptroller of the Currency.

It will be observed that the list of shareholders
herein required to be kept by the bank is subject
to the inspection of any shareholder during the
business hours of any legal business day. 'This
provision of law is manifestly in the interest of the
bank’s creditors and of the shareholders also, who
are thus enabled to inform themselves as to the
character and responsibility of their associates, whom
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they would be able to reach through this channel, if
under certain circumstances organized action by the
shareholders became necessary.

The provisions of section 5211 with regard to making
and publishing reports of condition, and of Act of Feb-
ruary 26, 1881, as to verifying these reports, are fully
treated in chapter on Reports of Condition.

Treatment of sections 5212 and 5213 will be found in
chapter on Earnings, Surplus, and Dividends.

SEC. 5219. Nothing herein shall prevent all the shares
in any association from being included in the valuation of
the personal property of the owner or holder of such shares,
in assessing taxes imposed by authority of the State within
which the association is located ; but the legislature of each
State may determine and direct the manner and place of
taxing all the shares of National banking associations lo-
cated within the State, subject only to the two restrictions,
that the taxation shall not be at a greater rate than is assessed
upon other moneyed capital in the hands of individual cit-
izens of such State, and that the shares of any National
banking association owned by non-residents of any State
shall be taxed in the city or town where the bank is located,
and not elsewhere. Nothing herein shall be construed to
exempt the real property of associations from either State,
county, or municipal taxes, to the same extent, according
to its value, as other real property is taxed.

By this section it is distinctly declared that, for pur-
poses of State taxation, shares of stock in National
banks shall be treated as personal property, subject to
be taxed in such manner and place as the legislature of
each State may determine and direct ; with these re-
strictions, however, * that the taxation shall not be ata
greater rate than is assessed upon other moneyed capital
in the hands of individual citizens of such State, and
that the shares of any National banking association
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owned by non-residents of any State shall be taxed in
the city or town where the bank is located, and not
elsewhere.”” The aim of this section, while it clearly
concedes to each State the right to tax the shares of
National banks located therein, is to protect share-
holders from any discrimination against these banks
and in favor of moneyed capital invested in State banks
or other enterprises located in the same State. It has
been decided that, while the shares in these banks may
be taxed by each State, the banks themselves can not
be subjected to a license or privilege tax.

On this subject of taxation each annual report of the
Comptroller contains a very full and interesting digest
of legal decisions.

Section 5240 is that under which the Comptroller is
empowered to appoint National bank examiners, and
which fixes their compensation. It leaves the question
how often a bank should be examined entirely to the
discretion of the Comptroller, and provides that no
‘“ director or other officer ” of a bank shall be appointed
to examine the affairs of a bank with which he is
officially connected.

Section 5214 prescribes that no bank shall be subject
to visitorial powers other than those authorized by the
National Bank Act, or those vested in the courts of
Jjustice. :

Section 5243 prohibits the use of the word “ National ”
as part of the title under which any persons or corpora-
tions may do business as bankers, brokers, or savings
institutions, except savings banks authorized by Con-
gress to do this, and fixes a penalty of $50 a day for
each day this provision of law is violated.
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CHAPTER XII

THE PRESIDENT.
His Powers and Duties.

Section 5150 prescribes that “ one of the directors,
to be chosen by the board, shall be the president of
the board,” and, although the law does not in terms
so prescribe, this director, in practice, is the presi-
dent of the bank also.

In the index of the National-bank Act, edition
of 1888, will be found reference to all portions of
this act which specifically define what the president

should do and should not do; and these statutory
requirements apply also in nearly every particular
to the cashier of a National bank.

Besides these statutory requirements, the by-laws
of National banks, prescribed by the directors, gen-
erally make the president “responsible for all such
sums of money and property of every kind as may
Ye intrusted to his care or placed in his hands by
the board of directors, or by the cashier, or other-
wise come into his hands as president,” and pre-
scribe further that “all contracts, checks, drafts,
etc., and all receipts for circulating notes received
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from the Comptroller of the Currency shall be
signed by the president or cashier.”

In this connection it may be noted that the
general form of by-laws for National banks usually
provides as to the ‘“conveyance of real estate)”’ as
follows:

All transfers and conveyances shall be made by the bank

and under the seal thereof, in accordance with the orders of
the board, and shall be signed by the president or cashier.

From this, it is clear that neither the president
nor the cashier is competent to transfer or convey
real estate, which is the property of the bank, to
any other party unless specially authorized to do
so by order of the board of directors.

It is customary for the president to sign the min-
utes of all business meetings (which should also be
attested by the cashier) and also (with the cashier)
to sign all certificates of stock issued.

Beyond the duties here enumerated, and such
others as may be specially delegated to him by the
board, the authority of the president does not gen-
erally exceed that of any other director, although,
as he usually receives a regular salary for his
services, he is expected to devote more of his time
to the supervision of the business of the bank.
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The Vice-President—Powers and Duties.

As to the powers and duties of the vice-president,
the articles of association usually prescribe that the
board of directors “shall have power to elect a vice-
president, who shall also be a member of the board
of directors, and who shall be authorized, in the ab-
sence or inability of the president from any cause,
to perform all acts and duties pertaining to the
office of president, except such as the president
only is authorized by law to perform.”

The signing of circulating notes is the only act
that the vice-president is specially authorized by
law to perform, and he is not therefore legally
qualified to act in the place of the president in
performing any other act prescribed by statutes
for the president.
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CHAPTER XIIL

THE CASHIER.
His Powers and Duties.

By long-established usage the cashier of a bank
is regarded by all concerned as its chief executive
officer, whose duty it is to see that the policy and
plans formulated by the directors—who are the
responsible managers—are properly carried into
execution.

As the success and welfare of every banking
institution necessarily depends in large measure
upon the ability, integrity, and skill of its cashier,
it is important that this officer should have a clear
comprehension of the responsibilities devolving on
him and the powers with which he is invested for
the proper discharge of his duties.

Much of what is contained in this chapter will
apply to the cashier of any commercial bank, but
the duties of the cashier of a Natzwnal bank, which
are here specially considered, may properly be
divided into two classes, as follows:
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1. Those which are distinctly defined by the National-bank
Act.

2. Those which are inherent in his office, whether pre-
scribed by law or delegated to him by the directors, who
appoint him; being such as by well-established usage he is
expected to perform by virtue of his office.

As to the duties of the first class above named,
reference to all of these may be found in the index
of the National-bank Act, edition of 1888, on page
91. The duties which he is by law required to
perform consist, chiefly, of the verification of va-
rious reports and certificates under oath, and the
signing of circulating notes, and certain statutory
restrictions also prohibit his performing acts which
would be either dishonest or injurious to the in-
terests of all concerned.

In this connection it is to be noted that wherever
the statute specifically prescribes that an instru-
ment is to be signed by the cashier or the president,
no other officer of the bank is legally qualified to
sign in the place of either of these officers.

Particular attention is directed to the require-
ment with regard to the certefication of checks.
Section 5208 makes it ‘“unlawful for any officer,
clerk or agent of any National banking association
to certify any check drawn upon the association
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unless the person or company drawing the check
has on deposit with the association at the time such
check is certified an amount of money equal to the -
amount specified in such check,” and further pre-
scribes that while “any check so certified by duly
authorized officers shall be a good and valid obliga-
tion against the association,” its certification by any
officer, clerk, or agent would subject the assoczatzon
to the penalty of being placed in the hands of a
receiver by the Comptroller.

Apparently to correct abuses in this respect, Sec-
tion 13, act July 12, 1882, was afterwards enacted.
which makesthe officer, clerk, or agent wilfully over-
certifying a check personally liable, on conviction,
to severe penalties of fine and imprisonment. This
section is more explicit in its terms than Section
5208, and prescribes penalties for any officer, clerk,
or agent who shall wilfully violate Section 5208,
“or who shall resort to any device, or receive any
fictitious obligation, direct or collateral, in order to
evade the provisions thereof, or who shall certify
checks before the amount thereof shall have been
regularly entered to the credit of the dealer upon
the books of the banking association.”

The second class embraces a wide range of duties,
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the chief of which perhaps are embodied in the fol-
lowing extracts from a general form for by-laws
usually adopted by the directors of associations at
time of organization, viz.:

Under the caption of “Officers” section 7 of this
form prescribes that “ the cashier * * * shall
be responsible for all the moneys, funds, and val-
uables of the bank ”; and under the caption * Con-
tracts’ section 21 prescribes that ‘“ all contracts,
checks, drafts, etc., and all receipts for circulating
notes received from the Comptroller of the Cur-
rency shall be signed by the (president or) cashier.”

These practically commit to the cashier’s safe
keeping and control all the negotiable personal
property of the bank and confer upon him certain
included powers necessary to the proper discharge
of the responsible functions of his office.

Such, for instance, are the giving of certificates
of deposit, cashier’s checks and other vouchers for
money or valuables intrusted to the safe keeping
of the bank; the certification of checks; the signing
of checks and drafts for the purpose of transferring
the funds of the bank from ome place to another,
or for paying its current expenses or other obliga-
tions; the buying and selling of exchange, coin and
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bullion where this is a part of the bank’s regular
business. The cashier also has the power to in-
dorse paper intrusted to the bank for collection,
and upon receipt of money in payment of contracts
to indorse and deliver paper and collateral security
representing the same; but he has no inherent right
to indorse non-negotiable paper, or to compromise a
debt to the bank, or change the terms of an original
contract without express authority from the board of
directors. Of course he has no right in his official
capacity to indorse his own individual paper.

In cases of emergency he may, for the purpose
of meeting the obligations of the bank, rediscount
negotiable paper or pledge negotiable securities
in order to borrow money, and even execute a
promissory note for this purpose; but he is not
empowered to borrow money continuously and
habitually for the purpose of providing additional
capital in this way. As a rule, however, it is better
that all borrowings by the bank should be made
with the knowledge and under the express instruc-
tions of the board of directors.

It is within the power of the directors to limit
these powers of the cashier; but in case he exer-
cised them in spite of such restrictions his acts
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would bind the bank to outside parties who were
without notice of such limitations to powers ordi-
narily inherent in the cashier.

In this connection, the following extract from the
decision of the U. S. Supreme Court in Merchants’
Bank wzs. State Bank (10 Wall., 649), defining in
general terms the authority of the cashier, will be
found valuable and interesting:

The question we are now considering is the authority of
the cashier. It is his duty to receive all the funds which
come into the bank, and to enter them upon its books. The
authority to receive implies and carries with it authority to
give certificates of deposit and other proper vouchers. Where
the money is in the bank he has the same authority to certify
a check to be good, charge the amount to the drawer, appro-
priate it to the payment of the check, and make the proper
entry on the books of the bank. This he is authorized to do
virtute officii. 'The power is inherent in the office.

The cashier is the executive officer, through whom the
whole financial operations of the bank are conducted. He
receives and pays out its moneys, collects and pays its debts,
and receives and transfers its commercial securities. ‘Tellers
and other subordinate officers may be appointed, but they are
under his direction, and are, as it were, the arms by which
designated portions of his various functions are discharged
A teller may be clothed with the power to certify checks, but
this in itself would not affect the right of the cashier to do
the same thing. The directors may limit his authority as
they deem proper, but this would not affect those to whom
the limitation was unknown.
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CHAPTER XIV.

OBTAINING AND ISSUING CIRCULATING
NOTES.

Section 5158 defines the term ‘‘ United States bonds ”’
as meaning ‘‘registered bonds of the United States,”’
when referring to bonds deposited as security for circu-
lating notes issued by National banks.

Section 5159 originally required National banks, be-
fore being authorized to commence business, to deposit
with the Treasurer of the United States, United States
interest-bearing registered bonds to an amount not less
than $30,000, and not less than one-third of the capital
stock paid in, but this requirement has been modified
and amended by sections of two subsequent acts, as
follows :

Section 4, act June 20, 1874, provides ‘‘that the
amount of the bonds on deposit for circulation shall
not be reduced below $50,000,” and section 8, act July
12, 1882, makes the following provisions with regard
to the deposit of bonds to secure circulation and the
percentage of circulation allowed to be issued against
same :

That National banks now organized, or hereafter organ-

ized, having a capital of one hundred and fifty thousand
dollars or less, shall not be required to keep on deposit with
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the Treasurer of the United States United States bonds in
excess of one-fourth of their capital stock as security for
their circulating notes, but such banks shall keep on deposit
or deposit with the Treasurer of the United States the
amount of bonds as herein required; and such of those
banks having on deposit bonds in excess of that amount are
authorized to reduce their circulation by the deposit of law-
ful money as provided by law: Frovided, That the amount
of such circulating notes shall not exceed in any case ninety
per centum of the par value of the bonds deposited as herein
provided.

The construction placed upon these sections is as
follows :

1. That banks having capital amounting to $150,000
or less must deposit bonds equal at least to one-fourth
of such capital.

2. That banks having capital amounting to more
than $150,000 must deposit bonds to an amount of
$50,000 at least.

Other sections of the law provide that the maximum
amount of bonds at their par value, or current market
value if below par, which any bank may deposit for cir-
culation, is the amount of its capital stock, and further,
that the maximum amount of circulation which a bank
may receive is go per cent. of the par value of the bonds
deposited by it, or go per cent. of the current market
value of such bonds if this is below par.

No bank is permitted by law to issue any note of a
- smaller denomination than $s5, and the notes furnished
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them at present are of the denominations of $5, $10,
$20, $50, and $100. ‘These are printed from three differ-
ent “plates’’ of the following combinations, one print-
ing four $5 notes, one printing three $10’s and one
$20, and one printing a $50 note and a $1oo note. A
bank may have its circulation printed from any one of
these plates or from all, as it prefers, but is required to
pay for the cost of preparing the first plate, which is
#50 for the 50-100 plate and $75 for each of the other
two. These plates are engraved, and the currency
printed therefrom, at the Bureau of Engraving and
Printing of the Treasury Department at Washington,
and about six weeks’ time is required in which to prepare
the plate or plates and print the currency therefrom
when a bank commences business. ‘To print additional
supplies, after the plate has been prepared, it takes
about one month. A supply of ‘‘ incomplete currency *’
is always kept on hand in the Comptroller’s Office from
which to replace currency which has been destroyed
because worn or mutilated.

When a bank is authorized to commence business it
receives “incomplete currency” from the Comptroller
equal in amount to go per cent. of bonds deposited, and
must deposit with the Treasurer of the United States at
Washington lawful money equal in amount to five (5) per
cent. of the currency issued to it, as required by provision
of act of June 20, 1874, section 3, to provide for the re-
demption of its circulating notes when presented at the
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Treasury. Under the provisions of this act any bank or
other party holding the notes of National banks may for-
ward them to the U. S. Treasury at Washington in sums
of not less than $1,000, or multiples thereof, for redemp-
tion in lawful money. All notes so redeemed are
assorted, those in good condition, or “fit”’ for circula-
tion, being returned by express to the bank issuing
same, and those worn and mutilated, or ‘‘unfit’’ for
circulation, are turned over by the Treasurer to the
Comptroller of the Currency, by whom they are de-
stroyed by ‘‘ maceration’’ in a machine for this purpose.
The notes so destroyed are then replaced by new ‘‘in-
complete currency ” of equal amount, which is forwarded
from the Comptroller’s office by express to the bank.
Section 5184 provides that the destruction of all National
bank notes must be witnessed by four persons —one
appointed by the Secretary of the Treasury, one by the
Comptroller of the Currency, one by the Treasurer of
the United States, and one by the association which
issued the notes—known as the bank’s ‘‘agent.” These
witnesses are required to sign a certificate of the destruc-
tion in duplicate, one of which is forwarded to the bank.

Whenever the Treasurer redeems any of a bank’s cir-
culation the law requires the bank promptly to reimburse
the Treasurer for the amount disbursed by him, upon
receipt of notice from him to this effect. In addition to
maintaining its § per cent. redemption fund each bank
is required to reimburse the T'reasurer for its proportion
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of the charges for transportation and the costs for assort-
ing its notes which have been redeemed, for which the
Treasurer assesses the bank each year.

The law allows the g5 per cent. fund in the Treasurer’s
hand to be counted as part of the bank’s lawful money
reserve against deposits.

Sections 5160 to 5165, inclusive, provide that bonds
must be deposited in “ proportion to any increase’’ of
capital, and may be withdrawn when capital is decreased,
and for their exchange, transfer, and registration on the
books of the Comptroller and of the T'reasurer.

Section 5166 requires every bank to examine and
compare the bonds it has on depdsit with the Treasurer
at least once a year, and to certify to the correctness of
same, and this may be done either by an officer of the
bank, or by an agent appointed by it.

Section 5182 prescribes that after the circulating notes
of a bank have been signed by the president, or vice-
president, and the cashier, they may be issued by the
bank and circulated as money. Also, that they *‘shall
be received at par in all parts of the United States in
payment of taxes, excises, public lands, and all other
dues to the United States, except duties on imports;
and also for all salaries and other debts and demands
owing by the United States to individuals, corporations,
and associations within the United States, except inter-
est on the public debt, and in redemption of the National
currency.”
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Section 5196 provides further, ‘“that every National
banking association formed or existing under this Title
(the National Bank Act) shall take and receive at par,
for any debt or liability to it, any and all notes or bills
issued by any lawfully organized National banking
association.”

Section 5183 prohibits a National bank to issue *‘ post
notes or any other notes to circulate as money than
such as are authorized by the provisions” of the Na-
tional Bank Act.

In this connection sections 3412 and 3413 impose
upon every National bank, State bank, banker or asso-
ciation a tax of ten (10) per centum on the amount of
notes of any person, State bank or State banking asso-
ciation or of any town, city or municipal corporation used
for circulation or paid out by them, and sections 19 and
20 of act of February 8, 1875, go further, and impose
upon every person, firm, association, other than national
banking associations, and every corporation, State bank
or State banking association a tax of ten (10) per cent.
on the amount of any of their own notes used for circu-
lation and paid out by them, or the notes of any other
person, firm, association (other than National), or of any
other corporation, State bank or State banking associa-
tion, or of any town, city or municipal corporation used
for circulation and paid out by them.

In other places the law requires a National bank re-
ducing its circulation, or retiring it altogether, as in
case of voluntary liquidation, to deposit lawful money
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with the United States Treasurer to redeem same be-
fore the bonds securing same are released, or to sur-
render its own notes instead of depositing the lawful
money.

It also prohibits a bank reducing its circulation to
increase it again for six months after said reduction,
and prescribes that not more than $3,000,000 of lawful
money to retire National bank currency shall be de-
posited in any one month by National banks unless this
is made necessary by the withdrawal of bonds securing
same called for redemption by the United States.

By act of July 28, 1892, it was provided that a Na-
tional bank must provide for the redemption of all cur-
rency issued to it, regardless of the fact that currency
may have been lost by, or stolen from, the bank be-
fore it had been signed by the proper officers as required
by law.

Sections 5214 to 5218 provide for a tax of one-half of
one per centum each half year (equal to one per cent.
per annum), on the average amount of the notes of a
National bank in circulation, for making returns of and
payment of same to Treasurer United States, and also
for enforcing collection of this tax when a bank neg-
lects or refuses to make returns of and pay same.

This is the only tax now imposed by the United
States upon National banks, except that imposed for
issuing or circulating unlawful circulation already re-
ferred to in this chapter.
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CHAPTER XV.

LIQUIDATION AND RECEIVERSHIP.

SEC. 5220. Any association may go into liquidation and
be closed by the vote of its shareholders owning two-thirds
of its stock.

This section, in prescribing the mode of procedure
for placing an association in voluntary liquidation, re-
"quires, as in the case of an increase or reduction of
capital stock, a * vote of its shareholders owning two-
thirds of its stock.” In the absence of any statutory
requirements as to notice, shareholders are entitled to
receive the usual thirty days’ notice required for other
meetings of shareholders (see page 32), and directors
should always see that this notice is properly given.
Although the formal approval of the Comptroller is not
prescribed here, as in the case of reduction or increase of
capital stock, it is customary to obtain this, and should
liquidation proceedings be undertaken by the sharehold-
ers of an insolvent bank without his approval, he would
have the power to estop such proceedings under section
1, act June 30, 1876, which prescribes that when the
Comptroller shall become satisfied of the insolvency of
any association he may, after due examination of its
affairs, appoint a receiver to close up its affairs.
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Other sections in chapter on Liquidation and Receiver-
ship in recent editions of the National Bank Act, provide
how public notice of voluntary liquidation should be
given, how the circulation of liquidating banks should be
retired and bonds withdrawn, and how a bank may go
into voluntary liquidation at expiration of its corporate
existence.

The course of procedure by which the liability of the
shareholders of an association which has gone into
voluntary liquidation may be enforced in the courts by
any creditor of such association is provided by section 2,
act June 30, 1876 ; and section 3 of this act, amended by
act August 3, 1892, also provides for the election of an
agent for shareholders—in the case of a bank which has
been in the hands of receiver and paid all of its creditors—
to receive from the Comptroller and receiver such assets
as still remain, and distribute same to the shareholders.

This chapter provides for the appointment of receiv-
ers of insolvent banks and prescribes their duties, and
prescribes that a receiver may. also be appointed for vio-
lations of the law contained in the following sections,
viz., 5141, 5191, 5201, 5205, and 5208. Also how the
assets of insolvent banks should be distributed and
the receivership expenses paid.

Section 5239 provides that the franchises of an associa-
tion may be forfeited for violations of law which the di-
rectors may knowingly commit, or knowingly permit
the officers, agents, or servants of the bank to commit.
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These violations, however, must be determined by the
proper courts in a suit brought by the Comptroller, in
his own name, before the franchises are forfeited.

By this section, also, where such violations of law are
proven, every director who participated in or assented
to same is made personally and individually liable for all
damages sustained by the shareholders, or any other
persons, as the result of such violations.

Section 5242 prescribes that certain acts undertaken
to prevent the legal application of the assets of an in-
solvent bank, or with a view'to the preference of one
creditor to another, shall be utterly null and void.

CHAPTER XVIL

EXTENSION OF CORPORATE EXISTENCE
OF BANK.

Section 2 of act of July 12, 1882, provides that the
amendment of the articles of association necessary to
enable a bank to extend its corporate existence must
be authorized &y the consent in writing of shareholders
owning not less than two-thirds of its capital stock.
This provision was probably intended to obviate the
necessity for holding a meeting of shareholders to
‘“articles of association’’ in the usual way.
‘‘consent in writing”’ is

amend the
The form upon which this
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given is furnished by the Comptroller. Shareholders
residing at or near the place where the bank is located
may sign this paper in person ; those living at a distance
are usually furnished with a “power of attorney,”
which they must execute and forward to some person
at the place where the bank is located—other than an
officer of the bank—who is then empowered to sign in
their stead.

Sections 3 and 4 of this act also provide that the
Comptroller shall cause a special examination of a bank
to be made before approving of the extension of its ex-
istence, and that the legal status of the bank is not
changed by such extension, but that it continues to
enjoy all rights and privileges, and to be subject to all
liabilities, duties and restrictions as before extension.

Section 5 makes special provision for the appraise-
ment of and payment for the stock of any shareholders
desiring to withdraw from the bank at time of extension,
and also for an appeal to the Comptroller for an appraise-
ment of value of stock in case first appraisement is
unsatisfactory to any shareholder.

Section 6 requires a bank whose corporate existence
has been extended to replace all circulating notes issued
under its original charter with notes of a different design.
A bank extending must therefore have a supply of these
notes prepared by the Comptroller, from a new plate, or
plates {for which the bank pays), and after date of ex-
tension all notes of its old issue which are redeemed are
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destroyed and replaced with those of the new design.
At the end of three years from date of extension all old
issue notes outstanding must be redeemed by deposit of
lawful money, in place of which notes of new design are
immediately issued to the bank. '

CHAPTER XVII.

CRIMES, JURISDICTION, ETC.

In this chapter of the National Bank Act will be
found the penalties prescribed for improperly issuing,
pledging, counterfeiting, imitating, or mutilating Na-
tional bank circulation, or any obligations of the United
States which are defined by the terms of section 5413.
Also penalties for counterfeiting any plates or other
material from which this circulation or obligations are
engraved or printed.

The section which is of the greatest and most vital
importance to bank officers, however, is the following :

SEc. 5209. Every president, director, cashier, teller,
clerk, or agent of any association who embezzles, abstracts,
or willfully misapplies any of the moneys, funds, or credits
of the association, or who, without authority from the direc-
tors, issues or puts in circulation any of the notes of the
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association ; or who, without such authority, issues or puts
forth any certificate of deposit, draws any order or bill of
exchange, makes any acceptance, assigns any note, bond,
draft, bill of exchange, mortgage, judgment or decree ; or
who maks any false entry in any book, report, or statement
of the association, with intent, in either case, to injure or
defraud the association, or any other company, body politic
or corporate, or any individual person, or to deceive any
officer of the association, or any agent appointed to ex-
amine the affairs of any such association ; and every person
who with like intent aids or abets any officer, clerk, or agent
in any violation of this section shall be deemed guilty of a
misdemeanor, and shall be imprisoned not less than five
years nor more than ten.

The attention of bank officers and employés should be
most pointedly called to this section, as it imposes a
penalty of imprisonment for not less than five years
nor more than ten upon any one found guilty of the
violation of its provisons. '

Section 5208, amended by section 13, act July 12,
1882, also prescribes a penalty of fine and imprisonment
for any one found guilty of falsely certifying to checks
drawn on a National bank by any person not having a
sufficient balance to his credit on the books of the
bank.

This chapter also provides for general jurisdiction of
National bank cases, what papers shall constitute evi-
dence, and how suits against United States officers or
agents shall be brought.
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CHAPTER XVIIL

MISCELLANEOUS.

The National Bank Act and the Statutes at Large
provide for the designation and duties of public deposi-
taries of public moneys, the deposit and withdrawal
of same, for deposits of public funds by certain post-
masters, and penalties for misapplication of money-
order funds, for unauthorized deposit of public money
and unauthorized receipt or use of public money, for
text of which provisions, see chapter on Government
Depositaries (National Bank Act).

The following statement with regard to ‘‘ legal tender
and lawful money,” made in a recent compilation of
the National Bank Act, will be found valuable by bank
officers :

‘““The following statement concerning the legal tender
properties of money of the United States is based upon
United States Revised Statutes, sections 3585, 3586, 3587,
3588, 3589, and 3590, and the acts amendatory thereof and
additional thereto.

‘““Gold coin, standard silver dollars, subsidiary silver,
minor coins, United States notes, and Treasury notes of
1890 have the legal-tender quality as follows : Gold coin is
legal tender for its nominal value when not below the limit of
tolerance in weight ; when below that limit it is legal tender
in proportion to its weight; standard silver dollars and
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Treasury notes of 18go are legal tender for all debts, public
and private, except where otherwise expressly stipulated
in the contract ; subsidiary silver is legal tender to the ex-
tent of $10, minor coins to the extent of 25 cents, and United
States notes for all debts, public and private, except duties
on imports and interest on the public debt. Gold certifi-
cates, silver certificates, and National bank notes are non-
legal-tender money. Both kinds of certificates, however,
are receivable for all public dues, and National bank notes
are receivable for all public dues, except duties on imports,
and may be paid out for all public dues, except interest on
the public debt.

‘““The term ‘lawful money’ is understood to apply to
every form of money which is endowed by law with the
legal-tender quality. (See Opinions of Attorney-General,
vol. 17, 123.) "’
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PART THIRD.

INTERNAL ADMINISTRATION AND BOOK-
KEEPING.

In every line of business good administration and
bookkeeping is of the utmost importance, and in the
banking business it is especially necessary not only
that all transactions should be recorded in a clear, sim-
ple, and systematic manner, but also that every precau-
tion be taken to guard against the possibility of fraud
or dishonesty on the part of any officer or employé who
has anything to do with the bookkeeping of the bank
or any department of its business.

Again, as competition in the banking business com-
pels a bank to do a great many things for its customers
involving clerical labor and expense for which it re-
ceives no direct profit, it is absolutely necessary that
the very best and simplest devices be used to minimize
such labor and expense to the greatest degree.

The outline of a system of bank administration and

. bookkeeping, including some of the best printed forms
and devices, is embraced in the following suggestions:

Recsiving Teller’'s Work.

When a deposit is made by a customer the teller re-
ceiving it should see that the deposit slip clearly shows
the amount deposited and the details of coin, notes,
checks, etc., composing same; and after satisfying
himself as to the correctness of this, and the genu-
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ineness of the money and checks, he should enter the
amount deposited in the pass-book which the depositor
should have with him. He should then, or as soon as
able, enter the name of the depositor and the amount
in a blank book suited to the purpose, placing’ the
deposit ticket on file for further use by the individual
ledger bookkeeper, who should enter the amount of the
deposit to the credit of the depositor on his ledger from
this deposit ticket. During the day as he has leisure,
or with assistance, the teller should assort the deposits
received, doing up the paper currency in packages—
fifty notes in each is most convenient—assorting the
various kinds in different packages. Around each pack-
age should be placed a paper strap, ready gumimed, and
having the proper amounts, $50, $100, $250, $500, $1,000,
etc., printed on them. Money put up in gummed paper
straps, which may be moved without unpinning, is
easier to count and, besides, the use of pins injures the
notes to some extent. Checks on various banks should
also be assorted and listed, each bank to itself, ready for
exchange through the clearing house, or by messenger
or mail where they are on outside banks. The gold,
silver, and minor coins should also be properly assorted
and done up into bags or paper packages, ready for con-
venient counting. At close of business the figures
showing the deposits in the blank book referred to
should be added up and a count of the cash actually on
hand made, and the total of each should of course
agree after proper deductions are made. The total of
entries on the book should also agree with the total
of the deposit tickets, which should be summed up by
the individual bookkeeper or bookkeepers. Where
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there are two individual ledgers the accounts in each
are usually divided alphabetically, those in one being
comprised between the letters A to K, and in the
other between I, toZ, and further subdivided if more
than two ledgers are necessary. When, therefore, there
are two or more ledgers the tickets and entries on the
teller’s memorandum book should be divided alphabet-
ically, so that the tickets may be passed on to the re-
spective bookkeepers for entry on the ledgers, and the
total entries in each ledger compared with the total of
deposits shown by the teller’s book. One advantage of
such a hook kept by the teller is that it isa check upon
the bookkeeper’s work.

Upon each check received by the receiving teller he
should stamp the letters R. T. with a rubber stamp
bearing the proper date also, to indicate how and when
it came into possession of the bank, and to prevent
improper use. In addition to this, checks on the bank
itself deposited should be properly cancelled by a punch-
ing or perforating machine.

All checks on banks outside of the place where the
receiving bank is located, called ‘‘foreign” checks,
should be turned over by the receiving teller to the
correspondence or mail clerk to be forwarded by mail
to other banks for payment or collection. Of these
“ foreign ” checks the teller should keep a separate list
in a memorandum book. The same course should be
pursued by the ‘‘paying’’ teller with regard to any
foreign checks coming into his possession.

When the receiving teller’s cash is made up at the
close of the day, the result of his day’s work should be
summarized, and the amount of money, checks, and
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other items remaining on hand entered in ink on a book,

in printed form something like this :

RECEIVING TELLER'S BALANCE BOoOk
Monday, March 30, 1896.

Receipts :

Deposits, ledger A to K..coverrrieiiunsuenseneeniieinescnens .| '$23 215
Deposits, ledger I, to Z. .|| 30642
ATIIOUNL FrOM 110LE CIETK. +veorssresorrsersersorserssorsosssemssreseorn 5063
Amount from mail clerk...ccccoverirrrenenninnnnns creererntenens 4091
Amount from exchange clerk....ccceeivrrvnnnennes 10 041

Total receipts.......... ereesteneteeesnrnaseasensesssssssanes covenee 73 345

Less:

Checks on bank, charged up.....ccccecevuvr vennnn. $41/263/52
Foreign checks mailed for collection.............. 6(082,25( | 47 345
Cash turned over to paying teller, as follows...... _ 32; 709
Exchanges for clearing house ....................... $15/062|75
Checks and cash items.....cceevevrrunsvecrareennocennnen 3l041/gh
Nickels and cents.........ccoeeuuueeenneniniinienieennnns 25|73
National bank notes . 250|00
Silver—dollars, $30 ; fractional, $40 70(50
Silver certificates......... Ceonannete ssennsen || 4j299(00
Gold—coin, $560; cemﬁcates, 3500 ........... 1/060/00|
Gold—clearing house certificates. ....eeverrenn.
Legal tender notes....... tesstestreeneeetessrenneensorese 1/gooloo
U. S. certificates for legal tender notes.......ceee BN O P

X ) N $25(709/94 I

62
81
92
73
63

71

94

After proving and balancing his cash the receiving
telter should turn over the amount he has on hand to
the paying teller, who should carefully verify or count

the amount received by him.
Paying Teller’'s Work.

While the receiving teller commences the day without
any money on hand, the paying teller must be provided
with a sufficient amount to meet the ordinary demands
of the day at least, and should see before the opening
for business that his cash is properly and conveniently
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done up in packages or arranged loose so that it may be
readily paid out to customers. As a rule, a bank pays
at its counter only checks drawn upon itself, although
sometimes, as an accommodation to good customers, it
‘‘cashes’’ checks drawn on other banks.

When a check drawn on the bank is presented for pay-
ment, the teller should carefully examine it to assure
himself of the genuineness of the signature and as to the
amount called for. If the amount written in the body
of the check does not agree with the amount shown in
figures, then the written amount should determine the
amount to be paid. If the teller has any doubt whether
the drawer of the check has a sufficient amount to his
credit, he should inquire of the bookkeeper keeping the
depositor’s account before paying the check, and be
governed accordingly. If necessary to refuse payment
of a check, he should simply say the account is not
good for amount of the check, and the bank is under no
obligation to inform the person presenting the check
how much, if anything, the drawer of the check has to
his credit in the bank, unless the check is presented by
the drawer or his proper representative. If the teller
has any doubt as to the genuineness of the signature he
should carefully compare it with the signature of the
drawer on file in the bank. In case a bank paysa check
on a forged signature it must bear the loss so incurred.
If a check is payable to the order of a certain person
and is presented by that person, the teller, if he does
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not personally know him, should require him to identify
himself as the right person through some other person
known to the teller, and to endorse the check before it
is paid. If a check drawn to order and endorsed is pre-
sented by some person other than the endorser, the teller
should satisfy himself that the endorsement is genuine,
that the check is in proper hands, and further, require
the person presenting it to endorse it also. Especial
care should be exercised by the teller in cashing checks
drawn on other banks for customers to see that they are
apparently good ; and all such checks cashed, whether
or not payable to order, should be endorsed by the per-
son receiving the money for them. As the teller pays
a check he should enter the name of drawer and amount
in a memorandum book, separating checks on other
banks from checks on his own bank, and should stamp
it ‘“paid,” with a rubber stamp bearing also the name
of the bank and the date of payment. Before leaving
his custody all checks on his own bank should be can-
celled so asto prevent improper use of them in dishonest
hands. During the day checks paid should be charged
up to the accounts of depositors on the individual led-
ger by the bookkeeper, who should make his entries
from the checks themselves. At the close of business
the teller should foot up his memorandum of all checks,
etc., paid or cashed during the day and deduct the
amount of same from the amount of cash on hand at the
beginning of business; the balance remaining should be
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represented by actual cash, checks, or memoranda on
hand, which he should verify by actual count. After
receiving all cash, checks on other banks, post-office
orders, etc., from the receiving teller, he should make a
final statement of the day’s transactions and of all cash,
checks, etc., in his custody, in a book, in printed form
something like the following:

PAVING TELLER'S BALANCE BOOK.
Monday, March 30, 1896.

Balance—cash on hand close business, March 28............. ' $150422'73
Am't rec’d from recv’g teller, close of business, Mar. 3)..... | 2570994
Total..... teeee reeessererneecennanaes et s et st s $17613267
Deduct : .
Checks on bank, paid and charged up ......... $50 47542 .
Exchange on foreign banks, remitted for coll. 10/563:94 ' 6103936
Cash bal. on hand, close Mar. 30, as follows... ||...... ROP PO 3 ¢ 150933_1
Exchanges for clearing house........ccceiveueeeeee 16|571|55 |
Checks and cash items....... 4/592/41
Nickels and cents..... 105|85
National bank notes.....cceeeeerenniriueniiinniiennnes 1|045,00
Silver—dollars, £325; fractional, §642.50....... 96750
Silver CertifiCates ....oeeeeteiireaneeencrsenesoncascrnns 20|715|00
Gold —Coin. $5,075; certificates, 10,5c0........ 15(575(00 || i
Gold—clearing house certificates........c........ 5/ooojoo ||
Legal tender notes «.ccevvevreriiriniennnnnnnn ... || 40|521}00
U. S certificates for legal tender notes 10/000(00
TOtAl ceovenninnenreeeerrenciiiiininnaneceeissnas $r1slogzizr

The teller should not be allowed to pay the check of
any depositor not having the amount to his credit on
the ledger, or to pay any money to any employé or
officer of the bank on account of salary without express
or special permission of the managing officer of the
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bank, and his cash should be kept clear of all overdue
notes, dishonored checks, and other memoranda which
are not immediately convertible into money.

The totals of transactions in his cash, showing checks
paid, balance of cash on hand, and checks turned over
to correspondence clerk, if any, should be reported
directly by the paying teller to the general bookkeeper,
who should compare the figures so reported with simi-
lar totals reported by the individual bookkeepers,
receiving teller, correspondence clerk, and any other
clerk reporting transactions connected with the cash.

Exchanges for Clearing House.

Wherever there is a group of banks located, the usual
custom is to form what is known as a ‘‘clearing house
association,’’ for the convenience of exchanging checks
on each other received during the previous day’s busi-
ness, and paying the balances to or from such banks
resulting from such exchange, and such checks are
called “ exchanges for clearing house.” Each bank
assorts such checks at the close of business, makes a
list of same, and sends the checks and lists at some
stated hour the next morning, by a representative, to
the “clearing house,” where such an exchange of
checks between the different representatives is made
that each receives all the checks drawn on his bank.
These are then footed up by each representative and
the amount is given to the ‘‘ manager”’ of the clearing
house, who tabulates the results. If any bank receives
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its own checks to an amount greater than the total of
checks on other banks it has brought to the clearing
house, then it owes a balance, or is said to be debtor to
the clearing house. If the amount of checks received
is less than those delivered, then a balance is due to
the bank, or it is creditor at the clearing house. The
total of the balances due from the ‘‘debtor’’ banks
will always be equal to the total of balances due # the
‘“ creditor” banks. Assoon as these balances are deter-
mined each bank representative takes its checks back to
the bank for examination as to their genuineness and
goodness. If any preve to be forged, or improperly
endorsed, or drawn for an amount exceeding the balance
to credit of the drawer, they should be sent back to the
clearing house at a later hour agreed upon for paying
and receiving balances, called “ settling,’’ to be returned
to the banks from which they were received. After
changes in the balances made necessary by such returns,
if any are made, the debtor banks pay the manager
the balances due by them, and he immediately uses the
money so received to pay the balances due to the credi-
tor banks. The kind of money in which balances are
settled at the clearing house is usually such as is agreed
upon by the banks forming it. Sometimes settlements
are made in what are called “ clearing house certificates,”
representing gold coin or some other form of money
specially deposited by the banks receiving same with
some bank or banking institution which undertakes the
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safe keeping of such money and the issue and redemp-
tion of certificates for same. The advantage of such
certificates, where transactions are large, is that they
save both the expense and risk which would be incurred
in carrying the actual coin or money represented by
themn, and this also is the chief advantage of the clear-
ing house system. Where a bank is not a member of
the clearing house, the other banks are under the
necessity of sending a messenger to the bank to ex-
change checks and settle balances, with all the labor
and risk resulting therefrom. ‘

Individual Ledgers.

The ledgers in which accounts with depositors are
kept are called *‘ individual ledgers,” and in the keeping
of these the greatest accuracy, simplicity, and clearness
should be attained. They should be so kept that the
balance of each depositor’s account may at any time be
readily seen, and they should be frequently balanced
to verify their correctness. ‘The only evidence of the
bank’s liability to him held by the depositor of money
on open account in the ordinary way, are the figures
entered by the teller in his pass-book when a deposit
is made, and the best and most conclusive proof of the
correctness of the depositor’s account on the individual
ledger is the actual comparison of the amounts entered
in his pass-book with the amounts credited to him
on the ledger. All pass-books should therefore be fre-
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quently called in by the bank, and after the checks
paid by the bank are entered therein, the difference
between the total of checks paid and deposits received
should agree exactly with the balance to the credit of
the depositor’s account on the ledger. To make this
test of correctness most valuable, the comparison of the
pass-book with the ledger should be made by some
person who is not the keeper of the ledger. As serious
defalcations have occurred through lack of this pre-
caution, it is very essential that it be taken in every
banking institution.

One good form of individual ledger is what is called
the three column or balance column ledger, because
it has a column for checks paid or other debit entries,
one for deposits or other items credited, and a third
for showing the balance after each entry or the day’s
entries are made in the account.

The following is a specimen of an account in such a
ledger, showing debits, credits, and balances.

ForM BALANCE COLUMN INDIVIDUAL LEDGER.
HENRY BROWN.,

Date. Items. Debits Credits. ‘| Balance.

1896 | i
Mar..| 10| By deposit....c.cccc....... RO N 235 eeeedeenndn.
To checks 10 i ! i
15 i | i
20...eeenrenens 45 | [e--- faeeeefored! 190
- To checks 20 | :
. 30.32.cciieenn) 50(32 [[eceeeueenn 139,68
13 | By deposit...ccceenieennnnen, 500 | 640/18
15 | By deposit...cccees weeueens i ISR lq00[ || 1 o4o|18
To checks 50. 60 ! . :
40. 30 ! { |
10.50 I9 20950 | |eveeirennsfinnen 83068




130 HAND-BOOK FOR BANK OFFICERS.

The advantages of this ledger are that a transcript of
any account, when needed, as when the items of checks
paid have to be entered in the depositor’s pass-book, is
more readily made, and it is more convenient for com-
paring the credit entries in the pass-book. While it
shows the balance of each account whenever it changes,
still, proof of the totals of all balances can be made
only by taking them off on a sheet or in a book and
adding these together A ledger of this kind should be
proved in this way at least once a month. The aggre-
gate of these balances should, if there is no error in the
ledger, equal the balance of individual deposits on what
is known as the general ledger, described further on.

Another form of ledger is called the ‘‘Boston,”
‘‘skeleton,’” or ‘“daily balance.” This also has three
columns, viz., debit, credit, and balance columns, but
instead of showing the entries in any account below
each other, running from top to bottom of the page,
the names of the depositors are arranged one under
another from top to bottom of the page, and the account
of each depositor is carried horizontally across the page,
the entries in each account for any stated date being
made in a column bearing such date at the head. The
following is a specimen of such a ledger :
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FOrRM DAILY BALANCE LLEDGER.

Names. Mar 9l March 10, 1896. March 11, 1896.
|
T8 i |
80 4wl B 5| 4| 8
gl 5 B g i3 = g
4% Bl 3 3| %|4
m iy Al O =] (=] 8] /<
. 505 i | 321} !
J. Adams............ 20350 10{ 400 53350 4052c.c... looe] 17198
| 400 - 15 ﬁ |
H. Brown........... 42092 5022 300 27070\ 21 65 | 164170
. i P 4 !
T. Smith ........... 203)| 200 - 53345 335I45 62| | 326 | 19945
Totals.....eeeeens 626/45/|...... l' ...... 1 139’6__5 ...... [ ...l 536113

The chief advantage of this ledger is that it affords
opportunity for making a daily proof of the balances
shown on it, and of comparing same with balance of in-
dividual deposits shown by the general ledger. In this
- way the correctness of each day’s work is tested by
itself, and errors made in the postings are more readily
found than when a ledger is proved but once a month.
It is not as convenient for writing up and comparing
pass-books, and involves more labor than the balance
column ledger, because the balance of each and every
account, whether it has changed or not, has to be carried
forward to the next day’s column before the ledger can
be proved.

A form of ledger recently patented, known as the
‘‘Rand’s patented Individual Ledger and Index Book,”
manufactured by the Rand Ledger Co., North Tona-
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wanda, N. Y., appears to combine the best features
both of the ‘balance column’ and ‘‘daily balance
ledgers, as it is substantially the balance column ledger
divided into sections of twenty or more leaves by a leaf
of stiff cardboard, the margin of which projects beyond
the leaves, upon which margin are metal slides, into
which slips of paper bearing the names of depositors
are first inserted, space being left at the outer end of
each slide sufficient to contain a slip of paper upon
which the balance of the depositor is written. Every
time any balance changes the slip is removed and a
new slip showing the changed balance is inserted in-
stead. The device admits of making a daily proof of
all balances and still saves the labor of carrying for-
ward those balances which have undergone no change
during the day. Full informatiou can be obtained from
the company making these ledgers.

Whatever kind of individual ledger is used, deposits
or other entries should be made by the bookkeepers
from the ‘“deposit tickets” furnished by the receiving
teller, and debits should be made from checks paid by
the paying teller or deposited with the receiving teller.
All entries when made should be checked, if possible,
by some other person than the keeper of the ledger,
and the bookkeeper should aggregate the credits and
debits entered for the day and compare his aggregates
with the receiving and paying tellers’ totals of deposits
received and checks paid, respectively. Where there
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are two or more individual ledgers, the bookkeepers
should be made to change ledgers from tie to time, or
be ‘‘rotated,” as a further check to possible fraud or
dishonesty. - When the balance column ledger is used,
some additional safeguard is afforded by having some
person other than the bookkeeper take off a trial bal-
ance unexpectedly and without previous notice; but
the most efficient check is the frequent and constant
comparison of depositors’ pass-books with their accounts
on the ledger by some person other than the book-
keeper, as already recommended.

Discount Clerk’s Work.

All paper representing loans and discounts made by a
bank, after having been authorized by the directors, or
the discount committee, should be numbered sequen-
tially, so as to give each piece an individuality by which
it might afterwards be known and traced, if necessary.
If possible, this numbering should be done with an
automatic stamping machine. After this, each loan
or discount should be entered, in the order of its nun-
ber, in a book which will show a record of its number,
date of execution, the name of maker or makers, the
name of endorser, acceptor or guarantor, date of matu-
rity, amount of face of note or draft, amount of discount
deducted or of interest added, with a blank space after
this data for making any additional remarks found

necessary.
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For collateral paper a separate record should be kept,
including a description of the collateral described in
each note, in addition to other data ; and still another
separate record for all demand paper, whether or not
secured by collateral.

After this is done the demand paper should be kept
in a separate package, arranged alphabetically, and the
time paper, whether secured by collateral or not, in a
package or packages arranged in the order of date of
maturity.

The certificates of stock, bonds, etc., held as collateral
for each loan should be placed in a separate envelope
of stout manilla paper, large enough to hold the collat-
eral easily, and the envelope should have a printed form
on one end for noting the necessary data with regard to
the collateral placed in the envelope and the note se-
cured by same.

These envelopes should be arranged either in alpha-
betical or numerical order for easy reference, and
placed under lock in the custody of one person, who
should be responsible for their safe keeping. They
should be verified by actual examination from time to
time, and great care should be taken to replace each cer-
tificate, bond, etc., in its proper envelope after examin-
ing same. Whenever any change is made in the collat-
eral lodged for any loan, the change should be noted
in the collateral note and on the envelope, and the
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maker of the note, or his representative, should receipt
to the bank on the discount register for any collateral
surrendered by the bank, as well as upon the note itself.
At the time of making the loan care should be taken to
see that any certificate of stock or registered bond is
properly assigned in blank on the certificate or bond
by the signature of the owner, attested by that of a wit-
ness, or on a separate printed blank used for this pur-
pose.

All entries of loans and discounts made in the discount
register should be verified by some person other than
the clerk keeping this, as well as all computations of
interest or discount thereon ; and where interest is not
credited until the payment of the note, particular care
should be taken to see that the proper and full amount
paid is credited on the books of the bank, as the lack of
this precaution leaves open a door for dishonesty.

All time paper should also be entered according to
date of maturity in a ‘‘ discount tickler ” showing day
by day the number of the note or draft, the maker or
payer, and the amount, including interest when not in-
cluded in face of note.

Notice of maturity should be made up from this
tickler, and mailed to the maker or payer of each note
or draft at least a week or ten days before maturity,
after the following form :
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Maturity Notice.
Mr. JAMES BROWN.

Your note for....c.cceevrveriininnnnne. $100 0O
With interest.............. crertee e 3 00
$103 o0
Will be due April 20, 1896,
at
First National Bank,
Albany, N. V.

Checks offered in payment must be duly certified.

Where a bank has customers to which it grants a line
of loans or discounts, it should also keep a ‘‘credit
ledger,” with an account for each maker, payer, and
endorser, to which is to be posted the number, date,
name of maker, payer, endorser, amount, and other data
respecting any paper loaned on or discounted by the bank.
The value of such a record is to show at all times the total
amount the bank has at risk to any maker, acceptor, or
endorser of paper held by it.

If the discount clerk receives payment for loans and
discount paid, he should keep a memorandum of each
piece of paper paid, including interest, if any, and at
the close of the day make a statemnent of total amount
received, report same to the general bookkeeper, and
turn over all money, checks, etc., to the paying teller.
No check should be received in payment of any matur-
ing paper, unless it is duly certified, except from a de-
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positor in the bank having the money to his credit.
Any paper owned by the bank, or held by it for col-
lection, which is not paid on day of maturity, should be
turned over at close of business hours by the discount
clerk to a notary public to be protested, whenever this
is necessary. An examination and verification of all
loans and discounts on hand should be made at least once
a month, to prove whether the amount on hand agrees
with balance shown by general ledger.

Mail Clerk’s Work.

As a bank usually receives by mail a large number
of checks, drafts, etc., for collection or in payment for
items forwarded to other banks for collection, the open-
ing of the mail is an important matter and should have
careful attention. As each letter is opened its contents
should be carefully examined and checked off on the
letter of advice. This done, the contents should be
disposed of as follows : all checks on the bank itself
should be turned over to the receiving teller to be en-
tered on his books, and by him turned over to the
individual bookkeepers to be charged up against de-
positors’ accounts; checks on clearing-house banks
should also be turned over to the receiving teller to be
sent through the day’s clearings ; checks and drafts
on other banks or parties in same place should be
presented, by messenger, for collection or acceptance
on same day, and checks and other cash items on out-
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of-town banks or parties forwarded promptly by mail
the same day for collection. Time items for collec-
tion should be turned over to the discount clerk to
be properly entered in a separate book, like the dis-
count register, kept for this purpose, and to be treated
with the same care and attention as paper owned by
the bank, but kept entirely separate and apart from
same. The letters containing the necessary data with
regard to all items received by mail should be turned
over to the general bookkeeper, and the mail clerk
should furnish to each employé to whom he delivers
the items a memorandum giving the necessary data
with regard to the various items, and the disposition
of same, so that “credit” or “charge’ slips may
agree with the data contained in the letters of advice.
At the close of the day’s business each bank or party
from whom either remittances or collections are received
should be advised by mail of such receipt, and where
items have been collected with instructions to remit,
remittances for same by mail or express, as requested,
should be madealso. Prompt attention to this feature of
business adds to the business and reputation of a bank,
while a lack of promtness is apt to discredit it with
parties entrusting it with collections.

Great care should be exercised to see that each letter
of advice or remittance is carefully addressed, and that
proper contents are enclosed in each letter. Inthe case
of a regular correspondent, stamped envelopes bearing
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its printed address and the imprint of the sending bank
save time and secure accuracy.

Copies of all such letters of remittance should be
retained, from which the proper entries may be made
by the general bookkeeper. :

Exchange Clerk’s Work.

As an important branch of a bank’s business is to sell
drafts or checks, on foreign points, in a large bank this
occupies the time of one or perhaps more clerks, whose
business it is to fill out the drafts or checks on other
banks or bankers, have them signed by the proper offi-
cer (usually the cashier or assistant cashier), and receive
and turn over to the proper teller the money or checks
received in payment.

If the drafts or checks are bound in book' form with
stubs, the exchange clerk, before drawing the draft,
should enter the necessary data in the stub, from which
the general bookkeeper may make his entries during
the day or at its close.

At present, however, some banks prefer to have the
drafts nummbered sequentially, put up in pads of 50 or
100 each, and to use in connection with this a book
printed in the following form, in which to enter the
necessary data instead of in the stub.
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DRAFTS ON CITIZENS’' NATIONAL BANK, JONESVILLE, OHIO.

Date. To order of Amount. Number.

Mar . 20 Henry Jones & Co 1051 20 | 1,000

i J. Smithe ceceeeivennnnees 2225 | I.001

22 | S. Brown ...cceceeennneen. 500 I 1,002
J. Smith... 4,500 i 1,003
Heury Jones & Co '

2/500 ’ 1,004

The advantages of such a record is that it is much
more compact than a book with stubs and is much more
convenient for making up an account current tor the
correspondent bank on which the drafts are drawn, or
for comparing an account received from such a bank.

Stock Ledger.

When all the capital stock of a bank has been paid
in, and the stock certificates issued to the shareholders,
the record of such certificates and all future transfers of
same should be recorded in a book called the ‘‘stock
ledger,” which, when properly posted, will show in a
separate account for each shareholder the exact number
of shares issued to him and standing in his name. The
data for the entries in this ledger should be taken from
the ‘‘ stub’ of every certificate of stock issued from the
“stock certificate book.” Before any certificate is
issued entries should be made on this stub to show its
number, the date of issue, the number of shares, the
name of the shareholder, and his receipt for the certifi-
cate; and when it represents a transfer of stock the stub
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should also show the number of the old certificate
replaced by the new, the name of the shareholder who
owned it, and the number of shares represented by it.
From these data entries should be inade in the stock
ledger in the following manner :
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These entries mean that John Jones, as one of the
original shareholders of the bank, on February 1 paid
#1,000 for 10 shares, for which stock certificate No. 1
was issued to him, and that on February 10 he sur-
rendered certificate No. 1 for transfer on the books of
the bank, in the place of which the bank issued two
certificates, one, No. 49, for 5 shares in his own name,
and the other, No. 50, for 5 shares in the name of Robert
Smith, to whom they had been sold by Jones. The
figures entered in the columnn headed ‘“ amount  should
always represent the par value of the stock.

The aggregate of the number «f shares standing to
the credit of each shareholder, and the par value or
‘““amount”’ of same should always be equal to the total
number of shares issued and the total capital stock of
the bank, and the correctness of the entries in this
ledger should be tested by balancing the accounts in it
once a month unless no transfers have been made dur-
ing this period.

General Bookkeeper’s Work.

This should be entrusted to a reliable and competent
accountant, for it is on the “ general ledger of abank
that its business should be simply and faithfully re-
corded, and this is the common center to which the
condensed results of all transactions on auxiliary books
should converge. The business of a commercial or
national bank is usually embraced within the following
“general >’ accounts, showing its resources and liabili-
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ties, which, if the books are correctly kept, should always
balance each other in amount.

Resources.

Dollars.

E,
&

|
i Liabilities.

|4
Dollars. |U

Loans and discounts...

Overdrafts

U. S. Bonds to secure }
deposits

U. S. Bonds on hand...

}

Stocks, securities, etc..|

}

U. S. Bonds tosecure
circulation

Premiums on U. S.
bhonds

.................

Banking house, fur-
niture and fixtures.

Other real estate and
mortgages owned.

Due from other na-
tional banks.........

}
}

Due from Statebanks
and banks

Due from approved
reserve agents......

Redemption fund
with Treasurer U.S. !
Due from Treasurer}!
U.s I

...................

(
{
i
|
{
|
1
i

Capital stock paid in ..
Surplus fund

Undivided profits,
less currentexpen-
ses and taxes paid.

National Bank notes
outstanding.........

}
}

State bank notes out-
standing ....ceeueeee
Duetoothernational
banks .coeeecrnainenes
Due to State banks
and bankers

}

Dividends unpaid.......

Individual deposits ....
United States deposits.

}

Deposits of U. S. dis-
bursing officers....

'Notes and bills redis-
counted

..............

i Liabilities otherthan

i those above stated

} ,

}z

‘Bills payable.............

|

|

|




144 HAND-BOOK FOR BANK OFFICERS.

In addition to these accounts, an account should of
course be opened for every correspondent bank with
which business is done, and where there are many of
such banks, their accounts should be kept in a separate
ledger, known as a ‘‘bank ledger.”” If the number of
such is not great, then accounts may be kept in the same
ledger as the ‘“ general’’ accounts. At the close of the
day the entries should be made in these accounts by
the general bookkeeper from memoranda in letters or
on ‘“credit” and “charge” slips furnished him by the
individual bookkeepers, the tellers, the mail clerk, the
note or discount clerk, exchange clerk and other em-
ployés ; and before making his entries he should see that
the various credits and debits agree with and offset each
other. 'The entries in most active accounts usually are
simply the totals representing the transactions in each
account during the day, such as loans and discounts,
cash, individual deposits, etc., but the bank accounts
should be posted so as to show the nature of the various
entries during each day, whether drafts paid or drawn,
remittances received or made, collections forwarded or
received, interest charged or credited, and the like. If
drafts on banks are drawn from stubs, then the number
and amount of each draft should be entered in the
bank’s account on the ledger for convenience of making
or checking accounts current with the bank.

The “ profit and loss’’ account, into which all subordi-
nate profit, loss, and expense accounts should be covered
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at the end of each dividend period, should be kept by
periods so as to show the balance on hand at end of the
previous period on the credit side with the profits
from various sources on the same side, and on the debit
side, the losses charged off (if any), expenses, taxes,
dividends paid (if any), and the balance remaining on
hand carried down to the beginning of the next period
on the credit side, after the following form :

PROFIT AND Loss.

1866 | . | 1805 | i l

June. 30 To Salaries.. ........ 10536 75 | | Dec..|31; By balance..... 10/020|32
¢ EXPenses..ce..... 6,931|56 | | 1896

CCTaxeS ceoerneeness 1,050(75 | | June.|30] ¢ Discount...| 20{131/62

““ 1OSSES +ervreinnnen I75460 i ¢ Interest....| 5/041|75

*“ Dividend No. 5..| 5 000,00 | ‘“ Exchange.| 50365

¢ Balance....... ... 12/195(64 ‘ ¢ Premiums.| [100(54

—| === | ‘“ Rents .. .... 671(42

36,469(30 : —

——— : 36{469|30

1896 | | — ===

June.|30/ By Balance.... 12,195 64

General Statement.

In order to prove the correctness of the general ledger,
and at the same time make an exhibit of the condition
of the bank’s affairs, a trial balance of each and every
account on this ledger should be frequently made.

If these accounts are kept in a daily balance ledger,
already described, then this balance will be made every
day ; but if kept in the “three column” or ‘‘ balance
column ledger,” then a “‘ general statement *’ book should
be provided for showing these balances.
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This book should show the resources and liabilities
in printed form, like that given on page 143, and in addi-
tion the balance due to or from each correspondent bank
or banker with which business is done, the sum of which
balances will represent the amount due from other banks
or bankers, or due to them, as the case may be. With
the name of each general account, and of each bank
and banker, printed in such a book, the figures rep-
resenting the balance of each account on the general
ledger can be written in opposite the printed title, and
much labor is thereby saved.

Other Suggestions.

As competition in banking compels the doing of
many things involving clerical labor and expense, for
which no direct charge can be made, much economy
can be effected by adopting simple methods of book-
keeping, and by a liberal use of printed forms, in addi-
tion to those recommended or suggested in this outline
of bank bookkeeping and administration.

One very important principle which should be applied

systematically and universally to all the work done ina
bank, is that of having the entries and work of each

officer or employé examined, checked, and verified each
day by some other officer or employé, for this will go
very far towards insuring greater accuracy and pre-
venting dishonesty. On this line the writing up of pass-
books by a clerk who does not keep the individual
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ledger, and the verifying or reconciling accounts cur-

rent received from correspondent banks, by some one

not filling out or signing the drafts, or conducting the .
correspondence, are very important, and a teller should

never be allowed to keep the individual ledger.

One device which has effected a great saving of labor
in bank work, is the Burrough’s Registering Accountant,
sold by American Arithmometer Company, St. Louis,
Mo., which, by the operation of a keyboard like that of
a typewriter, prints the figures in a column, on a roll of
paper, and at any desired point, by the turn of a crank,
shows the sum resulting from the addition of the figures,
with absolute accuracy. Experience shows this machine
to be especially valuable and useful in making out lists of
checks for clearing house, writing up checks for balanc-
ing pass books, taking off balances from *‘ three column
ledgers,”” and whenever similar work is to be done.

A great improvement on the old system of having
depositors write their signatures in a book is to take
each signature on a card and to arrange these cards
alphabetically so that each signature is easily referred
to. For this there are several patented devices.

In conclusion, it should be understood that the infor-
mation and suggestions contained in this chapter are
given only as a bare outline of what is regarded as a
good and safe system, the details of which must be
worked out and adapted to the varying needs of each
particular case.
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