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.CHAPTER L

WHY WE NEED MONEY.

It would hardly be possible to overstate the need of
the world to-day for an adequate system of money
and banking. Without them we could not have made
the progress we already have; only as they meet our
future needs can we continue to advance. It is a com-
mon saying that the introduction of power machinery
brought about an industrial revolution. Similarly we
may say that the development of money and credit ar-
rangements has been accompanied by a continual evo-
lution in commercial dealings, and has made possible
our present business system. Without some such busi-
ness system, modern methods of production would not
be possible, no matter how abundant our water power
and coal and gas supply or how great our resources
in the way of raw materials.

DivisioN oF LABOR.

The great central characteristic of modern business
is organization—specialization. Instead of working
separately and as individuals, modern men are each
parts of a great scheme of co-operation which includes
the whole world in its scope. No successful man can
live to himself alone. He knows one particular trade
or kind of work, and this only he does for a hundred
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8 PRACTICE OF BANKING

or a thousand or ten thousand people. In turn, one
thousand or ten thousand or a million people contrib-
ute each one some bit to his means of comfort or en-
joyment. The basis of the organization of production
is what we know as division of labor and localization
of industry. This division of labor has existed to a
certain extent for many centuries but has been
rapidly carried, since the development of power ma-
chinery and the factory system, to extremes un-
dreamed of before that time.

GROWTH OF THE SYSTEM,

It is probable that in very early times there was
not even such a rough division of occupations as
would cause different trades to be distinguished.
Every man built his own house and made his own
clothes, as well as producing his food supply from
his flocks and herds or from some simple system of
agriculture. But houses thus built and clothes so
made were but erude and unsatisfactory, at best, and
there was very early a giving over of this work to
some person who followed it as a trade, spending all
his time in making clothes or building houses for
the community, and in turn receiving his supplies
of goods from those who thereby had more time to
devote to production. To-day it is only in the most
backward of communities that a family approaches
this condition where it supplies all its own wants,

MODERN PHASE,

The trades and professions that emerged very early
are becoming divided and subdivided to a greater and
greater degree. In medicine, the day of the general
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practitioner is fast disappearing and instead we have
throat specialists, lung specialists, heart specialists,
nerve specialists, and the like. In industry we do not
find one man any longer completing the whole of a
product in most cases. Each man cuts a particular
piece of metal, or cloth, or leather, as the case may be
or runs a particular seam, puts parts together, or per-
forms a single step in the finishing process. Suppose
the article to be made isa chair. One man turns out
the round parts, another glues the frame, still another
sandpapers it ready for finishing, it is dipped in the
staining tank by another, varnished by a man who does
nothing else, rubbed down by a boy, and finally in-
spected to see that all previous work has been properly
done. Each one of these many workers does only one
part of the process, but in this he gains marvelous
speed and skill.

THE BENEFITS.

It is simply the old saying that practice makes per-
fect. The worker performs the one little process
so often that the few movements necessary become
automatic. He wastes no time in planning or in
studying out his task as it progresses. In faect it
is probable that the action becomes a mere reflex
movement, and the brain is not called upon in each
case to direct the muscles, but they become co-
ordinated with reference to that particular work, and
the worker therefore need spend only a surprisingly
small amount of energy. To be sure, this introduces
a certain monotony into the work, but that is more
than compensated by the variety of the products which
can be obtained from that work. Through our modern
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system of exchange the laborer can turn his labor into
a countless variety of products which make his life
comfortable and enjoyable and which he could never
possibly have produced for himself. This variety of
consumption is one of the great benefity of modern
organization of society.

A PLACE FOR EVERYONE.

Organization and specialization make for efficiency,
because they tend to have a man do the kind of thing
he is best fitted to do by reason of some natural ability
or special training or a combination of these, and
keep him always working at his best. Likewise, it
means that the different tasks are done by the persons
best fitted to accomplish them. This means economy
of effort as well as great improvement in the quality
of the product. The division of labor makes modern
society efficient, because it gives everyone an oppor-
tunity to find that peculiar place for which he is best
adapted, whether his abilities be small or great. By
division of labor, tasks are so sub-divided that even
the weak or unintelligent can master one of these
simple processes, and thus the less efficient are not
crowded out. At the same time, this means that the
drudgery of life is largely taken over by such persons
of lower attainments, and the strong and able are left
relatively free to devote their time and energies to
activities of a higher order, and in these higher activi-
ties to become remarkably proficient.

LoCALIZATION OF INDUSTRY.

The same reasons explain the appearance and
development of the system of localization of industry.
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Certain localities present eertain advantages, either
natural or artificial, for certain kinds of productive
enterprise. It may be that a given locality has large
deposits of coal or iron or other minerals, large
forests, or a particularly rich soil and favorable
climatic conditions. Such conditions will surely tend
to have such a section develop along the lines of min-
ing, or lumbering, or agriculture, as the case may be.
Similarly, an abundant supply of water power, coal,
or natural gas, will present conditions favorable to
the development of a manufacturing center, particu-
larly if such conditions are accompanied by nearness
to raw material or convenient means of transporta-
tion.

ExAMPLES oF LoCALIZED INDUSTRY.

In our own country, reasons such as these can
be clearly seen to account for the large amount of
manufacturing in the New England States, the com-
mercial greatness of New York City, the agricultural
importance of the Mississippi Valley, and the pro-
duction of minerals in certain mountainous sections.
Probably one of the best examples of such localization
is found in the production of hard coal in the United
States. According to the last census, three counties
in the State of Pennsylvania produce three-fourths of
all the anthracite coal mined in the United States.
Certain manufactures show a similar tendency to
locate in certain small areas, often in a single city.
The census shows that New York City produces over
one-half the clothing made in the United States,
Chicago about one-fourth of the total ontput of agri-
cultural implements, and the city of Troy, New York,
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in spite of its comparatively small size, furnishes
89.5 per cent. of the total output of collars and cuffs.
As to the division of labor, the Special Report of the
United States Census Bureau on ‘‘Employes and
Wages’’ shows 245 different kinds of work in the iron
and steel industry, and 186 such divisions in the
factory production of shoes.

GREAT NUMBER OF EXCHANGES.

The results of this division of labor and localization
of industry are familiar to all of us. Division of labor
goes hand in hand with the wage system, and the
localization of industry is likewise favorable to the
growth of the middleman. Both increase the volume
of exchanges and therefore create a demand for
money and for banking accommodations. When a man
produced all that he consumed, or when a group of
men, united into a clan, together produced all that
the clan together consumed, there was no need for
money or even for barter, or the exchange of com-
modities. Even with the first developments into
trades, as we have seen, there was comparatively little
need because of the fact that payments were made by
simply exchanging directly the things produced. But
under modern conditions such a simple system is ab-
solutely impossible.

BARTER INADEQUATE.

Let us take for example a large industrial establish-
ment such as the Baldwin Locomotive Works. The
idea of paying the employes directly in the product of
the concern is absurd. The produect, like the pro-
ucers, has become highly specialized. Only the finished
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produet has any market value, but a finished locomo-
tive would be the last sort of thing that a moulder or
a machinist or a pattern-maker would desire to receive
in exchange for his services. Probably some of them
would have to work at least fifty years before their
wages would entitle them to such a unit of payment.
It would be impossible for them to support themselves
for such a length of time in anticipation of an ultimate
payment, and even when received it would be unavail-
-able for the actual needs of the worker. He could not
exchange it directly for food or clothing or house
rent, but would have to find some person or company
to whom he could get rid of it and in exchange get
something which would be desired by the grocer and
the butcher and the landlord. 'What the worker wants
is payment in some form which can be at once con-
verted into these necessities of life. It is to meet just
that need that our money systems of to-day have
grown up.

A MEepiuM OF EXCHANGE NEEDED.

Division of labor and large-scale production has
tended to separate producer and consumer and to
make any system of direct barter out of the question.
There has grown up therefore the need of a medium
of exchange.

By a medium of exchange we mean simply that
commodity which will be universally acceptable by
all persons in payments for services or goods. We
will suppose that ‘‘A’’ is a tailor. He has on hand
numerous suits of clothing which he has no use for
himself, but on the other hand he perhaps desires a
piano. It is possible that no one who has a piano to
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dispose of desires to get a suit of clothes such as the
given tailor has to offer, or certainly that he does not
wish to receive the whole value of the piano in the
form of clothing. Here enters the middleman, doing
away with the need for any such direct system of
barter. Instead, the man with the suits sells them
for a medium of exchange, which he accumulates un-
til such time as he has an amount which will be ac-
cepted in payment for the desired piano. The man
who receives this medium for his piano has something
which he in turn can transform into the various
articles which he needs, either in his business or in his
domestic life, and is not obliged to take payment in
the form of clothing or any other bartered goods for
which he has no need.

VARIOUS ARTICLES USED.

The article to be used as such a medium of exchange
will depend upon the times and circumstances. To-
day it is coin or paper currency issued by the author-
ity of government, but in the past other articles have
been used for this purpose. Always, however, the
medium of exchange, whatever it is, must possess cer-
tain qualities which make it satisfactory and desirable
to those who have occasion to use it. Among people
engaged in cattle or sheep raising it is probable that
the medium of exchange in early times was cattle or
sheep, and among agricultural people, grain, tobacco,
olive oil, and other forms of staple produce have been
used in effecting exchanges. But such a system will
be adequate only when conditions are very simple and
the needs of the people comparatively few. In a
complex civilization like that of to-day, all of these
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earlier mediums of exchange would be unsatisfactory
and have therefore been abandoned. In place of them
we have in all civilized countries a system of money
based upon coins made by authority of the Govern-
ment from certain metals, principally gold.

OTHER SERVICES OF MONEY.

Besides its actual service in passing from hand to
hand in the course of trade, money performs two other
services of a slightly different nature but somewhat
similar to each other. The first of these is that it
serves the purpose of a measure or standard of value,
and the second, growing out of this, a standard of
deferred payments. In many transactions where no
money passes we still use the terms ‘‘dollars’’ and
‘“‘cents’’ to express the value of the property trans-
ferred. Without some such standard commodity, we
would be without the means of quickly stating the
value of any given property so that others would be
able to comprehend the value which we placed upon
it. For example, if trade were carried on by barter
and if money were unknown, a man who is asked to
put a price upon a horse or a piece of land or any
other goods which he might have for exchange, would
have to express this price in terms of all the other
possible commodities for which it might be exchanged.
Thus instead of saying that the price of the horse
which he offered for sale was $100, he might say that
it was equal to two cattle, six sheep, eight hogs, one
hundred bushels of wheat, one hundred and fifty
bushels of corn, or any other from an infinite list of
articles.
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A STANDARD OF PRICES.

Money gives us a common denominator with which
all articles can be compared and their value and con-
sequent price definitely determined. Similarly, if
one has payments to make in the future, he must have
some standard by which to measure those payments.
He may buy to-day a piece of ground which he ex-
pects to pay for ten years from now or on which he
expects to pay annual rentals for a long period. The
owner desires to have these future payments meas-
ured by some stable standard, whose value he feels
reasonably certain of, not in terms of ordinary articles
of use or consumption whose value may have de-
creased or entirely disappeared before the time of
such future repayment.

QUALITIES OF A MONEY COMMODITY.

To see why money in the forms in which we know
it has come into use, we will notice what qualities are
desired in a medium of exchange and standard of
values and deferred payments. The first requisite of
money is that it shall be possessed of a fairly definite
and stable value. No man will be willing to accept
in payment for his services or goods a thing of whose
value he is uncertain, or if he does accept such an
article it will probably be only at a safe discount.
Likewise the money medium must possess great
enough value so that large payments may be made
with it without too great inconvenience. The Greeks
began to use iron as money in the early days when
its production was so limited that it ranked among
the precious metals, but later with the cheapening of
its production they abandoned its use, and the idea
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of a thousand dollars worth of iron money to-day is
absurd.

On the other hand a metal which is too scarce
or whose value is increasing because its supply is
not adequate to the demand for use in the arts, is
poorly adapted to use as money. An example of this
is seen in the case of the Russian attempt to coin
platinum. Platinum was produced in only a few very
small sections, and the demand for its use in electrical
apparatus, gas engines, and modern scientific instru-
ments is increasing at a rate greater than its produc-
tion. The result is that Russia was unable to keep
such coins in circulation. This means also that the
precious metals are not well adapted to make up the
whole of a system of money, because if used for coins
of low value their size would be so small as to cause
great inconvenience and danger of loss. It is for this
reason that almost all countries supplement their
gold coinage by the use of silver, bronze, and some-
times nickel.

MINTING QUALITIES.

Another quality which is desired in the money
medium is that it shall readily admit of being put in
the form of coins which will take the stamp and de-
sign of the government and which will be reasonably
durable for this use. Both gold and silver when
mixed with 10% of copper as an alloy, as is done in
the United States, possess excellent minting qualities.
Besides being clearly stamped, coins to be easily
recognized should be of sufficiently different size so
that they can be distinguished even without pausing
to notice their design or read their inscription. The
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idea of having coins of different shapes has been
abandoned by all civilized countries, in favor of round
coins. These qualities of coin money are commonly
spoken of as durability, cognizability, and portability.
Most civilized countries economize the use of metals
by issuing paper certificates which circulate in place
of coin. These possess advantages of convenience,
ease of counting, and lightness, but must be issued
only against actual deposits of coin or against the
well established credit of the country. So far as they
circulate in place of coin money, they prevent its loss
by wear.

SUMMARY.

To sum up then, we may say the modern man, for
the sake of technical efficiency, devotes his whole time
to one special kind of production. Of his product he
consumes little or none, but must exchange it for
some valuable thing which he can then in turn ex-
change for those things which he does desire to con-
sume. To effect this exchange he uses money or some
form of credit based on money. Banks, in handling
credit, extend the labor-saving work of money. This
point was well set forth by Adam Smith in the follow-
ing passage from ‘‘The Wealth of Nations.”’

“The gold and silver money which circulates in any
country, and by means of which the produce of its
land and labor is annually circulated and distributed
to the proper consumers, is all dead stock. The judi-
cious operations of banking by substituting paper in
the place of a great part of this gold and silver enable
the country to convert a great part of this dead stock
into active and productive stock, into stock which pro-
duces something to the country. The gold and silver
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money which circulates in any country may very
properly be compared to a highway, which, while it
circulates and carries to market all the grass and corn
of the country, produces itself not a single pile of
either. The judicious operations of banking by provid-
ing, if I may be permitted so violent a metaphor, a
sort of waggon-way through the air: enable the
country to covert, as it were, a great part of its high-
ways into good pastures and cornflelds, and thereby
to increase very considerably the annual produce of
its land and labor.”



CHAPTER II.
OUR OWN SYSTEM OF MONEY.

The system of money now existing in the United
States consists of gold, silver, nickel, and copper coins,
United States notes, Treasury notes, Treasury certifi-
cates of deposit, and national bank notes. The basis
of the system is a gold dollar of the weight of 25.8
grains, nine hundred one-thousandths fine. To be sure
this gold dollar is not now coined, but all other coins
are based upon its valuation. The coin was found to
be too small for convenient circulation and was there-
fore discontinued by the act of September 26, 1890,
but since that time there have been put out two issues
of souvenir gold dollars, one of about two hundred
and fifty thousand dollars coined in honor of the
Louisiana Purchase Exposition, and one of about
sixty thousand dollars in honor of the Lewis and
Clark Exposition. The three-dollar gold coin was
also dropped from the coinage by the Aect of 1890
and the quarter-eagle or two dollar and fifty-cent gold
coin is now issued only by the Philadelphia mint, and
in comparatively small numbers. The gold coins in
our system, therefore, are four in number; the quarter-
eagle, half-eagle, eagle, and double eagle; of the value
respectively of two dollars and a half, five dollars, ten
dollars, and twenty dollars.

20
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SiLvER COINS,

Our silver coins are the silver dollar, half-dollar,
quarter-dollar, and dime. The coinage ratio of silver
and gold is sixteen to one, and the silver dollar there-
fore weighs 41214 grains. Our silver coins, like those
made of gold, are alloyed with ten per cent. of copper
to give them the necessary hardness. The half dol-
lar, quarter dollar, and dime contain less than their
proportionate weight of silver, or are what is known
as ‘‘debased’’ coins. The amount of this debasement
is about seven per cent., so that the half-dollar weighs
192.9, the quarter-dollar 96.45 and the dime 38.58
grains. In 1853 the price of silver was so high that
silver coins were worth more as bullion than as coin.
As a result these coins were melted up or exported
and the country was left without the necessary small
coins with which to make ‘‘change.’”” To prevent this
destruction of our subsidiary coins, they were debased
in 1853 by having the legal weight changed and 714,%
less gilver put in them.

VALUE oF SILVER COINS.

Since then slight changes have been made in
the respective weights, but they have never been
restored to the full weight in proportion to the
silver dollar. With the great increase in silver
production, its price fell and silver coins have
never been returned to full value equal to the denomi-
nations stamped upon them. They ecirculate readily,
however, inasmuch as the government has established
by the act of 1900 a policy of exchanging these coins
for gold according to the value stamped upon them,

irrespective of the value of the bullion which they
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contain. Silver 20-cent pieces, -half-dimes, and three
cent pieces were formerly parts of our coinage system
but have been discontinued, either because too small
or 80 closely resembling other coins in our system as
to cause confusion.

Minor CoIns.

The so-called ‘‘minor’’ coins are the nickel 5-cent
piece and the copper cent. There were formerly three
cent and one cent nickel coins, bronze two-cent pieces,
and copper half-cents, but none of these have been
coined since 1873.

THE MINTS.

To produce these ten different coins, our Treasury
Department maintains four mints in various parts of
the country. The most important of these is located
in Philadelphia, and the others are found at New
Orleans, Denver, and San Francisco. A fifth mint
formerly existed at Carson City, Nevada, and still
bears the name of mint although it does no coinage
whatever, but simply performs the same services as do
the various government assay offices, receiving deposits
of bullion which it transfers to the other mints for
coinage.

FREE COINAGE OF GOLD.

At any one of these four mints, gold can be
presented and in exchange for it gold coins received
to the amount of the value of the pure gold delivered,
as ascertained after weighing, refining, and assaying
the gold so delivered. In theory the government coins
all gold presented at its mints or assay offices for any
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person who 8o desires it. That is we have ‘‘free coin-
age’’ of gold. In practice however, the government
really buys such bullion, old jewelry, nuggets, gold
dust or amalgam, since the depositor ordinarily does
not wish to wait for the coinage of the actual metal
delivered, even if the government undertook to keep
each lot separate during the process of minting.

SILVER PURCHASE.

Silver bullion is no longer purchased by the govern-
ment except in such small quantities as may be mixed
with the gold bullion. Such ‘‘base’’ bullion will be
purchased only in case it contains at least thirty per
cent. of pure gold. From 1878 until 1893, the govern-
ment was a very large purchaser of silver bullion in
accordance with the Bland-Allison and Sherman
Silver Purchase Acts. The first of these acts provided
for the purchase of from two million to four million
ounces of silver per month and the latter act, passed
in 1890, provided for the purchase of four and one-
half million ounces per month, provided the market
price did not go above $1.29 per ounce. Two million
ounces of silver were to be coined each month until
July 1, 1891, The remaining silver was stored in the
treasury and has been drawn upon for coinage pur-
poses until the present time and is not yet entirely
exhausted. Silver dollars have not been coined since
1905, and many of the old and mutilated coins have
been re-coined in the form of subsidiary silver.

NICKELS AND PENNIES.

For the making of minor coins, the Philadelphia
Mint purchases nickel and copper in the form of
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blanks ready for stamping, in such quantities as the
officials deem necessary for the demands of trade.
Banks and commercial houses are constantly making
demands upon the mint for these small coins and in
1909 it was deemed necessary to provide greater facil-
ities for the furnishing of these coins. Accordingly
in that year the coinage of the bronze cent was begun
in the San Francisco Mint. The mints at Denver and
at New Orleans do not coin either nickels or pennies.

SEIGNIORAGE.

Since the government purchases nickel, copper and
silver at the market rate and is able to put them into
circulation at a higher valuation, after placing its
stamp upon them, it is evident that a certain profit is
made upon the transaction. This profit is known as
seigniorage, from the old word seignior, meaning lord
or ruler, since this privilege of coinage was one of the
most valuable of the privileges of ancient monarchs.
The seigniorage on subsidiary silver coined in the
United States during the year ending June 30, 1909,
amounted to $5,800,917.80. On the other hand there
is a loss from the re-coinage of worn or abraded coins.
In the same year this loss from re-coinage amounted
to $26,049.38 and on silver coins $65,018.05.

PAPER CURRENCY—THE GREENBACK.

Of the various forms of paper money we will notice
first the so-called greenback. These are Treasury notes
issued by the Government at the time of the Civil
War in order to furnish funds to carry on the war
at a time when it was impossible to float bonds on
satisfactory terms. Three issues of $150,000,000 each
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were put out during the years 1862 and 1863. After
the close of the war, about $100,000,000 of these notes
were withdrawn from circulation and retired, but
$346,681,016 are still kept in circulation, old or torn
notes being replaced by fresh ones from time to time.
Since 1879, greenbacks have been redeemable in gold,
and for this purpose a redemption fund of not over
$150,000,000 in gold is maintained by the Treasury.
If the demands for redemption are so great at any
time as to reduce this fund to less than $100,000,000,
the Secretary of the Treasury is authorized to sell
government bonds in such amount as is needed to
restore this amount. This provision is contained in
the second section of the Gold Standard Act of March
14, 1900, as follows:

‘“®% * in order to secure the prompt and certain
redemption of such notes, it shall be the duty of the
Secretary of the Treasury to set apart in the Treasury
a reserve fund of one hundred and fifty million dol-
lars in gold coin and bullion, which fund shall be used
for such redemption purposes only ; and whenever and
as often as any of said notes shall be redeemed from
said fund it shall be the duty of the Secretary of the
Treasury to use said notes so redeemed to restore and
maintain such reserve fund in the manner following,
to wit: First by exchanging the notes so redeemed for
any gold coin in the general fund of the Treasury;
second, . by accepting deposits of gold coin at the
Treasury or at any subtreasury in exchange for the
United States notes so redeemed; third, by procuring
gold coin by the use of said notes, in accordance with
the provisions of section thirty-seven hundred of the
Revised Statutes of the United States. If the Secre-
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tary of the Treasury is unable to restore and main-
tain the gold coin in the reserve fund by the foregoing
methods, and the amount of such gold coin and bullion
in said fund shall at any time fall below one hundred
million dollars, then it shall be his duty to restore the
same to the maximum sum of one hundred and fifty
million dollars by borrowing money on the credit of
the United States, and for the debt thus incurred to
issue and sell coupon or registered bonds of the
United States, in such form as he may prescribe, in
denominations of fifty dollars or any multiple there-
of, bearing interest at the rate of not exceeding three
per centum per annum, payable quarterly, such bonds
to be payable at the pleasure of the United States
after one year from the date of their issue, and to be
payable, principal and interest, in gold coin of the
present standard value.”’

TrREASURY NOTES oF 1890.

Similar to the greenbacks are the Treasury notes
of 1890, which were issued in payment for the silver
bullion purchased under the provisions of the Sher-
man Act, to which we have already referred. The
total amount of notes so issued was about $156,000,-
000, but they have now practically disappeared from
circulation, as it has been the policy of the govern-
ment to retire them as fast as possible, putting in their
place silver certificates issued against deposits of the
dollars coined from the silver originally purchased
with the Treasury notes. There are now less than
$5,000,000 of these Treasury notes of 1890 in eircu-
lation.
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GoOLD AND SILVER CERTIFICATES.

The third kind of paper money which we find in
our circulating medium is the deposit certificate issued
by the government against gold and silver coin and
bullion on deposit in the Treasury. They have the
great advantage of being light and convenient for
ordinary business use and at the same time being
secure because of the actual deposits against which
they are issued. The amount of gold certificates out-
standing, according to last available figures, was
$782,976,619, and of silver certificates $465,278,705.
Silver certificates are now issued in denominations of
$1.00, $2.00, $5.00, and $10.00, and are very conven-
ient substitutes for the use of silver dollars and gold
$5.00 and $10.00 coins. A few silver certificates are
issued in larger denominations in accordance with the
following provision of the Act of 1900:

“Sec. 7. That hereafter silver certificates shall be issued
only of denominations of ten dollars and under, except that
not exceeding in the aggregate ten per centum of the total
volume of said certificates, in the discretion of the Secre-
tary of the Treasury, may be issued in denoininations of
twenty dollars, fifty dollars, and one hundred dollars; and
silver certificates of higher denomination than ten dollars,
except as herein provided, shall, whenever received at the
Treasury or redeemed, be retired and cancelled, and certi-
ficates of denominations of ten dollars or less shall be sub-
stituted therefor, and after such substitution, in whole or
in part, a like volume of United States notes of less
denomination than ten dollars shall from time to time be
retired and cancelled, and notes of denominations of ten
dollars and upward shall be reissued in substitution there-
for, with like qualities and restrictions as those retired and
cancelled.”

The gold certificates are issued in larger denomina-
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tions and are a convenient substitute for gold coin in
making large payments. Their denominations are
from $10.00 up to $10,000, according to the sixth
section of the Gold Standard Act.

“Sec, 6. That the Secretary of the Treasury is hereby
authorized and directed to receive deposits of gold coin
with the Treasurer or any assistant treasurer of the United
States in sums of not less than ten dollars, and to issue
gold certificates therefor in denominations of not less than
ten dollars, and the coin so deposited shall be retained
in the Treasury and held for the payment of such certifi-
cates on demand, and used for no other purpose. Such
certificates shall be receivable for customs, taxes, and all
public dues, and when so received may be reissued, and
when held by any national banking association may be
counted as a part of its lawful reserve: Provided, That
whenever and so long as the gold coin held in the reserve
fund in the Treasury for the redemption of United States
notes and Treasury notes shall fall and remain below one
hundred million dollars the authority to issue certificates
as herein provided shall be suspended: And provided
further, That whenever and so long as the aggregate
amount of United States notes and silver certificates in the
general fund of the Treasury shall exceed sixty million
dollars the Secretary of the Treasury may, in his discre-
tion, suspend the issue of the certificates herein provided
for: And provided further, That of the amount of such
outstanding certificates one fourth at least shall be in
denominations of fifty dollars or less: And provided
further, That the Secretary of the Treasury may, in his
discretion, issue such certificates in denominations of ten
thousand dollars, payable to order.” Greenbacks are
issued only in denominations of $10.00 and upward to
$1,000.”

NaTioNAL BANK NOTES.

Finally we have the National Bank note. These are
issued by banks chartered by the Federal Govern-
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ment under the National Bank Act, and secured by
deposits of lawful money with the Comptroller of the
Currency to provide for their redemption, and of
United States Government Bonds to an amount at
least equal to and in some circumstances greater than
the total value of all such notes issued. The con-
ditions of their issue will be taken up in detail in a
later chapter. National Bank notes are issued in de-
nominations of $5.00, $10.00, $20.00, $50.00, $100.00.
and are rcadily accepted because of their absolute
security and their convenience.

LocCAL PECULIARITIES.

Such is the currency of the United States as pro-
vided by the laws, but the actual currency in circula-
tion in different parts of the country varies con-
siderably. For example, one almost never finds a
silver dollar circulating in the ordinary channels of
trade in Philadelphia, and in Salt Lake City a one-
dollar silver certificate would be as rarely met with.
Habit and local conditions considerably affect the
actual medium of exchange. In the large cities and
particularly in the East the bulk of transactions are
carried on by means of crisp new paper money of the
various kinds and denominations. There is likewise
an abundant supply of subsidiary silver and minor
coins. In country districts, where banks are fewer and
less efficient and where money passes from hand to
hand for long periods without being deposited in any
bank, the paper money is worn to tatters and filthy
beyond description. In the West, there is an abund-
ance of gold and silver money, and a great scarcity of
all forms of paper currency except national bank
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notes. In many sections also there is a great scarcity
of copper cents, so that for commercial transactions
the nickel is in effect the smallest unit of our coinage.
It is probable that the coinage of pennies by the San
Francisco Mint will change this in the course of time.

LEGAL TENDER.

Although all these ten different kinds of currency
circulate with equal freedom within the United States,
they are not legally on a par as media of exchange.
From time to time various legal tender laws have
been passed, specifying the conditions under which
they shall be accepted in payment of debts. At pres-
ent gold coins are thus acceptable as legal tender in
payment of all debts, public or private, in any
amount, at their face value. Silver dollars are legal
tender at their face value likewise, except in such
cases as a contract stipulates in advance that silver
will not be so accepted. Subsidiary coin is legal tender
up to ten dollars in a single payment. United States
notes, or greenbacks, are legal tender except in the
case of duties on imports and exports and for interest
on the public debt. Treasury notes of 1890 are on the
same footing as standard silver dollars, that is legal
tender in the absence of any express provision to the
contrary. National bank notes are received in pay-
ment of all public dues except duties on imports and
are paid out by the government for all salaries or
other disbursements by the United States to individ-
uals or corporations except in payment of interest on
the public debt, or in redemption of its own paper
currency. Gold and silver certificates, while not legal
tender, in general, are receivable for all public dues.
Nickels and pennies are legal tender in amounts of
twenty-five cents or less. :



CHAPTER IIL

HOW CREDIT HELPS IN THE WORK OF
EXCHANGE.

Money, as we have seen, comes into use when busi-
ness dealings become so numerous and complicated
that simple barter no longer serves the purpose of ex-
change. It results in great convenience to buyers and
sellers, and enables business to be carried on with
much less waste of time and labor than would other-
wise be possible, but even money dealings are too
slow and clumsy to meet fully the needs of the rush-
ing trade of to-day, and to still further lighten this
work, credit is called into play.

‘WHAT CreDIT Is.

Credit is simply a promise or contract to pay
money in the future. If a man is known to be re-
sponsible and upright and to have the ability to pay,
he need not actually deliver money in exchange for
every purchase which he makes. Instead, he simply -
gives to the seller of the goods his promise to make
such a payment in the future. At that future time,
he may settle a dozen or a hundred transactions by
one single payment, and even this payment may be
accomplished by the use of credit, because the buyer
will very likely pay by a check, which is simply an

81



32 PRACTICE OF BANKING

order upon funds which he has at the bank. This
deposit even may have been created in the course of
a credit transaction. The result of the system, how-
ever, is that instead of keeping money employed from
day to day in the mere work of making payments
back and forth, its use is economized. It can be de-
voted to productive employment, while current ex-
changes are affected by the transfer of promises to
pay. The economies of the credit system are particu-
larly evident in the case of two persons or concerns
having continuous business dealings with each other,
both buying and selling.

A SiMPLE CASE.

A simple case is that of a farmer and the
grocer from whom he buys his supplies in town.
The farmer buys flour and coffee and sugar and
countless other things on his daily or weekly
visits to town, but he also brings with him and
sells to the grocer butter and eggs, fruit and
vegetables, in the course of the month. It would be
foolish and entirely unnecessary for him to pay the
grocer each time he made a purchase, or for the
grocer to pay him each time he made a sale. Instead,
each will run an account with the other until the end
of the month or some other convenient settlement day,
if they are wise. All the items which the grocer sells
to his customer he will enter upon his books, and
also keep a record of the produce received from him.
The farmer should do likewigse. At the end of the
month, these two book accounts will be compared and
offset against each other. We will suppose that the
farmer has purchased $40.00 worth of groceries and
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has delivered to the grocer in the course of the month
$35.00 worth of the products of his farm. Here we
have $75.00 involved, and yet there is only a balance
of $5.00 which need be settled in cash.

It might even be possible to extend the system for a
longer time, merely making comparison of the ac-
counts at convenient times and making actual settle-
ments only once a quarter or even once a year. For in-
stance, the farmer might feel reasonably sure that in
the following month he would bring to the store an
amount of produce worth at least $5.00 more than the
value of the supplies which he would purchase from
his grocer. In that case the grocer might simply enter
this balance of $5.00 as owing him at the end of the
first month, and at the end of the second month offset
it against the $5.00 which he owed the farmer.

BoOK ACCOUNT AND BANK ACCOUNT.

This is the simplest form of credit, the book ac-
count, and is used very extensively. As a matter of
fact, in a large number of cases, no actual promise of
payment even has been made, but it is understood
that a customer ordering goods upon a book account
expects to be held for payment, and such a current
record kept upon the books of the seller is admitted to
court as a sufficient evidence of indebtedness. This
system may be slightly modified in case the relations
between buyer and seller are not such as to justify
the running of an open account. It may be that the
purchaser is unknown to the seller or that the trans-
actions are so infrequent as to hardly justify the
opening of a book account. In that case bank credit
will form a convenient means of settlement. The
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purchaser will go to a banker and there establish an
account. This does not mean that he will deposit the
actual money, but instead will very likely simply ex-
change his own credit for the bank’s credit. Upon
showing satisfactory evidence to the banker of his
ability to pay, the banker will discount the individ-
ual’s personal note or extend him a loan upon such
terms as he sees fit. The amount of this loan less the
discount will then be placed to the customer’s credit
as a deposit, and against this deposit he can draw
checks with which to make purchases from the mer-
chants or others with whom he may chance to have
dealings. Such a credit arrangement will be of the
greatest convenience in his business transactions.

CREDIT INSTRUMENTS.

As we have seen, the extension of credit on a book
account involves no formalities, but when we pass to
bank credit we find special forms used, which are
commonly termed ‘‘instruments of credit transfer.’”’
First among them are checks of all sorts, then drafts
and bills of exchange, including letters of credit, and
finally promissory notes of various kinds, mortgage
notes, bonds, and so forth.

CHECKS.

The ordinary check is an order which one person
gives to another to be presented to his bank as a claim
upon any funds or credit which the maker may have
there. If such an order is presented to the bank and
is certified, it becomes the bank’s promise to pay the
amount named in the check. The details of the check
arc discussed in a later chapter, but we may mention
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here that such an order may be passed from the one
who originally received it, on to another in lieu of
money and from him to still another until the check
may have accomplished several transactions before it
is finally presented for exchange into cash. In each
such transaction it has avoided the use of an equiv-
alent amount of money.

DRAFTS AND BILLS OF EXCHANGE.

A similar form of order for money is the bank draft,
which is simply the order of one bank drawn
against funds of cash or credit which it has in
another bank. The uses of the draft are quite
similar to those of the check. Bills of exchange are
like drafts, except in being drawn by one individual
against another, and usually arise out of commer-
cial transactions. The bill of exchange is used much
more abroad than in America, and often passes from
hand to hand as do checks in this country, effecting
several exchanges before it is finally settled in cash.
Letters of credit, postal and express orders, are spe-
cial forms of credit which take the place of money
in the making of payments from one part of our
country to another, or between persons in America
and those in foreign countries.

BANK NOTES.

Then there are specific promises to pay at a speci-
fied time in the future or on demand. First among
such promises stands the bank note. In issuing its
notes, the bank puts out its promise to pay cash upon
demand, and this form of credit instrument will be
taken in payment by any person who believes in the
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ability of the bank to keep this promise. The condi-
tions of bank note issue in the United States are dis-
cussed in another chapter of this book.

ProMISSORY NOTES.

Next there are similar promises to pay in the
future, drawn by individuals, firms, or corporations,
in the form of promissory notes. A promissory note is
simply the promise of one person or concern to pay a
given sum of money to some other party at a future
date. No special form is required, it being necessary
only that the intention of the maker shall be clear.
Any one may draw a promissory note upon any blank
piece of paper in such form as he sees fit, so long as
he specifies clearly the details of the promise which he
intends to make. The following is a printed form
which can be used by simply filling in the necessary
blanks.
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ESSENTIALS OF A NOTE.

The essential features of a promissory note arc that
it shall be in writing, that it shall set forth clearly
and unmistakably the parties to the contract, the
cxact nature of the obligation undertaken, and the
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precise time at which the contract is to be fulfilled.
There are two parties to the contract, one known as
the maker, by whom the note is drawn and signed,
and the other called the payee, to whom the money is
to be delivered in fulfillment of the promise contained
in the note. The name of the maker appears as the
signature at the bottom of the note. Sometimes it is
desired that two persons shall together assume the
obligation, and in that case both such parties sign
the note as joint makers and it is known as a joint
note. If the wording of the note is in the form ‘‘We
jointly and severally promise to pay’’ there can be
no question as to the undertaking of either party to
discharge the whole of the obligation in case the other
fails to meet his share of it. The payee of the note is
the one whose name is inserted in the note as origi-
nally drawn, or else one to whom it is afterwards
transferred by endorsement. It is by reason of this
fact that the contract may be transferred to some
other party than the one to whom the promise of pay-
ment was originally made, that a promissory note is
known as a ‘‘negotiable instrument.’’ The form used
above is technically the most correct, namely ‘‘promise
to pay to the order of,”” although ‘‘pay to———, or
order,’”’ is very common.

NEGOTIATING A NOTE.

The manner of negotiating or transferring a promis-
sory note is either by simple endorsement or by draw-
ing up a brief supplementary statement on the back
of the note. Suppose that the name of William Smith
has been inserted in the note above, and he, in the
course of business, wishes to obtain his money before
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the maturity of the note. He might sell it to some
third party, say Richard Roe, to whom he would then
transfer it by endorsing on the back the words ‘‘Pay
to the order of Richard Roe’’ and signing his name
beneath. Several such transfers are sometimes made
before a note is finally paid. Where a note has thus
been transferred one or more times, the maker may
be in ignorance of the name of the actual holder at the
time of maturity, and in such a ease the holder should
notify him. Banks buy many such promissory notes
and hold them until the time of maturity and ordi-
narily make it a practice to give the drawer notice
of the date of maturity of notes which have come into
their possession, a reasonable time in advance, to make
sure that he has not forgotten the obligation and to
give him time to arrange for its repayment.

DATE AND MATURITY.

The date of making a note should be entered upon
it and is of importance because by it is determined
the date on which the note will mature in case the
form of wording is ‘‘ Three months from date I prom-
ise to pay’’ or some other time specified in such a
manner that the date from which the reckoning be-
gins must be known. A better way of drawing a note
is to specify the date on which it is to fall due instead
of the period of time for which it is to run. This
avoids any possibility of confusion as to whether a
note drawn ‘‘three months from date’’ is due three
calendar months from date or after ninety days or
three lunar months. It used to be the custom to allow
three days of grace within which the drawer might
settle before his note should be regarded as overdue,
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but this has been abandoned in a large majority of
our States, and a note is now overdue unless paid on
the exact date on which it falls due, unless that date
happens to fall upon a Sunday or a legal holiday. In
that case the next regular business day is the day on
which the note is properly due.

INTEREST CLAUSE.

The ordinary promissory note virtually combines
two contracts, one for the repayment of the sum
borrowed, that is the principal of the note, and one
for the interest to be paid for the use of that money.
Sometimes the promise to pay interest is contained in
a separate contract, or series of contracts attached to
the note which covers the principal sum, or accom-
panying it. This is most common in the case of notes
where some real property is pledged as security,
namely, mortgages and bonds. In that case, each of
these supplementary contracts specifies the actual
amount of interest to be paid on each interest date,
whereas if the interest contract is included in the body
of the note, it is ordinarily in the form of ‘‘together
with interest at the rate of —— per cent. per annum.”’
In case it is intended that the note should not bear
interest, it is best to include the words ‘‘without in-
terest,’’ since in some jurisdictions it is held that a
man is always expected to pay interest, and if no sum
is specified the legal rate in the given State can be
collected.

SECURITY.

The amount of money which ecan be borrowed on a
promissory note or the terms on which the loan will be
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extended, will depend upon the standing of the maker
or the security which he is able to furnish. Besides
the security of his own business standing and reputa-
tion, added security may be given the note by the pro-
cess of endorsement, by the pledging of personal prop-
erty as collateral security, or by the pledging of real
estate under a mortgage or trust deed. Endorsement
is one of the commonest forms in which added security
is given on a promissory note. It is a common law
principle that any name which appears upon the back
of a note as endorsement indicates that the person
who has thus endorsed the note agrees thereby to be
held for the repayment of the loan in case of the in-
ability of the maker of the note to pay it when it falls
due. In this way a man of comparatively limited
credit or small resources may induce personal or busi-
ness associates to endorse his notes, and thus increase
his credit and commercial rating with those who have
money to lend. Sometimes this security is expanded
into the form of a specific guaranty in the form of an
additional written contract, specifying the exact
nature of the obligations which the guarantor under-
takes, and is either written upon the back of the note
or upon a separate form and attached to it.

COLLATERAL NOTE.

If personal property, such as stocks, bonds, ware-
house receipts, insurance policies, or the like, is to be
pledged for the repayment of the loan covered by a
promissory note, it is also common to make a separate
contract setting forth the nature of such securities and
the terms on which they are pledged. In case the
original loan is not repaid according to the terms of



HOW CREDIT HELPS IN THE WORK OF EXCHANGE 41

the promissory note, the agreement set forth in the
collateral loan contract will then be enforced. This
generally provides that the holder may sell such prop-
erty at public auction or private sale and take his
payment from the proceeds. The form of such a col-
lateral contract is shown below :

Philadelphia, Pa., April 2, 1910.
On demand I promise to pay to the order of
JOHN DOE & CO.

One thousand dollars WITH INTEREST FROM DATE,
for value received, without defalcation, hereby walving all
right to stay of execution and exemption of property in
any suit on this note.

As collateral security I have delivered ten shares New
York Central common ........coce0. Ceresanas seetannaeee

which I hereby authorize and empower the holders thereof,
on default in payment at maturity, with a view to its
liquidation, and of all interests and costs thereon, to sell
and transfer, in whole or in part, without any previous
demand or notice to me , either at Brokers’ Board or
at public or private sale, with the right of becoming the
purchaser and absolute owner thereof, free of all trusts and
claims, should such sale be made at Brokers’ Board or be
public. Furthermore, I agree, that so often as the
market price of these and subsequently deposited securities
shall, before maturity of this note, fall to a price insuffi-
cient to cover its amount with ten per cent. margin
added thereto, 1 will on demand, within two hours
thereaftér, deposit with the holders additional security, to
be approved by said holders, sufficient to cover said amount
and margin; and that, in default thereof, this note shall
become instantly due and payable precisely as though it
had actually matured, and all the foregoing rights to sell
and transfer collaterals shall at once be exercisable at

my risk, in case of any deficiency in realizing pro-
ceeds. And 1 further agree that the securities
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hereby pledged together with any that may be pledged
hereafter, shall be applicable in like manner to secure the
payment of any task or of any future obligation held by the
holders of this obligation, and all of my securities in
their hands shall stand as one general continuing collateral
security for the whole of my obligation, so that the

deficiency on any one shall be made good from the col-

laterals for the rest. Joux DOE.

ReAL ESTATE MORTGAGE.

In case real estate is to be pledged as security for
the loan, a mortgage will be drawn up covering such
security. This is a separate instrument which is re-
corded by the Clerk of the County in which the prop-
erty is located, and mentioned in the note for which it
is given as security. It is, in effect, a conditional sale
of the property to the person making the loan, and in
case of failure to repay this loan it becomes an actual
sale, through the process of foreclosure. This will be
shown by the wording of the following extract from
a mortgage:

THIS INDENTURE, made the first day of July in the
year of our Lord omne thousand nine hundred and ten

BETWEEN JOHN DOE, !
(hereinafter called the Mortgagor), of the one part, and .

RICHARD ROE,
(hereinafter called the Mortgagee), of the other part.

WHEREAS, the said Mortgagor, in and by this Obliga-
tion or Writing obligatory under his hand and seal duly
executed, bearing even date herewith, stands bound unto ®
the said Mortgagee in the sum of Ten Thousand Dollars
($10,000) lawful money of the United States of America,
conditioned for the payment of the just sum of Five
Thousand Dollars ($5,000) lawful money aforesaid, which
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said sum of Five Thousand Dollars ($5,000) is due and
payable three years from date hereof, together with inter-
est thereon, payable semi-annually from date at the rate of
five per cent. per annum, ......... et eeneiee e
without any fraud or further delay: and for the produc-
tion to the Mortgagee, his Executors, Administrators or
Assigns, on or before the first day of October of each and
every year, of receipts for all taxes and water rents of the
current year assessed upon the mortgaged premises; and
also from time to time and at all times, until payment of
said principal sum, for the keeping of the building ......,. .
............................... mentioned in this mort-
gage lnsured against loss or damage by fire for the benefit
of the Mortgagee in the sum of Five Thousand Dollars
($5,000).

NOW THIS INDENTURE WITNESSETH, That the said
Mortgagor as well for and in consideration of the afore-
said debt or principal sum of Five Thousand Dollars
($5,000), and for the better securing of payment of the
same, with interest as aforesaid unto the said Mortgagee,
his Executors, Administrators and Assigns, in discharge
of the said recited Obligation, as for and in consideration
of the further sum of One Dollar unto me in hand well
and truly paid by the said Mortgagee at and before the
sealing and delivery hereof, the receipt whereof is hereby
acknowledged, have granted, bargained, sold, aliened, en-
feoffed, released and confirmed, and by these presents do
grant, bargain, sell, alien, enfeoff, release and confirm unto
the said Mortgagee, his Heirs and Assigns, (Here follows
a description of the property).

TO HAVE AND TO HOLD the said ............. Ceeeee
......... veeeses.....Hereditaments and premises hereby
granted, or mentioned and intended so to be, with the
ApDpPUrtenances ........eceveeenen unto the said Mortgagee,
his Heirs and Assigns, to and for the only proper use and
behoof of the said Mortgagee, his Heirs and Assigns for-
ever.
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PROVIDED ALWAYS, nevertheless, that if the said
Mortgagor, his Heirs, Executors, Administrators or As-
signs, shall and do well and truly pay or cause to be paid,
unto the said Mortgagee, his Executors, Administrators or
Assigns, the aforesaid debt or principal sum of Five
Thousand Dollars ($5,000) on the ........ ve....day and
time hereinbefore mentioned and appointed for payment of
the same, together with interest as aforesaid, and shall
produce to the said Mortgagee, his Executors, Administra-
tors or Assigns, on or before the first day of October of
each and every year, receipts for all taxes and water rents
of the current year assessed upon the mortgaged premises,
without any fraud or further delay, and without any de-
duction, defalcation, or abatement to be made of anything
herein mentioned, to be paid or done, and shall keep the
building mentioned in this mortgage insured as aforesaid,
then, and from thenceforth, as well as this present IN-
DENTURE, and the estate hereby granted, as the said
recited Obligation shall cease, determine and become void,
any thing hereinbefore contained to the contrary thereof,
in any wise notwithstanding.

AND PROVIDED ALSO, that it shall and may be law-
ful for the said Mortgagee, his Executors, Administrators
or Assigns, when and as soon as the principal debt or sum
hereby secured ............... [N shall become
due and payable as aforesaid, or in case default shall be
made for the space of thirty days in the payment of
interest on the said principal sum .......................
after any ...........ccc000nnn payment thereof shall fall
QUE, iiitit ittt i ittt or in case
there shall be default in the production to the said Mort-
gagee, his Executors, Administrators or Assigns, on or be-
fore the first day of October of each and every year, of such
receipts for taxes and water rents of the current year
assessed upon the mortgaged premises, or in the main-
tenance of such insurance as aforesaid, to sue out forth-
with a writ or writs of Scire Facias upon this Indenture
of Mortgage .........co00eess eetecaanaaan .. and to pro-
ceed thereon to judgment and execution, for the recovery
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of the whole of said principal debt ......................
and all interest due thereon, together with an attorney's
commission for collection, viz: one per cent., besides costs
of suit, and all expenses of effecting such insurance, with-
out further stay, any law, usage or custom to the contrary
notwithstanding.

IN WITNESS WHEREOF, the sald parties to these
presents have hereunto interchangeably set their hands
and seals, Dated the day and year first above written.

Sealed and delivered in the

presence of us,
JAMES SMITH.
WM. JONES.
JOHN DOE. (Seal.)
RICHARD ROE, (Seal.)

ON THE first day of July, A. D. 1910, before me George
Bailey, a Notary Public for the State of Pennsylvania, per-
sonally appeared the above-named John Doe and Richard
Roe, and in due form of law acknowledged the above IN-
DENTURE OF MORTGAGE to be their act and deed, and
desired the same might be recorded as such.

WITNESS my hand and ........ seal the day and year
aforesaid.

GEORGE BAILEY. (Notarial Seal.)

RECORDED in the Office for Recording of Deeds in and

fOr .. e e i i in Mortgage
Book .............. No. ........ page ....... ete.
WITNESS my hand and seal of Office this........
day of ......... «es.. Anno Domini 190.....

TrusT DEED.

It has become quite common in recent years to use
the trust deed in place of the mortgage, particularly
where it is thought likely that there will be several
changes in ownership of the mortgage note before its
maturity. The principle here is the same as with the
older form of mortgage, but the property, instead of
being conditionally transferred to the mortgagee, is
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instead transferred to a trustee, who holds the prop-
erty in trust for the repayment of the notes which it
is intended to secure, regardless of who the holders of
these notes may be at the time at which they are
presented for payment.

CORPORATE BONDS.

This is somewhat similar to the method of issuing
bonds under the security of a mortgage. Here, instead
of one promissory note, covering the total amount of
the mortgage, a series of notes are issued and sold to
the public and their repayment secured by a mortgage
on the properties of the company. The similarity of
a mortgage bond to the simpler forms of promissory
notes is shown by the following specimen:

United Htateg of America
State of Ohio.
No. $1,000.
OHIO IRON AND STEEL COMPANY.
Six Per Cent. First Mortgage Gold Bond.

OHIO IRON AND STEEL COMPANY, a corporation
organized and existing under the laws of the State of Ohto,
for value received promises upon surrender of this bond
to pay to the bearer hereof, or in case of registration to
the registered owner hereof, the sum of

ONE THOUSAND DOLLARS
gold coin of the United States of the present standard of
weight and fineness, at the office of the Ohio Loan and
Trust Company, in the city of Cleveland, State of Ohio, on
the first day of June A. D. 1938, with interest thereon from
the first day of June A. D. 1908, at the rate of six per
centum per annum, payable semi-annually in like gold
coin at said office on the first days of May and November
in each year, according to the sixty coupons hereto an-
nexed upon presentation and surrender of said annexed
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coupons as they severally mature, without deducting from
principal or interest for any tax or taxes which the com-
pany may be required to pay or retain therefrom by any
present or future laws of the United States or of the State
of Ohio, the obligor company hereby agreeing to assume
the payment of such taxes.

This bond is one of a series of five hundred (500) bonds
of one thousand dollars ($1,000) each numbered from one
to five hundred, both inclusive, bearing even date here-
with and maturing and bearing interest as herein stated,
issued by the Ohio Iron and Steel Company, the payment
whereof is equally and ratably secured by a First Mort-
gage made by the Ohio Iron and Steel Company to the Ohio
Loan and Trust Company, Cleveland, as trustee to which
mortgage reference is made for the property mortgaged
for the terms and conditions of the same, and the terms
and conditions on which this bond is issued to all the
provisions of which said mortgage this bond is subject, and
the holder is entitled to all the benefits and subject to all
the conditions in said mortgage set forth. This bond may
be registered in the name of the owner, in the manner and
with the effect provided in said Mortgage.

This bond is subject to be redeemed at any semi-annual
interest period, upon payment of the principal thereof with
interest to the date of such redemption, and a premium of
one hundred dollars ($100) in the manner provided in said
mortgage; and is entitled to the benefit of the sinking
fund to be created under the terms thereof.

The holder of his bond shall not have the right to levy
upon or cause the said mortgaged premises or any part
thereof to be sold under or by virtue of any judgment that
may be obtained by reason of default in the payment of the
principal or interest hereof when and as the same shall
become due, but such proceedings shall only be had by the
trustee under the mortgage as aforesaid on behalf of and
for the equal benefit of all the bondholders, upon the con-
ditions and in the manner in said mortgage stipulated.

This bond shall not become obligatory until it shall have
been authenticated by a certificate endorsed hercon and
duly signed by the trustees of the mortgage.
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IN WITNESS WHEREOF the Ohio Iron and Steel
Company has caused its corporate seal to be hereunto
afixed and the same to be attested by the signatures
of its president and secretary, and the reproduction
of the signature of its treasurer to be impressed upon
the coupons affixed, on the first day of Jume, A. D.
1908.

OHIO IRON AND STEEL COMPANY,
By
............................ President.

............................ Secretary.

CREDIT INSTRUMENTS AS CURRENCY.

These larger forms of credit instruments, with their
real estate security, do not pass so readily from person
to person in settlement of current commercial trans-
actions, but small promissory notes, bills of exchange,
drafts, and checks do thus pass from hand to hand to
an enormous extent in every day life, and this use of
credit is a great aid to business dealings. In this way
capital becomes much more effective and may be
readily accumulated and directed to productive enter-
prises of the better sort, since those which obtain
credit must show earning power by which to secure
the loans made to them. The feat of getting together
and transferring $100,000,000 would be almost im-
possible under a strict money system of commercial
dealings. But by using credit and credit instruments
it is accomplished by the writing of a few words, fig-
ures and signatures. The introduction of money
made exchange easy by furnishing a medium much
more convenient than had existed in the primitive
days of barter. Credit, by substituting credit instru-
ments which can be drawn whenever and wherever
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one wishes, and for the exact amount that he wishes,
whether large or small, furnishes a medium of ex-
change which is as much more convenient than money
as money was more convenient than barter. Credit
therefore increases the effective supply of money,
saves time and labor, and makes possible the great
enterprises of to-day which are financed by borrowed
capital.

IMPORTANCE OF CREDIT.

‘“Without anticipating the exposition of the practi-
cal aids furnished by modern banking expedients, it
can be shown that credit is, in effect, a transaction in
goods, although these goods are expressed in terms of
money ; that credit is granted only because the bor-
rower can give good grounds for delivering the pro-
ceeds of salable goods as means of repayment; and
that goods form the basis of credit. Money plays only
secondary and minor part, auxiliary to the credit
operations. Just as the amount of money is always
and necessarily far less than the mass of salable goods
in the market, so the amount of money bears a low
ratio to the sum of credit transactions which it helps
on. The real object of such operations, as in all pro-
duction and consumption, is the possession and use of
goods which satisfy wants. When a man borrows from
a bank, he gets the loan usually in the form of a right
to draw a given sum of money; but actual money is
of no use to him except in so far as it aids him to get
the coal, or cotton, or labor he needs in his business.
The popular impression that a man borrows ‘money’
is misleading; it is no more than the wrapper in which
his goods come to him. The error resides in confusing
the means with the end.

a
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‘““Whenever credit is granted, it will be found that,
in return for the present use of means of payment in
current funds, a man has pledged some property he
owns or is believed to own, but to which he still holds
title in case he repays the loan. We are not now con-
cerned with the particular form of the pledge, whether
a single-name note, a note with an endorser, a note
with collateral, or what not. It usually happens that
the borrower has goods, or securities, or salable prop-
erty—or it may be only a legitimate expectation of
goods—which he cannot use in their present form, as
general purchasing power. If the manufacturer
could turn the stock of harvesters and mowers in his
warehouse into means of payment, he could buy more
material, employ more labor. and have more machines
ready for the next selling season; or if he has sold
them to jobbers on time and if he could get present
means of payment for the sums due him in the future,
he could enlarge his business. At this point the devel-
opment of credit comes to his aid. On the basis of
property, he gets a loan; credit enables him to utilize
his resources without parting with their ownership
(except as modified by the pledge) ; it enables him to
change a command over his specific kind of goods into
a command over goods in general. It is credit which
enables men to coin property into means of pay-
ment.”’* It is through banks that this process of
transferring future purchasing power into present
cash goes forward and we will, therefore, turn now to
examine more fully the services which banks render
to the community.

* Laughlin—Principles of Money.
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CHAPTER 1V.

FUNCTIONS OF THE COMMERCIAL BANK.

The commercial bank of to-day has so changed with
the advancement and growth of business, as to show
scarcely any resemblance to the first institutions
known as banks. They arose because of the inadequate
and uncertain coinage systems of early days and be-
cause of a need of a place of safe keeping. To-day,
governments have so improved and regulated matters
of coinage that the work of money-changing has
dwindled and almost disappeared, and such funds as
people hold in idleness are cared for by savings or
safe deposit concerns. The commercial bank has to
do with active commercial operations, and to them it
furnishes a medium of exchange and credit capital.
This statement practically sums up the four principal
services of the commercial bank: first, the making of
loans and discounts; second, receiving and keeping of
deposits subjeet to the depositor’s demand; third, the
issue of notes of the bank; fourth, the investment of
funds of the bank in securities or other long time
obligations. We might add several other functions to
this list, but they are minor services which appear
only as incidents in the carrying on of these four
principal lines of activity.

51
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SALE OF CREDIT.

It would perhaps seem most natural to place the
deposit function of the bank first, but from the stand-
point of the bank’s purpose it is not entitled to that
place. The commercial bank is organized primarily
for the purpose of selling its credit to persons who
need it, and to make this sale on the most profitable
terms possible,  Deposits of money are welcomed by
the bank, not because the bank is organized for the
purpose of furnishing them safe keeping, but because
the bank can thus increase the funds available for
loaning at profitable rates, without being obliged to
pay the owners for the use of such funds.

‘WORKING CAPITAL NEEDED.

The great demand of modern industry is for more
capital. The efficient factory is the well equipped
factory, and low cost of production depends on pur-
chasing materials and supplies in large quantities and
at times when the most favorable price can be ob-
tained. Then, too, longer intervals pass before the
finished product can be marketed and the sale price
received. But in the meantime weekly wage pay-
ments must be advanced to the workers, and the other
current operating expenses of the establishment must
be met. This means that the manufacturer and mer-
chant has most of his wealth tied up in buildings and
machines, and from time to time needs to have current
funds advanced to him against the future income of
his plant.

BANK CREDIT EXCHANGED FOR INDIVIDUAL CREDIT.

To meet this need the modern commercial Lank
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has developed an extensive system of exchanging
. the customers’ business credit for their own bank
credit. The old idea that really able business men
kept out of debt has passed, and to-day the really
successful man is the man who can not only employ
his own money productively, but can also find for the
fundg of others so profitable a use as to enable him
to pay them interest for the use of their money, and
to reap a net profit above that, which will increase his
own return. This is what makes the field of loans
and discounts so profitable to the bank. It represents
money or credit sold to a man able to pay a good price
for it and willing to do so rather than draw money
from his permanent producing plant and therefore
cut down its earning capacity.

SEVERAL BENEFITS.

In doing this, the bank not only puts the capital
of its stockholders profitably to work in furthering
the industrial life of the community, but also draws
out in the form of deposits from a large number of
comparatively poor people in the community and addi-
tional fund which is thus available for further in-
dustrial growth and development. In determining on
the amount of credit that will be extended to the
various enterprises in the form of short time loans the
bank investigates their standing, resources, and gen-
cral management, and exerts an influence to keep them
up to a reasonable standard of soundness and to weed
out the concerns whose management is dishonest or in-
efficient. In this way, the aid which the bank furnishes
to industrial enterprises by supplying them with
temporary capital is directed not to all enterprises
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regardless of their quality, but to those, in general,
whose presence is a real henefit to the community. All
this means that the energies of the people are more
and more directed to taking advantage of the re-
sources ahout them and turning them to their own use,
thereby adding to their enjoyment or well-being, in-
stead of allowing their energies to be less effectively
employed and their wealth to be neglected and idle.

DEepPosiT FUNCTION.

It is hard to draw a sharp line between the first and
second funetions of the bank which we have indicated,
because, in the language of banks, ‘‘deposits’’ are
created in the process of loaning funds and discount-
ing bills receivable. That is, instead of actually hand-
ing over cash to the customer, in a large number
of cases the amount which he desires to borrow is
simply placed to his credit on the books of the bank
as a deposit account against which he can draw by
means of checks as he sees fit. We should perhaps call
the second heading ‘‘cash deposits.”” As we said,
the bank is glad to receive such deposits of money be-
cause they know by experience that though all such
depositors are left free to draw these funds out at
their pleasure, not all depositors will make demands
upon their accounts at any one time, but that a con-
siderable part of such funds will remain always in the
hands of the bank. This is always much over half
and ordinarily ranges from seventy-five per cent. as
high as ninety-five per cent. of the total deposits.
This increases largely the amount which the banks
have available for the making of short time loans to
their customers. They therefore undertake the service
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of storing and safeguarding this money free of
charge, or may even sometimes allow a low rate of in-
terest where a certain minimum balance is always
maintained at the bank.

COLLECTION SERVICE.

An incidental service in connection with the receiv-
ing of deposits by the bank is that of collecting a
large number of ordinary business credits for its
customers. This grows out of the fact that the bank
accepts checks on other banks, drafts, corporate inter-
est coupons, and various other credit items for deposit
in practically the same manner as though they were
cash items. It must then attend to the collection of
these items from the bank, individual, or corporation
by whom they are payable. This service of making
such collections where done free of charge really
amounts to a payment to the depositor for the use of
. the funds which he leaves with the bank. Even with-
out this accommodation, however, the depositor is
generally glad to leave his money on deposit because
of the right left to him of withdrawing it in part or
altogether as he sees fit. The bank is at least a safe
and convenient pocketbook, of which the depositor is
glad to avail himself.

DEePosiT CURRENCY.

Another aspect of this matter of deposits is that it
provides the means of supplying the community with
a convenient medium of exchange. Since checks are
negotiable instruments, (that is pass from hand to
hand by simple endorsement) they perform not only
the one exchange for which they are originally drawn,
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but frequently effect more than one payment before
they are finally presented to the bank, and thus lessen
to a large extent the demand for money to be used in
the process of buying and selling. The check presents
many conveniences not possessed by other forms of
currency. It can be drawn for the exact amount of
the purchase price and thus avoids the making of
change. Likewise it can be drawn for any amount
whether large or small, and a single check for a large
amount is much more convenient than the bulky
package of money necessary to transfer the same
amount in value, even if bills of large denominaticn
were used for the purpose. A particular advantage
of check currency is that it increases when needed and
decreases when not needed and therefore supplies to
a certain extent the element of elasticity which is so
much desired in modern commercial countries.

BANK NoTE IssUE.

But besides this use of checks as currency, banks
put forth a legal tender currency under the super-
vision of the government. Most authorities agree that
this right of note issue is one of the fundamental
rights of banks at common law. Certainly it has
existed and been exercised for a very long time. But
the experience of the United States in allowing the
unrestricted issue of note currency by the banks
of the country was that they were tempted by the
profits resulting from this circulation to increase the
amount of their issues so greatly as to supply a
currency very much larger than the state of trade and
the volume of commercial transactions called for. This
had a very unwholesome effect upon business, and
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when it was desired to have these notes redeemed, it
was often found that the security was insufficient, and
that, in periods of financial disturbance, when large
numbers of the notes were presented for redemption,
the banks were obliged to refuse to honor these credit
obligations.

LiMIT OF THE FUNCTION.

As a result, the federal government instituted
the present system of national bank notes. They
have thought it wise to forbid the issue of notes
by other than national banks, and by placing a tax of
10% upon them have caused them to be entirely with-
drawn from circulation. The regulations under which
national bank notes are issued are such as to decrease
the profits from their circulation so far as to remove
the tendency to over-expansion of their amount. Bank
notes present some of the same advantages as do
checks, being light, easy to handle, and not subject to
loss through wear. Certainly, to-day national bank
notes play a very beneficial part in our currency
system and are kept within the needs of the country.
In issuing them, banks render a real service to our
business interests.

INVESTMENT.

The last function of the commercial bank is that
of investment, the placing of a part of their funds
in bonds, or other forms of investment which,
although they return a smaller rate of interest than
do commercial loans and discounts, are essential to
the stability of the bank and to the wise employment
of its funds. The old adage about putting all one’s
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eggs in one basket applies quite forcibly to banks,
Conditions which may cause a failure of merchants
and manufacturers to meet their short time obliga-
tions will not have the same effect upon the value of
real estate, corporate bonds, and similar long time
obligations. For this reason, a portion of the bank’s
funds is employed in such investments. This results
in furnishing productive employment for the funds
which the stockholders of the bank have subsecribed
to its capital and surplus, and at the same time fur-
nishes governments, railroads, owners of real prop-
erty, and others with funds necessary to their oper-
ation, and on which they are perfectly able to pay a
fair interest return. We have spoken of loans and
discounts as a service of the bank in furnishing tem-
porary capital to business enterprises. This service is
similar, except that it is the means of furnishing
permanent capital.

ForeIGN EXCHANGE.

Some commercial banks also show a survival of the
old service of money changing and international
transfers, in their exchange business. By buying and
selling foreign exchange they extend their services to
their customers even in foreign countries, by selling
them credit abroad through their foreign corre-
spondents or representatives. The details of this
system will be discussed in a later chapter. By means
of it, actual shipments of money from one country to
another or from one section of the country to another
section of the same country are very largely done
away with.
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A1ps BUSINESS.

The bank has been defined as ‘‘a manufactory of
credit and a machine for facilitating exchanges."’
We have seen how it manufactures credit, accepting
the business prospects and commercial anticipation
of its customers as security for present funds, and
how it exchanges this business credit for its own bank
credit in the form of a deposit account. Business
credit could not be conveniently used for current pur-
chase and sales, but this bank credit is accepted by all
the community because of the confidence in the hank.
It becomes, in the form of checks and drafts, the
actual medium of exchange for a large part of the
community and thus facilitates business.

HonEesTY NEEDED.

‘We can hardly overestimate the value of the serv-
ices rendered by the commercial bank. One of the
great differences by which civilized life is distin-
guished from savage conditions is that the civilized
man leads an industrious and regular life. Modern
business is perhaps the greatest civilizing force of
which we know, and the bank is well to the front
among the factors of this advance. The growth of
credit demands relations of confidence between man
and man, based upon proved trustworthiness. The
two men who enter into a credit agreement may never
have seen each other, but modern business conditions
knit together all those parts of the world which have
credit relations with one another. The old primitive
idea of honesty was that one must deal honestly with
his friend and neighbor but might cheat the stranger
or the foreigner without limit or remorse. Modern
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business has taught new standards of honesty, because
integrity must be placed as the first business asset to-
day, and integrity in this modern business sense
means absolutely fair and uniform dealings with all
persons, whether known or unknown. Standards of
everyday working honesty are likely to be drilled into
men quite as much by the cold necessities of modern
credit business as by the precepts of ethics or religion.



CHAPTER V.
HOW THE BANK STARTS IN BUSINESS.

Banks are really not very different from ordinary
mercantile enterprises, and the problems presented
by the organization of a new bank are much the same
as those met with at the establishing of any other form
of commercial enterprise. The bank deals in money
and credit instead of other forms of wealth, but its
main object is to furnish something which the com-
munity desires, and to reap a profit from this service.
The first problem therefore is that of analyzing the
needs of the community so that the persons consider-
ing the starting of a bank may decide wisely whether
or not the enterprise would prove profitable at a
particular time or in a particular place. After de-
ciding this question, the next problem would naturally
be to decide on the form of organization best suited
to the conditions. Next will come the problem of
securing the capital, and then the actual process of
organization.

NEED For A BANK.

The need of the community should receive the very
closest consideration. If the locality is one which at
present has no banking facilities, the only question
to be answered is as to whether there is a sufficient

61
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volume of business to make a bank at that point profit-
able. This will depend not alone upon the size of the
town or city but upon the nature of its population,
the character of the surrounding country, the distance
from other places and a variety of other circum-
stances. Where banks are already in existence, the
question will of course be, is the volume of business
sufficient to furnish adequate profits for two institu-
tions, or whether the existing bank fails to adequately
perform its functions, in which event the community
would be benefited by having a rival enter the field.
Where a single bank has monopolized a territory for
a very long time, it is not unusual to find that its
policy has become either so old-fashioned or so selfish
as to no longer serve the purpose for which a bank is
organized, and the coming of a rival would be bene-
ficial to the business interests of the city both by fur-
nishing another banking place and, through its com-
petition, causing the old bank to correct its policy
and render better service in order to hold its custom-
ers. Such a movement, if it is not so much in advance
of the needs of the town as to destroy all banking
profits, will be likely to increase business activity and
attract funds which before were not used produc-
tively. :

FiLLing A WANT.

A similar condition is often met with where only
part of a town is well supplied by one or more
banking institutions wkich have become thoroughly
established in the older part of the community but
which, either through the geographical or industrial
growth of the town, have failed to reach all of its
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inhabitants. Such a condition presents an excellent
opportunity for a discriminating and hustling group
of men to establish a new institution so located as to
serve the part of the community remote from other
banking accommodations or some particular class of
the manufacturing or mercantile interests of the city.
Different lines of business have various kinds of
commercial paper to offer to a bank, different sorts of
collections which they desire to turn over to it, and
different needs of borrowing capital. By arranging
a bank business with particular reference to these
needs, a new and profitable business may often be
built up even in a place which seemed before to be
well supplied with banking accommodations,

ForRM OF OQRGANIZATION.

Having decided that the conditions warrant the
starting of a new bank, the next question will be that
of the form which the organization is to take. All
banks may be broadly divided into two classes, private
banks and corporate banks. The private bank may
be either an individual enterprise, a partnership, or a
joint stock company. In its present form it exists
largely for certain special purposes in connection
with large industrial enterprises, and principally in
the larger cities. The private bank will be discussed
separately in a later chapter. Corporate banks may
be further sub-divided into two classes according to
the source and powers of their charters. Thus we have
banks chartered by authority of the different States,
and banks chartered by the Federal Government in
accordance with the National Banking Act. Besides
these, there are savings banks and trust companies.
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Local and individual conditions will ordinarily deter-
mine which one of these forms a bank will take. The
requirements of the National Banking Act are very
minute and rigid and may incline the incorporators
to the use of a State charter.

NATIONAL AND STATE BANKS.

On the other hand, National Banks, because of
this very strictness, enjoy an especially favorable
reputation in most communities and furthermore
offer the opportunity of issuing bank notes. This
is likely to appeal to the organizers in a small
town as a matter of local pride, as well as be-
cause of its advertising value to the bank, and the
profit derived from such a circulation. The State of
Texas has been content to leave the whole matter of
bank regulation to the Federal authorities and does
not permit the chartering of State banks at all. All
other States provide for the organization and regula-
tions of banks under State law along lines similar to
the provisions of the National Banking Aet, though
somewhat less strict in their details. Some States do
not allow a bank chartered in another State to operate
within their limits. In some cases this prohibition
would check the privilege of establishing branches,
which is generally permitted in State banks, though
not to those organized as National banks.

Si1zE OF THE BANK.

The size of the bank is determined in a general way
by the amount of capital stock authorized at the time
of its organization. This will be largely a matter for
the discretion of the promoters, though certain re-
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strictions are made upon the capitalization of Na-
tional banks. Those promoting the organization must
determine how large an amount can be used in a
given case so profitably as to return satisfactory divi-
dends to the subscribers, According to the National
Banking Law, banks established in towns having a
population of not more than three thousand persons
must have a capitalization of at least $25,000; $50,000
in towns having a population of from three thousand
to six thousand people; $100,000 in cities whose popu-
lation is over six thousand and under fifty thousand;
and $200,000 or more for all cities of a population
over fifty thousand. As a matter of fact, a capitaliza-
tion of $1,000,000 is no longer rare and in both New
York and Chicago the recent tendency has been toward
consolidation of existing banks, so that several now
show a capital and surplus of $10,000,000 or more.

SUBSCRIPTION TO CAPITAL STOCK.

The amount of the capitalization will likewise be
determined somewhat by the general policy with re-
gard to stock subseriptions. The bank may have
either one of two general policies. First, it may be
started by a small number of men of considerable
financial resources who wish to retain control within
their own hands, to direct the activities of the bank
along such lines as they desire, and to make a profit
for themselves from this enterprise. On the other
hand, it may be that it is desired to distribute the
stock holdings in small amounts among a large num-
ber of small investors. This is very frequently the
case in the organization of country banks. It may be
that the community has been without banking con-
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veniences and that only by a broad policy of sub-
scriptions can the necessary capital be brought to-
gether. Such a bank will be organized not primarily
for the purpose of making a large return on the in-
vestment but to facilitate the business arrangements
of the whole community. Probably this method is the
best suited to the establishment of new banks in small
places, as it secures from the start a popular in-
terest in the new institution, which is likely to in-
crease its prospect of success.

SURPLUS.

In connection with the matter of capital, the
question of surplus also arises. It is very common in
all banks, and is required by the National Banking
Law and by the laws of some of the States, that a
bank set aside at the beginning of business or shortly
afterward a certain percentage of the amount of their
capital as a further security for creditors of the bank.
Where the subscriptions to the stock are made by per-
sons of considerable financial strength it is very com-
mon to have this surplus paid in at the time of the
paying of the capital, but in other cases earnings are
set aside from year to year until such a surplus is ac-
cumulated. The National Banking Law provides that
this surplus must be to an amount of 20% of the
capitalization of the bank and that unless paid in at
the start 10% of the net profits of the business must
be set aside from the semi-annual earnings of the
company and put in such a surplus fund, until the
whole 20% is accumulated. Generally banks accumu-
late a surplus considerably greater than 20% of their
capital.
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BANK STOCK.

The shares of stock of banking corporations are
bought and sold in the same way as are the shares of
other commercial enterprises, the price, of course,
being determined by the earnings of the bank. If the
capitalization is small and the cash deposits large, the
rate of net earnings is likely to be very high, whereas
if the capitalization is too large in proportion to the
demands of the community, part of the funds will be
lying idle or must be employed at a very low rate of
return, and the earnings will be proportionately
lower. For this reason the question of judicious capi-
talization is of great importance. A new bank does
not want to stagger along under a load of capital so
large that it cannot possibly earn a satisfactory re-
turn upon it, nor does it want to have -its operations
crippled by lack of funds.

ROUTINE OF ORGANIZATION.

Having decided to organize the bank, and having
awakened sufficient interest in the enterprise so that
the necessary subscriptions to its capital stock are
reasonably assured, the next step is to call a meeting
of those interested, for the determining of the poliey
of organization. At the same time it is well to secure
the services of a good lawyer, who will superintend
the steps of the process and guide the future com-
pany through the necessary formalities of incorpora-
tion. If the bank is to be a large one, this lawyer
may be retained as legal counsel, even after the
period of organization,
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APPLICATION.

If the new bank is to be organized as a National
bank, all necessary steps will be indicated by the
Comptroller of the Currency, and the necessary forms
furnished upon application to him. The first step
will be such a letter of application, signed by not less
than five natural persons who contemplate becoming
stockholders of the new bank. All these incorporators
must be persons legally qualified to hold property and
they must state in their application the nature of their
business, and their financial standing. The applica-
tion must be signed by a United States senator., rep-
resentative, judge of court, or some other person oc-
cupying a prominent official position in the com-
munity and acquainted with the persons making ap-
plication. The following form is furnished by the
Comptroller of the Currency for this purpose:

APPLICATION TO ORGANIZE A NATIONAL BANK.
............... veey 191
TO THE COMPTROLLER OF THE CURRENCY,
Washington, D. C.
Sir:—
Notice is hereby given that we, the underslgned being
natural persons, and of lawful age, intend, with others, to
organize a National Banking Association, under the title

of “The ..... Ceeesitcan et taaaas ,” to be located at

........ Ceeee, County ot erreeeaaaey State of .........,
wlth capital of §.. ., to succeed the .......... bank
of ........

We request that the tltle be reserved for a period of sixty
days and the necessary organization papers and instruc-
tions sent to .................. at ...iiiiiee.n.

(This application must be signed by at least five prospec-
tive shareholders, and indorsed as indicated.)
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Financial

Signatures
of Residences, Business. St“:nsth
Applicants. n
Figures.

The signers of this application are known to be reputable
citizens, and the foregoing information in reference to their
business and financial standing is, in my opinion, correct.

*

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

NAME OF THE BANK.

The name, as suggested in this form of application,
must be in the exact form which the association de-
sires it to stand, and no new bank is allowed to select
a title including the word ‘‘first’’ if a National bank
has previously existed in the place where they propose
to engage in business, even though it has since gone
out of existence. The name likewise must not be too
similar to that of any other bank. in the same place.
Upon the receipt of this application, the Comptroller
of the Currency will reserve the title which they have
suggested, fer a period of sixty days, which is the
time ordinarily taken for completing their organiza-
tion.

*Signature of Member of Congress, Judge of Court, or other
prominent public official.
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ARTICLES OF ASSOCIATION.

If the Comptroller approves of the application of
the incorporators, they will be instructed to proceed
with their organization by the preparation of articles
of association in some such form as the following:

ARTICLES OF ASSOCIATION. .

For the purpose of organizing an association to carry
on the business of banking, under the laws of the United
States, the undersigned subscribers for the stock of the
Association hereinafter named do enter into the following
Articles of Association:

First: The title of this Association shall be “The........
............... weeeesess” (Care should be taken to state
exact title, including name of city, but not of State.)

Second. The place where its banking house or office
shall be located, and its operations of discount and deposit
carried on, and its general business conducted, shall be

Third. This section may be worded in any of four ways:

1st.—The Board of Directors shall consist of........
shareholders. The first meeting of the shareholders for
the election of directors shall be held at..................
onthe .............. .....or at such other place and time
as a majority of the undersigned shareholders may direct.

2nd.—The Board of Directors shall consist of not less
than (insert minimum number) and not more than (insert
maximum number) shareholders. The number of directors
elected at each annual meeting shall constitute the board
for the year, all vacancies to be filled in accordance with
the provisions of Section 5,148. The first meeting of the
shareholders for the election of directors shall be held at
et ereteceseaeieaaes on the ..... Ceereeaes or at such
other place and time as a majority of the undersigned
shareholders may direct.

3rd.—The Board of Directors shall consist of ........
shareholders and the following persons (here insert their
names) are hereby appointed directors of this Association,
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to hold their offices as such until the regular election takes
place pursuant to the fourth article of these Articles of
Association and until their successors are chosen and have
qualified.

4th.—The Board of Directors shall consist of not less
than (insert minimum number) and not more than (insert
maximum number) shareholders, and the following named
persons (here insert their names) are hereby appointed
directors of this Association, to hold their offices as such
until the regular annual meeting takes place pursuant to
the fourth article of these Articles of Association and
until their successors are chosen and have qualified.*

Fourth, The regular annual meetings of the share-
holders for the election of Directors shall be held at the
banking house of this Association on the second Tuesday
of January of each year; but if no election shall be held
on that day, it may be held on any other day, according to
the provisions of Section 5,149 of the Revised Statutes of
the United States, and all elections shall be held according
to such regulations as may be prescribed by the Board of
Directors, not inconsistent with the provisions of the
National Banking Law, and of these articles.

Fifth. The capital stock of this Association shall be
...... ...... thousand dollars, divided into shares of one
hundred dollars each; but the capital may, with the ap-
proval of the Comptroller of the Currency, be increased at
any time by shareholders owning two-thirds of the stock,
according to the provisions of an act of Congress approved
May 1, 1886; and in case of the increase of the capital of
the Association, each shareholder shall have the privilege
of subscribing for such number of shares of the proposed
increase of the capital stock as he may be entitled to ac-
cording to the number of shares owned by him before the
stock 18 Increased.
o1t will be noted that when the directors are named In the
Articles of Association, It I8 unnecessary to provide for holding
a meeting for the election of directors.

Section 5,048 referred to In forms 2 and 4 of the foregoing
provides that vacancies In the board shall be filled by appoint-

ment by the remaining directors and any director. so appointed
shall hold his place until the next election.
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Sixth. The Board of Directors, a majority of whom shall
be a quorum to do business, shall elect one of its members
President of this Association, who shall hold this office
(unless he shall be disqualified, or be sooner removed by
a two-thirds vote of all the members of the Board) for the
term for which he was elected a Director. The 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 absence 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, and to elect or appoint a
Cashier, and such other officers and clerks as may be re-
quired to transact the business of the Association; to fix
the salaries to be paid to them, and continue them in
office, or to dismiss them as, in the opinion of a majority
of the Board, the interests of the Association may demand.
The Directors shall have power to define the duties of the
officers and clerks of the Association, to require bonds from
them, and to fix the penalty thereof; to regulate the man-
ner in which elections of Directors shall be held, and to
appoint judges of the elections; to make all by-laws that
it may be proper for them to make not incomsistent with
law, for the general regulation of the business of the Asso-
ciation and the management of its affairs, and generally
to do and perform all acts that it may be legal for a Board
of Directors to do and perform under the Revised Statutes
aforesaid.

Seventh. This Association shall continue for the period
of twenty years from the date of the execution of its
Organization Certificate, unless sooner placed in voluntary
liquidation by the act of its shareholders, owning at least
two-thirds of its stock, or otherwise dissolved by authority
of law.

Eighth. These Articles of Association may be changed
or amended at any time by shareholders owning a majority
of the stock of the Association, in any manner not incon-
sistent with law; and the Board of Directors, or any other
shareholders, may call a meeting of the shareholders for
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this or any other purpose, 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 writ-
ing, thirty days before the time fixed for the meeting.

In WITNESS WHEREOF, we have hereunto set our
hands this ............. day of .......... 191

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

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

I CERTIFY that these Articles of Assoclation are
executed in duplicate; that one of the instruments so
executed is the foregoing, and that the other, alike in all
respects, is on file with said Bank.

(To be signed by President or Cashier.) ........ 181

ORGANIZATION CERTIFICATE.

These Articles of Association must be signed by at
least five of the signers of the original application,
and if made in the above form will be sure to meet
the approval of the Comptroller, though he will also
permit any variations of the form desired by the in-
corporators to cover any peculiar features of their
proposed organization, so long as such change is in
conformity with the provisions of the National Bank
Act. Besides the Articles of Association, an Organ-
ization Certificate must be prepared and signed by the
same persons as those who signed the articles, and
this must also be sent to the Comptroller, and a dupli-
cate kept by the bank. The form of Organization
Certificate is here shown:

ORGANIZATION CERTIFICATE.

We, the undersigned, whose names are specified in
article fourth of this Certificate, having associated our-
selves for the purpose of organizing an Association for
carrying on the business of banking, under the laws of the



74 PRACTICE OF BANKING

United States, do make and execute the following Organiza-
tion Certificate:

First. The title of the Association shall be “The......

(Insert exact title of bank, including the name of town,
but not that of State.)

Second. The said Association shall be located in the
.......... of ............, county of ............, and
State of .............. , where its operations of discount
and deposit are to be carried on.

(In giving the name of the proposed location of the bank,
indicate whether the place is a ‘“Village,” “Town,” or
“City.” Also give the names of County and State.)

Third. The Capital Stock of this Association shall be
................ dollars, ($..........), and the same shall
be divided into ............ shares of one hundred dollars
each,

(In this section care should be taken to give both the
amount of capital of the bank and the number of shares
into which this capital 1s divided.)

Fourth. The name and the residence of eah share-
holder of this Association, with the number of shares held,
are as follows:

Name. Residence, No. of Shares.

Insert the names of al! shareholders, their residences,
the number of shares held by each shareholder, and the
total number of shares.

(The names, etc., of all the shareholders must appear on
this page.)
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Fifth. This Certificate is made in order that we may
avail ourselves of the advantages of the aforesaid laws of
the United States.

In witness whereof, we have hereunto set our hands, this

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

(Those that have signed the articles of association are
required to sign on this page, and they must do so in their
own handwriting. They must also make acknowledgment
on the following page.)

State of........ .
County of .....oovvvenenne 88.:

Before the undersigned, a ........ (] , per-
sonally appeared ...........ccccciiiiieinnnns Ceresaeeaes

Cesesssssrses s 488 Geectecsssessasssees s s ee s teca s

to me well known, who severally acknowledged that they
executed the foregoing Certificate for the purposes therein
mentioned.

—r—
Official Seal Witaess my hand and seal of Office this
of Officer. ceresneens day «..oe0nenn 191

%—J
By-Laws.

At this point in the organization it will be well to
draw up a form of by-laws for the government of the
banking association. A general form is suggested by
the Comptroller, but any form which the shareholders
see fit to adopt is equally good, so long as none of its
provisions are in disagreement with the requirements
of the National Bank Act. The by-laws will provide
for the holding of stockholders’ meetings, the election
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of officers and directors, records of proceedings, trans-
fers of stock, and the general manner of conducting
the business of the bank.

SToCK CERTIFICATES.

In order to secure the payment of the bank’s capi-
tal, stock certificates must be issued to the stock-
holders and a record made of all stock holdings. The
form of Stock Certificate will be similar to the fol-
lowing:

FORM OF STOCK CERTIFICATE.

et ebeteeie et teetranaas NATIONAL BANK.
No. ...oovvvee i Shares.
BE IT KNOWN that ....... is entitled to ...... Shares
of One Hundred Dollars each, in the Capital Stock of the
............ Bank of ............ transferable only on the
books of the Bank by the said ............ OF tivvvvnnnen
Attorney on surrender of this Certificate.
New York e B .. 191,
.......... Cashier. {SEAL‘g...................Presiden:.
——

Subseriptions to the capital stock of the bank should
be called in as promptly as possible, and one-half of
the total amount of the capitalization must be paid
in before the Comptroller will permit the bank to
commence business. Payments for capital stock must
be made in cash, not in promissory notes or other
evidences of debt. As soon as the necessary one-half
has been collected, this fact may be communicated to
the Comptroller of the Currency, in a form like the
following:



HOW THE BANK STARTS IN BUSINESS 77

CERTIFICATE OF PAYMENT OF FIRST INSTALMENT
OF CAPITAL STOCK.

It 1s hereby certified, as required by section 5,140 of the
Revised Statutes of the United States, that of the author
ized capital stock of $........, of The .......... National
Bank of ......ccco00p coseessss.., Organized in conformity
with the provisions of the banking laws of the United
States authorizing the organization of national banking
associations, the first installment, amounting to §......... ,
has been paid in cash.

............................ , President.
or
et ieeseees it tes e , Cashier.
State of ................. .
County of ............... 88.:
Subscribed and sworn to before the undersigned, a.......
of the said county, this ...... day of ........ , 191
A ) i eeeetecseseseeesannan e e 00 e
;SE‘“"} (Offictal title) ..evvu......
——

The remaining fifty per cent. of the capital stock
must be paid in not more than five instalments, one
at the end of each month following the granting of
authority to commence business. Each such payment
must also be certified to the Comptroller of the Cur-
rency in a form similar to that used for the first pay-
ment.

CHARTER BONDS.

In the case of banks organizing under State laws,
steps similar to those indicated above would be all
that would be required, but National banks are re-
quired to purchase and deposit with the Treasurer of
the United States interest-bearing government securi-
ties, known as ‘‘Charter Bonds.’”” Banks having a
capital of $150,000, or less, must deposit bonds to the



78 PRACTICE OF BANKING

amount of one-fourth of their capital, and banks hav-
ing a capitalization greater than $150,000, must make
a minimum deposit of $50,000 in bonds. Their amount
will be larger in case the bank desires to issue its own
notes for circulation, but the special requirements in
regard to circulation will be treated in detail in an-
other chapter.

CHARTER.

Having deposited the necessary charter bonds and
complied with all other requirements to the satisfaec-
tion of the Comptroller of the Currency, the bank is
now in a position to receive from him a charter
authorizing it to commence business. The form for
National banks is very brief, but State charters are
generally longer and include many of the details
found in the preliminary papers required under the
National Bank Act.

CHARTER.
TREASURY DEPARTMENT.
OFFICE OF THE COMPTROLLER OF THE CURRENCY:
Washington, D. C,, ...c00000...191

WHEREAS, by satisfactory evidence presented to the
undersigned, it has been made to appear that ............
inthe ..........of ......... . in the county of ..........
and State of ........... has complied with all the provi-
sions of the Statutes of the United States, required to be
complied with before an association shall be authorized to
commence the business of Banking:

NOW THEREFORE, I, ............, Comptroller of the
Currency, do hereby certify that ..........inthe ........ .
of ..coo00e.... in the county of ........ .... and State of

veevessesessy 18 authorized to commence the business of
Banking as provided in Section Fifty-one hundred and
sixty-nine of the Revised Statutes of the United States.
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IN TESTIMONY WHEREOF witness my hand and Seal
of office this .......... day of .......... 191 |

(Seal.) Comptroller of the Currency.

BoARD OF DIRECTORS.

Before the time of the granting of the charter the
stockholders will have met for the election of a Board
of Directors, who, in turn, will elect the necessary
officers of the bank and provide for its administra-
tion. We will now examine the form of organization
and management of the business itself.



CHAPTER VI

MANAGEMENT AND INTERNAL ORGANIZA-
TION.

The actual management of the bank is passed over
by the body of stockholders to a comparatively small
group, who constitute a Board of Directors, as in
other incorporated concerns. They, in turn, delegate
the actual conduct of business to an executive com-
mittee and such officers as they may select. The num-
ber of directors is left to the option of the stock-
holders, but a National bank must have at least five.
It is common to find boards consisting of a larger
number, but seldom more than fifteen; always an odd
number to avoid a tie vote. Directors of National
banks must each hold at least ten shares of the capital
stock of the bank, of which they must be actual own-
ers in their own name, free from all claims and not
pledged for any loan or debt. The directors must be
citizens of the United States and at least three-fourths
of them must be citizens of the State or territory in
which the bank is organized, and must have been
residents of that State or territory for at least one
year prior to the date of the organization. They hold
office for one year unless by reason of death, or res-
ignation, or removal from the State, it becomes neces-
sary before that time to elect a successor.

80
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CHOICE OF DIRECTORS IS IMPORTANT.

The position of director in a bank is one of great
importance, because it is the directors who decide all
large questions of policy of the bank. They may
delegate the authority, to a greater or less extent
to an executive and to the president, or to the
president, but all his actions must be reported to
the directors and ratified by them, and the law holds
them liable for all such actions. On their ability and
faithfulness depends very largely the success or fail-
ure of the bank. The directors should be the most
broad-minded, upright, and able of the stockholders.
The character of a new bank will be largely judged
by the kind of men elected to its board of directors.
In a country bank it is quite frequent to find a di-
rector from each of several small towns tributary to
that in which the bank is located, or in the country
districts from which a considerable part of its patron-
age is drawn. This gives to the Board of Directors a
representative character which is wholly lacking if all
the directors are selected from a small group of stock-
holders in the town where the bank is located. The
out-of-town directors will be watchful of the interest
of their respective sections, and will aid in building
up the business of the bank, and extending its field of
activities.

DIRECTOR’S OATH.

Directors of National banks are always required to
take an oath of office. The form prescribed by the
National Bank Act is as follows:
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OATH OF DIRECTOR.

tate of ........00i0vnnnn
County of ............... s

I, the undersigned, Director of the ......... of ........,
in the State of .......... , being a citizen of the United
States, and resident of the Stateof .......... , do solemnly
swear that I will, so far as the duty devolves on me,
diligently and honestly administer the affairs of said Asso-
ciation; that I will not knowingly violate, or willingly
permit to be violated, any of the provisions of the Statutes
of the United States under which this Association has been
organized; and that I am the owner, in good faith and in
my own right, of the number of shares of stock required by
said Statutes, subscribed by me or standing in my name on
the books of the said Association; and that the same is not
hypothecated, or in any way pledged as security for any
loan or debt.

Place of Residence:.eesecvecessees

Subscribed and sworn to
this ........... day of
.......... , 191 , before
the undersigned, a......
in and for said county.

seeesssseseseresescennceen

Notary Public.

It would be well if all officers carefully pondered
and rigidly lived up to the letter of this oath. To some
it becomes merely a form and the nature of the prom-
ise is soon forgotten, but the position of the director
of a bank is a position of trust in a double sense; first,
to the stockholders who have invested their money in
the shares of the corporation, and second to the depos-
itors who entrust the bank with their funds.
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DIRECTORS’ MEETINGS.

Where a bank is located in a small town, it is not
customary for the directors to meet at very frequent
intervals, and often monthly meetings are found to
be sufficient. A finance or executive committee is
often appointed to exercise the functions of the board
of directors in the intervals between their meetings,
but in larger places and where business is active,
weekly and often daily meetings are found necessary.
There should be a careful record kept of the matters
acted upon at every meeting of the directors, and such
minutes are commonly kept by the cashier of the bank.
National banks are required to keep such a record
and a careful bank examiner will always investigate
the matter and make sure that complete and accurate
reports are made.

PAYMENT OF DIRECTORS.

Very frequently an attendance fee is allowed
for presence at meetings of the board of directors
and sometimes regular salaries are paid. This is
left to the option of the stockholders and in large
banks, where frequent meetings are required, and
where the directors do actually direct the course
of the bank’s affairs, they are properly entitled to a
remuneration for the service. But in the case of
small banks, the service rendered is slight and usually
no salary is paid. If the salary becomes large enough
to be an object of consideration, it may possibly have
the tendency of attracting less desirable men to try
to secure election to the board of directors, simply for
the sake of the salary attaching to the position.
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PRESIDENT OF THE BANK.

The actual head and manager of the bank is the
president. He is chosen by the directors from their
own number, and presides at all meetings of the board
unless some other member of the board is elected chair-
man as is sometimes done. There he reports on such
action as he has taken in the management of the daily
affairs of the bank, and receives the confirmation of
the board to such action. He also presents any ques-
tions or problems which he desires to have decided
upon by the direectors, and from them receives instruc-
tions as to what action they desire to have taken. Tt
is customary to allow the president a considerable de-
gree of latitude in the granting of loans and discounts
to customers of the bank, particularly where meetings
of the board of directors are held only at rather infre-
quent intervals. In such cases, if the application is
for a loan of unusual size, the president can ordinarily
confer with a number of individual members of the
board of directors and secure from them an informal
expression of opinion and can feel sure that the action
which he then takes will be ratified by the board at
their next meeting. In the case of large city banks.
while the requests for loans are likely to be larger,
the meetings of the directors are also more frequent,
so that the president can submit such questions direct-
ly to the board.

VICE-PRESIDENT.

In large banks it is also common to delegate the
smaller matters to one or more vice-presidents, and to
reserve the time of the president for the larger mat-
ters. Where there are several vice-presidents, each
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may be put at the head of a separate department. In

_the country bank, the functions of both president and
vice-president are likely to be delegated to the
cashier, to a very large extent at least. Where the
president and vice-president do take an active part in
the business of the bank, they should be practical
bankers and not merely prominent members of the
board of directors, chosen because of their personal
popularity or standing in the community. Banking
is a specialized form of business and needs special
training and qualifications. For example, the presi-
dent of a National bank is required to sign and swear
to the reports of condition of his bank which are sent
to the Comptroller of the Currency from time to time,
and in order to properly perform this service, he
should be able to tell whether the reports are correct.
This requires a practical knowledge of the business
of banking. The president of a bank is also required
to sign all transfers and conveyances which are made
by the bank under its seal as well as other contraects,
checks, drafts, and the notes put out by the bank, in
case it is a National bank and takes advantage of its
privilege of issuing bank notes. Generally this power
is given over to the cashier in case of the absence or
disability of the president.

Tug CASHIER.

The cashier is the chief executive officer of the bank
and has direct control of its mechanism and operating
force. Without an efficient cashier no bank can be
really successful. He is in direet control of the funds
of the bank and is given authority to sign its checks,
drafts and vouchers, and attends to the making of its
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disbursements for salaries, purchase of materials, and
the like. He must be a practical banker, and must
install and supervise the working system of the bank.
If the bank is small, he may perform also the services
. of both paying and receiving teller, or of one of these
positions, but where the bank is large enough to war-
rant, he devotes his time entirely to general adminis-
trative matters.

Directs CLERICAL FORCE.

He is supposed to keep a close watch of the
operations of the various departments, supervising
the clerical force and overseeing the general run-
ning of the bank. He is expected at all times to
be adequately informed as to the condition of the
bank’s affairs and to be able to advise the president
or board of directors as to its standing and ability to
extend credit in a given case. He also generally has in
his hands the regulation of the relations of his bank
with other correspondent banks with whom they may
have dealings regularly or at uncertain intervals. The
cashier is expected to act as general guardian of the
bank’s interests, and to him will be referred new
customers, desiring to open accounts with the bank,
as well as those desiring to make loans, He is expected
to keep a careful watch of the collateral which is de-
posited with the bank for the security of loans so that
the bank may always be adequately protected by a
fair margin. This may be done through a clerk who
devotes his whole time to it.

CASHIER 1S SECRETARY AT DIRECTORS’ MEETINGS.

The cashier also acts as secretary at the meetings
of the board of directors and is ordinarily a
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stockholder and not merely an employee of the
bank. In all larger banks the duties of the cashier
will be so heavy as to demand the appointment of
one or more assistants to the cashier, generally each
in charge of a separate department of the bank’s
work. Thus the paying teller might be the first assist-
ant cashier, and the receiving teller and general
bookkeeper would be designated as second or third
assistants. If the work is sufficiently heavy, there will
be numerous other departments or subdivisions of de-
partments in charge of separate clerks, such as Dis-
count Clerk, Collection Clerk, Credit Clerk, ete.

PaviNg TELLER.

Among the clerical force of the bank, the position
of Paying Teller is generally regarded as first in
importance. The position is one that demands long
experience and peculiar qualifications. The man who
fills it should be possessed of excellent judgment, un-
limited good nature, and be an expert in the business
of banking. He generally comes to this position by
promotion from the lower grades of employment with-
in the bank as a recognition of his ability and faith-
ful service. The Paying Teller is the one who
actually disburses the bank’s cash, and this is a duty
that requires great caution if serious errors are to be
avoided. Two things must be especially guarded
against besides errors in actual counting of the cash
delivered over the counter. One of these is the paying
of checks to persons not entitled to receive them and
the other of paying checks which should not be paid.

IDENTIFICATION.
The question of identification is one which presents
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constant diffienlty to the Paying Teller, particularly
where business is brisk and any delay at the Paying
Teller’s window is likely to cause inconvenience to a
large number of people, who have no time to waste.
The danger of paying a check without proper identifi-
cation, however, is so great that the greatest caution
must be exercised, because the bank is held liable in
case of loss resulting from such an error and our large
cities are well supplied with persons ready to take
advantage of the bank in this particular. The only
safe way is to require that all persons unknown to the
paying teller shall be introduced to him by some per-
son with whom he is acquainted. The paying teller
must also watch carefully the signatures and endorse-
ments on checks presented for payment in order to
avoid forgeries and involve the bank in dispute or
loss.

VERIFYING ACCOUNTS.

Besides watching the general form and signature
of checks presented for payment the paying teller
should also be fairly familiar with the standing of the
different customer’s accounts in order to avoid paying
a check for an amount larger than the balance which
the drawer of the check has on deposit at the time. In
a small bank, where accounts are not very numerous,
a paying teller who acts as cashier and perhaps also
as bookkeeper, will have no difficulty in remembering
such information, but in the large city bank it pre-
sents a rather serious problem. In case a very large
check is presented, or for any other reason the cashier
may desire to make sure of the account he will have
the matter looked up by the bookkeeper, In order to
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avoid offense to the person presenting the check, the
teller very frequently has a signal understood by the
bookkeeper and other clerks so that he can have the
check verified without mentioning the fact to the
person presenting it. A new device known as the tel-
autograph enables him to write the enquiry on a pad
on his counter, and have the message electrically re-
produced at the other end of the line on the book-
keeper’s desk.

TELLER’s CASH.

The paying teller at the beginning of business each
day has in his immediate possession such a fund of
cash as he believes will be ample for the immediate
demands. This will consist of gold coin, gold treasury
certificates, silver coin, silver treasury certificates,
treasury notes, greenbacks, national bank notes and
subsidiary silver and minor coins, all distributed in
separate tills according to kind and denomination.
For the purpose of handling change the ‘‘change
machine’’ or ‘‘automatic cashier’’ which has come
into use in many large banks is a great convenience,
making it possible for the teller to make payments
with a great increase of both speed and accuracy. The
teller has merely to press the key marked with the
amount which he desires, and it will be delivered to
him automatically. This saves him the time of picking
out all the separate coins and counting them. The
paying teller is also furnished each morning with a
summarized statement of the funds on hand in the
bank, made out in a form like the following:
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FIRST TELLER.
CASH.
THE FIRST NATIONAL BANK.

Gold Coin .................. !
Gold Treas. Certificates ..... ‘
Gold C. H. Certificates ...... ‘
Sub-Treas. Receipts ......... (
Silver Coin ................. |
Silver Treas. Certificates . ...
Silver Treas. Notes .........
Legal Tender Notes ......... .
National Bank Notes ........
2d and 3d Teller’s Money.....
Cash Items .................

In the course of the day the funds set aside for pay-
ments by the paying teller in the morning will be
added to by transfers of money taken in by the re-
ceiving or note tellers in the course of the day’s busi-
ness. The paying teller gives them the need2d vouch-
ers for sums so received, and enters all such items in
his settlement book as credits to the various depart-
ments.

SPECIAL DEMANDS.

An accommodating teller will so far as possible,
supply his customers with just the kind of money
which they desire. It is always a good plan to have
clean bills and bright coins, as they are more attractive
as well as more sanitary. Old and mutilated currency
can be presented to the treasurer of the United States
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in sums of $1,000 or multiples of that amount, and
will be exchanged for fresh new currency. There are
also likely to be special demands for currency of cer-
tain denominations by employers making payments
in cash to their work people, or by merchants who
desire a great many small coins in making change,
or the like. For this purpose, the paying teller has
part of his funds in the form of rolls of coins, counted
and plainly marked, or in small bags, or in packages of
bills. The rolls contain twenty-five cents in pennies,
one dollar in nickels, five dollars in dimes or quarters,
and ten dollars in halves. The bags of coin or pack-
ages of paper money are for larger amounts.

RECORDS AND PROOF.

As the paying teller makes payments in the course
of the day’s business, he enters the amount of each
check paid upon a book which he keeps for the pur-
pose together with the name or initials of the drawer.
This he totals up at the close of the day’s business and
enters it together with cash on hand at the beginning
of business and any items which he may have received
from the other tellers during the day in a book which
is known as the ‘‘first teller’s’’ proof book. Besides
payments made over the counter, he has perhaps sent
a remittance to the clearing house to settle a balance
due on the day’s clearings. If so, this will be included
in his proof for the day, or if a payment has been re-
ceived from the clearing house it will be added to the
funds for which he must account. To ‘‘prove’’ the
day’s business, there must be a balance between the
cash on hand in the morning and that received from
the other tellers or the clearing house during the day,
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and the payments made over the counter or to other
departments of the bank in the course of the day’s
business plus the cash on hand at the close of the day.
A form of paying teller’s proof is shown on page 93.

RecEIvinGg TELLER.

The receiving teller comes next in importance to the
paying teller. He receives the money or other deposit
items brought to the bank and credits these upon the
customer’s pass-book. In a small bank the receiving
teller will also have charge of collections from individ-
uals or other banks, notes or loans repaid to the bank,
or in fact all funds which it receives either over the
counter or by mail. In a large bank, however, there
will be a separate note teller, and a collection teller.
The receiving teller must examine all items presented
for deposit, to make sure that checks or similar items
are properly made out and endorsed, that he does not
receive counterfeit money, ete. All items which he
receives he enters upon the book of the depositor,
after checking it against the deposit slip presented
with it. He also enters all such items of deposit in a
record book which he keeps for the purpose—the
scratcher—and assorts his funds as received according
to kind and denomination. At the close of the day’s
business or at intervals during the day, these funds
will be turned over to the paying teller and the record
of receipts is footed up and a proof of the day’s
business made up to be turned over to the paying
teller. A receiving teller’s proof is shown on page 94.

NoTE AND COLLECTION TELLER.

If there is a separate note teller, he will make up a
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RECEIVING TELLER'S DAILY SETTLEMENT.

.................................. 191
DR. CASH ITEMS

Deposits. .....coceveeneen..
Miscellaneous Items . ........

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

CR. - =

Items to Paying Teller.....
Cash ...........coiviiiinnn

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

Total Cash .......... ..... !

TOTAL

=:—1

proof of his day’s receipts, generally turning it over to
the receiving teller, who includes it in his own report.
The same is true of the collection teller. The principal
difference between their work and that of the receiving
teller is that their business is transacted by mail or
through messengers instead of being done over the
bank’s own counter. In a large city, the collection
clerk may have a large and important department with
several assistants and a number of messengers used in
making collections within the city. ‘‘Foreign’’ or out-
of-town items will be collected by mail. The collec-
tion department is one which requires very close atten-
tion to detail in order that no items may be overlooked
at the time that they come due but may be collected
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with the greatest promptness. A ‘‘tickler’’ is common-
ly arranged in which are entered on a single page or
in a single section all the items which fall due upon
a given date. For this purpose a card index system
presents a great many advantages.

BOOKKEEPING.

An important department of the bank’s work is
that relating to the bookkeeping of the concern. An
entire chapter will be devoted to this subject else-
where.

DiscouNT CLERK.

‘Where a discount clerk exists as a separate func-
tionary, his department is one of those requiring
closest care and best judgment. He should be thor-
oughly well informed in the work of his department,
swift and accurate in calculating interest and dis-
count rates, and possessed of a good personality and
sound judgment. He should embrace every oppor-
tunity of acquainting himself as thoroughly as pos-
sible with the general business conditions in the city
in which the bank is located, and with the financial
standing of the customers of the bank, or whoever is
likely to desire accommodation in the way of bank
loans.

ASSOCIATIONS OF BANKS.

In this connection we might also notice the rela-
tion of the bank to other institutions. The only formal
association of banks is ordinarily the clearing house,
and this will be discussed in a chapter of its own.
But every bank has occasion to establish relations
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more or less elose with a large number of other banks.
Country banks frequently place a part of their funds
on deposit with city banks, and city banks with other
banks in the same or larger cities. These loans will
generally be subject to call on demand. The National
Bank Act provides that country bankers may deposit
three-fifths of their legal reserve with reserve city
banks such as those in Boston, Philadelphia, Denver,
San Francisco and a large number of other cities.
Similarly, National banks in these reserve cities may
"deposit one-half of their legal reserve of 25% of the
amount of their deposits with National banks in the
three central reserve cities—New York, Chicago and
St. Louis. .

CORRESPONDENT BANKS.

Besides placing its reserved funds on deposit
with its correspondent, the local bank will, from
time to time, require credit to meet the demands
made upon it for funds for the harvesting or shipping
of crops, or for some other extraordinary need of its
customers. It is to the correspondent bank that it
looks for accommodation with such temporary credit.
Besides these services, the city bank can often aid its
smaller correspondent by assisting it in the matter of
investing such part of its funds as it desires to put
into government or other bonds. The large bank may
have a special bond department, and for that reason,
or because of its more favored location in a large
financial centre, or its wide business acquaintance,
may be able to make such purchases for the country
bank on the most favorable terms,
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CoLLECTING THROUGH CORRESPONDENT.

In the matter of collections, too, such correspondent
banks can be of mutual assistance to one another. The
local bank is receiving checks and drafts from time to
time, drawn upon banks in distant parts of the coun-
try. It is very convenient to have a correspondent in
each of the large cities throughout the country, to
whom such items or any other banking matters which
come into the hands of the local bank may be sent. On
the other hand, the city bank receives in the course of
its business a large number of local checks drawn on
country banks widely scattered over the country. It is
a great advantage to them to have friendly relations
with local banks to whom they can send such items and
have them collected or verified as quickly as possible.

AMERICAN BANKERS ASSOCIATION.

The idea of bankers associations has been making
headway in the United States in recent years and
there are now many States which have State banking
associations. These are similar to and generally
copies of the great national organization, known as
the American Bankers Association. This association
includes in its membership about eleven thousand
banks scattered all over the United States or a little
more than half of all the banks in the country. This
association has secured the concerted action for the
bankers of this country on a large number of im-
portant matters. It has made a great effort to unify
and systematize the work of banking in the United
States, and for this purpose, has perfected a system of
forms for the use of all banks, members of the associa-
tion, or others who see fit to adopt them. This has

7
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resulted in an enormous saving of clerical work and
tends to prevent errors. The association has also been
active in the field of legislation and has secured the
passage of uniform laws in regard to negotiable in-
struments in nearly all the States of the Union.

MuTUAL PROTECTION.

Another very important service which the American
Bankers Association has taken over is that which is
included under its protective department. Through
this department the association undertakes the work
of following up all robberies committed upon members
of the association. With the large funds at its
disposal it has conducted an extremely vigorous
campaign against bank criminals of all sorts, with
the result that the losses of banks belonging to the
association have been reduced to a minimum, and are
very much below those of banks not included in the
association. In fact this service has been one of the
greatest means of building up the membership. A
somewhat similar service is that of the legal depart-
ment for which it hires a lawyer who is an expert
in banking law and whose advice on difficult questions
has also been a source of great saving to the mem-
bers. The association has also been active in the
agitation for currency reform and in the investiga-
tions of the present monetary conference.

DETAILS OF OPERATION.

Too much emphasis cannot be laid upon a careful
attention to clerical details and the frequent revising
of methods to keep the bank up to date. Proper
equipment with adding machines, card indexes, per-
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forators and other -safety devices, typewriters, tele-
phones and the like will greatly lessen the amount of
drudgery which is involved in the business of bank-
ing. Great care should likewise be taken that the
premises are cared for in a thoroughly efficient man-
ner, since the outward appearance of the bank will
have an effect upon the growth and prosperity of the
business as well as does the condition of its finances,
Indeed a great deal of importance attaches to the work
of the janitor and his force, in view of the fact that
not infrequently valuable papers may find their way
into the waste baskets and be destroyed by accident
or come into the hands of persons who will use them
improperly. All waste paper from a bank should be
carefully examined to see whether any valuable
papers have been discarded by mistake, and then
should be destroyed. Even papers of no value in
themselves might give information as to the affairs
of the bank or of its customers, which it is highly un-
desirable to have scattered about.



CHAPTER VIIL

BANK NOTES—HOW AND WHY THEY ARE
ISSUED.

Passing from the question of the organization of
the bank, to a study of its activities, we take up first
the subject of note issue. The issuing of notes is one
of the oldest of banking functions, and it is some-
times stated that this is the one distinctive character-
istic of the bank and that any or all of its other serv-
ices may be, and at times are, performed by mercantile
firms or individuals. Banks desire to issue notes be-
cause in this manner they are enabled to loan at
interest their own promises to pay. We will suppose
that a bank is employing all its available funds in its
current business, and finds that it could still further
increase its loans if it had something which borrowers
would accept in exchange for their promises to pay
at a future time. Bank notes will be thus accepted
if the community has faith in the ability of the bank
to redeem such notes in cash. In that case, the bor-
rower will take bank notes and give his promissory
note in exchange, as readily as for gold. What he
wants is purchasing power, and if a five dollar bank
note will be accepted by the merchant or manufac-
turer on the same terms as would a five dollar gold
piece, he is satisfied to take the notes from the bank.

100



BANK NOTES<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>