LIVE ARTICLES ON SURETYSHIP.
NO. 1: A SERIES OF ARTICLES
REPRINTED FROM THE MONTHLY
SURETYSHIP SUPPLEMENT OF THE
WEEKLY UNDERWRITER



Published @ 2017 Trieste Publishing Pty Ltd

ISBN 9780649437535

Live Articles on Suretyship. No. 1: A Series of Articles Reprinted from the Monthly Suretyship
Supplement of the Weekly Underwriter by Various

Except for use in any review, the reproduction or utilisation of this work in whole or in part in
any form by any electronic, mechanical or other means, now known or hereafter invented,
including xerography, photocopying and recording, or in any information storage or retrieval
system, is forbidden without the permission of the publisher, Trieste Publishing Pty Ltd, PO Box
1576 Collingwood, Victoria 3066 Australia.

All rights reserved.

Edited by Trieste Publishing Pty Ltd.
Cover @ 2017

This book is sold subject to the condition that it shall not, by way of trade or otherwise, be lent,
re-sold, hired out, or otherwise circulated without the publisher's prior consent in any form or
binding or cover other than that in which it is published and without a similar condition
including this condition being imposed on the subsequent purchaser.

www.triestepublishing.com



VARIOUS

LIVE ARTICLES ON SURETYSHIP.
NO. 1: A SERIES OF ARTICLES
REPRINTED FROM THE MONTHLY
SURETYSHIP SUPPLEMENT OF THE
WEEKLY UNDERWRITER

ﬁTrieste






“LIVE ARTICLES

N

ON

SURETYSHIP

No. 1

A Series of Articles Reprinted from the
Monthly Suretyship Supplement of

The Teckly TUnderturiter

1917

‘Price - - - $1.05 N
_ s



FOREWORD

There are so many things which the man at the home office
has always known that 1t is sometimes hard for him to realme
that to the man in the field some of these old familiar problems
are coming up for the first time, Sometimes this very familiarity
makes it difficult for the man at the home office to explain to a
new man what has so thoroughly become a part of his own
eXperience.

The series of articles presented herewith was originally pub-
lished in serial form in Tae Weexry Uwpeswirter for the
purpose of instructing the men in the field with the techmical
points of the surety hosiness swith which they should be familiar,
In book form it is believed that these articles will be found useful
bhoth to the man in the field and to the man at the home office.
As o book of reference these articles will be found practical
and instructive, The publizhers bespeak for this book® the
hearty welcome which it deserves at the hands of the public, at
the same time extending their thanks to the contributors who
have made this publication possible.
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DEPOSITORY BONDS.

Legal and Moral Aspects of Underwriting—What the Agent
eal Should Know About Them.

By E. 'King Wilson, Atterney, and Alexander Conlter, Manager
Fublie Offictal and Depository Departwent of the Fm‘fil’i:.r
and Depesit Company of Maryland,

A depository bond is a bond given by a banking institution
to secure a deposit of mopey, either public or private, and is
conditioned, in sobstance, to honor, when presented, all checks
drawn on the deposit. Bonds of this kind may be divided into
two classes; thaose bonds which are required by law, and those
bonds which are matters of private contract. The former class,
which may be designated a3 statutory depository bonds, includes
all bords securing State, county or city funds; all bonds securing
money deposited into conrt; all bonds securing money coming
into the hands of trustees and receivers appointed by courts,
auch as Lankrupt funds, and all bonds securing private funds
coming into the hands of public ofheers, such as Indian funds.
The latter class, which may be designated as private depository
bonds, includes all bonds required by private persons, either
individuals, firms or corporations, to secure deposits of private
funds or of public funds, for which the persons requiring the
bonds may be personally liable. It will thus be seen that a
statutory depository boad may protect private funds and that a
private depository bond may protect public funds,

By far the greateripart of depository bonds executed by surety
eampanies cohsists of bonds exeeuted pursnant to some statutory
requirement,  However, there has, in late years, sprung up a
considerable demand for private depository bonds, particularly
it favor of concerns which, for business reasons, desire to malke
deposits of reserve or surplus funds in varions sections of the
country remote from their home offices. )

A deposit of money in bank creates, as a general proposition,
the relation of deMor and creditor, whether the fonds sited
be public or private. [t {follows that the obligation which a
surefy assumes under a depository bond is strictly a finanecial
or credit guaranice. The questions, therefore, which confromt
the underwriter are: Is the bank applying for 2 bond an ac-
ceptable risk, and if so, how much credit ean be extended to it?
In answering these questions the onderwriter applies many of
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the principles which govern the extension of credit in ordina
mercantile transactions, in addition to those principlez whi
are pecoliar to the underwriting of depository bonds.

FHNTE FOL CONSIDERATION.

Some of the points which are given consideration in copnec-
tion with depository bonds are:

1. The financial standing of the applicant bank.

2. The character and standing in the community of the officers
and directors of the bank.

1, Mature of the deposits.

4. The lecality of the bank and local conditions surrounding
the bank. G

5. The probability, in case of hank failure, of recovering a
portion of the loss from the ssaets of the bank.

6. The relation which the total deposit to be made under the
bond bears to the penalty of the bond,

7. The peculiar features, in the case of a statutory bond, of
the laws applicable to such bond,

8. The term for which the bond is desired.

0, The protection which the bank has in the way of burglary
insurance and fdelity bonds on its officers.

1o, Indemnity agreements covering depository bonds,

11, Collateral security covering depository bonds.

12, The surrender of collateral securities,

It iz impracticable for an underwriter, either persomally or
through his agents, to examine the applicant bank, even if the
premium would justify the expense of such an examination, so
that the underwriter must necessarily rely upon the published
financial statements of the bank and the reports of examinations
made by national bank examiners, in case of a national bank,
and by State bank examiners in case of a State bank or trust
company, supplemented by such information as he may obtain
throngh his local apents. For the purpose of underwriting, it
mst assmed that a bank’s statement is correct.

THE BANK STATEMENT,

A bank statement is merely a summary of the financial condi-
tion of the bank, as shown by its books, setting forth on one
side the items which make up its resources, and on the other
the iterms which make up its liabilities, Among the resources are
ineluded loans and discounts, overdrafts, secured and unsecuresd,
hank building, other real estate. furniture and fixtures, cash in
bank, and cash in reserve and other banks. Among the liabilities
are incloded capital stock, surplus and undwldtdhpmﬁt&. bills
payable, notes and bills rediscounted, and deposits, including
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time, demand, savings, etc. The underwriter considers these
items separately and collectively, in order to determine whether
or not they are in the right proportion. 1f a bank presents a
statement, the items of which stand in the proper relation to
One anorthtr it is a good tisk, provided it is not obiectionzble
for any of the reasons which will be considered later.

The underwriter first of all must be satisfied that the funds
of the bank are invested in “quick” or “liquid” assets—that
is, assets which can be easily converted into cash to meet the
dall demands of depositors or to meet the ohligations of the

in case it should close its doorz, Real estate and mortgage
iuans are not reckoned as “guick” assets. For this reason a bank
with 2 relatively large investment in real estate or mortgage
securities is not considered a good risk. Lar r:al estate hold-
ings not only show “slow™ asscts, but zlso indicate that the bank
was not able to realize the sums loaned np-m the security of
real estate and was compelled to take it over to protect its
interests—a fact which reflects more or less unl‘a\'nra’bly upo
the I:l:r_uncss ability of the men in charge

The item of furniture and ﬁxtures pla}rs ne part whatever
in the case of very large hanks, for they are often carried for
the nominal sum of one dollar. However, in small banks, with
very small surplus funds, there has been a tendency to put the
value of the furniture and fAxtures at 2 large figure, to that
extent increasing the surplus.

It is imperative that a bank shall have on hand ready eash with
which to meet the daily demands of its depositors. So im-
portant is this matter that national banks and State banks in
nearly all the States are required by law to carry a reserve equal
to a fixed per cent. of their deposzits. This cash reserse can he
carried in the bank itself or a part of it can be carried in other
hanks known as reserve agents. 1f a bank's statement shows that
its cash reserve is below the proper amount, the bank is a ques-
tionable risk, The bank should be positively declined if a eom-
parison of its statements shows that it is a constant offender in
this respect.

The first itetns on the side of Habilities are capital, surplus ami
undivided profits. The eapital is the fond mntrihuted
stockholders. The surplus represents either a fund m b:.r
tie stockholders at the time of organization, or a fun sr."l: apart
out of the earnings, or it may consist partly of each. The undi-
vided profits represent the profit and loss account of the banl.
From this account are taken current losses, expenses and divi-
dends as well as the amounts which are carried to the surpiui
fund. ‘While these three items are carried as liabilities, ap
ently in the same class with deposits, they are not in real t:|.r,
as is well known, on an equality with deposits, In liquidating a
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bank, depositors are paid before anything 18 distributed to stock-
holders. Therefore the capital, surplus and undivided profits
constitute the fund which stands between depositors and loss.
The larger the surplus of a bank, the greater the amount of
loss which can be sustained and the greater the shrinkage that
can occur in its assets without impairment of its capital and the
resultant closing of its doors. re is no definite rule as to
the relation which the capital and surplus, or either, shall bear
to deposits. The national banking act iz silent on the subject,
except that it does provide the minimum capital for a bank
in cities of a certain size, and that before declaring a dividend
it shall carry one-tenth of its net earnings for the preceding half
vear to its surplus fund, unti! the same shail equal zo per cent.
of its capital. It would seem that a combined statement of all
natiopal banks, made up from their reports upon some date taken
at random, would present the items of capital, surplos and de-
posits in the relation in which they should stand to one another
in a very strong bank. Tf we take the combined statement as
of November 26, 1512, we find that the capital and surplus fund
together were about 28 per cent. of deposits, that the capital
alone was about 16 pet cent. of deposits, and that the surplus
alone was about 12 per cent. of deposits. In other words, in a
bank in which these ratios exist there could be losses or shrink-
ages in its assets in excess of 28 per cent. of the depasit without
endangering depositors. 'With these fgures as an arbitrary stand-
ard, a bank which shows larger or smaller percentages will he
considered correspondingly, strong or weak.

BURROWED MONEY. ;

Bilis ible and notes and bills rediscounted show what
money the bank has borrowed. Bnrmwinrg by banks is rded
as perfectly legitimate. However, very few laws exprm% au-
thorize banks to borrow money. Text book writers say that a
bank has implied powers to borrow, and even to pledge its assets
as security for sums borrowed by it If 2 bark has excessive
bills payable, it may be taken for granmted that its best paper
has been put up as collateral and that the least valuable paper
has been retained by it, thus weakening materially the bank’s con-
dition and rendering more probable the closing of its doors In
case of large demands by depositors, Where a comparison of a
bank’s statements shows that it is an habitnal borrower in large
amounts, even at periods of the year when good banking does not
recognize the necessity of borrowing, it may be safely said that
the bank canmnot realize upon its paper sufficient sums to pay
checks of its depositors. .

A large line of depositors shows the confidence of the public,
and, what iz vastly more important, furnishes to the bank the
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