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FOREWORD. 

WE are rapidly nearing an epoch when all men 
will be compelled to study the science of 
finance in order to survive in the fierce business 

struggle. 
Out of this progress has risen a new literature-the 

literature of finance. 
Much excellent material with special phases of finan

cial activity has been prepared, but this is so scattered 
that the student desiring a comprehensive financial work 
has found himself confronted by serious difficulties. He 
has been obliged, to a great extent, to make his selec
tions blindly, resulting in many. duplications of material 
without securing needed information on important phases 
of the subject. 

Believing that a demand exists for a work which 
embraces the principal knowledge in all branches of 
finance-a work that can be comprehended by the mind 
with no previous academic training-we have prepared 
this volume. 

THE PuBLISHERS. 







HISTORY OF BANKING. 

I N the 12th century almost the whole trade of 
Europe was in the hands of the Italian cities, 
and in these the need of bankers was first felt. 

The earliest public bank, that of Venice, established 
in II71, and existing down to the dissolution of the 
republic in 1m, was for some time a bank of deposit 
only, the government being responsible for the de
posits, and the whole capital being in effect a public 
loan. In the early periods of the operations of this 
bank deposits could not be withdrawn, but the depos
itor had a credit at the bank, to the amount deposited, 
this credit being transferable to another person in 
place of money payment. Subsequently deposits 
were allowed to be withdrawn, the Original system 
proving inconvenient outside the Venetian boundar
ies. It was, however, less from the bank of Venice 
than from the Florentine bankers of the 13th and 14th 
centuries that modem banking especially dates, the 
magnitude of their operations being indicated by the 
fact that between 1430 and 1433, 76 bankers of Flor
ence issued on loan nearly 5,000,000 gold tlorins. 
The Bank of St. George at Genoa also furnished a 
striking chapter in financial history. The important 
bank of Amsterdam, taken by Adam Smith as a type 
of the older banks, was established in 160<}. and owed 
its origin to the tluctuation and uncertainty induced 
by the clipped and worn currency. The object of 
the institution (established under guarantee of, the 
city) was to give a certain and unquestionable value 
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to a bill on Amsterdam; and for this purpose the 
various coins were received in deposits at the bank 
at their real value in standard coin, less a smalJ charge 
for recoinage and expense of management. For the 
amount deposited a credit was opened on the books 
of the bank, by the transfer of which payments could 
be made, this so-calJed bank money being of uniform 
value as representing money at the mint standard. 
I t bore, therefore, an agio or premium above the worn 
coin currency, and it was legalJy compulsory to make 
alJ payments of 600 guilders and upward in bank 
money. The depositors were supposed to remain in 
the coffers of the bank, but were secretly traded with 
in the 18th century, tiIJ the colJapse of the bank in 
1790. Banks of similar character were established in 
Nuremberg and other towns, the most important be
ing the Bank of Hamburg, founded in 1619. In Eng
land there was no corresponding institution, the Lon
don merchants being in the habit of lodging their 
money at the Mint in the Tower, until Charles I. 
appointed the whole of it (£200,000) in 1640. 
Thencef!>rth they lodged it with the goldsmiths, who 
began to do banking business in a smalJ way, encour
aging deposits by alJowing interest (4d. a day) for 
their use, lending money for short periods, discount
ing bilJs, etc. The bank-note was first invented. and 
issued in 1690 by the Bank of Sweden, founded by 
Palmstruck in 1688, and one of the most successful 
of banking establishments. About the same time the 
banks of England and Scotland began to take shape, 
opening up a new era in the financing of commerce 
and industry. 

In the banking system of England, the central fig
ure is the great Bank of England. This bank, the 
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most important in the world, was projected by Wil
liam Paterson, and was incorporated July 27, 1694-
It was constituted as a joint-stock association, with 
a capital of £ 1,200,000. In return for the loan of 
its entire capital to the government, it received the 
right to issue notes and maintained a monopoly of 
corporate banking in England. It was not until early 
in the 19th century that this monoply was broken 
down. At its very outset, the Bank of England was 
a servant of the government; and in a lesser or greater 
degree, it has enjoyed this character through all the 
stages of its subsequent history. At first the charter 
of the bank was for eleven years only; but in conse
quence of the great service of the institution to the 
Government, its charter has been at various times re
newed. The last renewal was in 1844. and the 
charter of that year still subsists, its terms being sub
ject to modification or revocation by the legislation at 
pleasure. 

In 1m, the bank being on the verge of bankruptcy, 
was ordered by the Government to suspend the re
demption of its notes in coin, and the notes became 
the main currency of the nation, until the resumption 
of specie payments in 1821. 

Viewed in its banking department, the bank differs 
from other banks in having the management of the 
public debt, and paying the dividends on it; in hold
ing the deposits belonging to the Government, and 
making advances to it when necessary; in aiding in 
the collection of the public revenue, and in being the 
bank of other banks. 

The Bank of France stands second in repute only 
to the Bank of England. It was founded in 1800, and 
in 1806 was placed npon an enduring basis. Its orig-
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inal capital was 45.000.000 francs. which was increased 
in 1806 to '¥l.ooo.oo francs. with a reserve of 12.980.759 
francs_ It has the sole right to issue paper money in 
France. and enjoys a high degree of puhlic confidence. 
which it is so anxious to retain that. in 1888. when 
dangerous counterfeits of its 1000 franc notes were 
put into circulation. it preferred to redeem them rather 
than to refuse payment. to impair the general readi
ness to receh-e its own genuine paper_ The Bank of 
France has often rendered important sen-ice to the 
French Gm-ernment in furnishing large and promptly 
given loans_ In November. 1890. during the crisis in 
the London money market owing to the embarrass
ment of the firm of Baring Bros.. the Bank of France 
was able to relie,-e the pressure on the Bank of Eng
land by a large advance of gold. 

The power to print and circulate notes. as money. 
began. in the United States. with the issue by the 
Colony of Massachusetts. 1690. of bills of credit pay
able on demand_ This was followed during the next 
half century by similar action on the part of other 
colonies. In 1712. South Carolina had a bank; 1723. 
Pennsylvania, and Massachusetts one in 1739- The 
issue of the "Continental Currency" during the Revo
lution resulted in such a depreciation of that money 
that by 1781 it was wotthless, though it was redeemed 
later at an enormous' discounL The beginning of 
1782 found the Bank of North America in Philadel
phia under a charter from Congress; and two years 
later it was in operation. with charters also from New 
York and Pennsylvania_ Then the Bank of New 
York was chartered. and then the Bank of Massachu
setts. 1784. and soon all the states had banks. The 
Constitution going into operation, 1789. forbade the 
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issue of money by the states. In 1791 the Bank of 
the United States was established, with a 2O-year 
charter. Its capital was fixed at $10,000,000, and it 
was further authorized to hold property of all kinds 
to an amount not exceeding $15,000,000, inclusive of 
its capital stock. It was made the depository of all 
public moneys, was permitted to issue notes payable 
in specie, and could establish branches in various 
cities. At the time of the expiration of the bank's 
charter there were nearly go state banks in existence, 
opposed to its renewal, and, in 1814, there were ISO 

of these, with a combined circulation of $62,000,000. 
But the War of 1812 brought disaster to many of these 
institutions, and depreciated the paper of others, and 
in 1816 it was found necessary to charter a second 
United States ·Bank. This second charter was also 
for 20 years; it fixed the capital at $35,000,000, 
divided into 350,000 shares of $100 each. Of this 
amount, $7,000,000 was held by the United States 
Government, while the remainder of the stock was 
easily disposed of. The bank issued its notes, in 
amount not less than $5, payable in specie on demand, 
and transacted a general banking business so success
fully that its stock was quoted at So per cent. above 
par; and it soon established branch banks in all the 
important cities throughout the country. In 1830 
there were 27 of these branches all engaged in doing 
a thriving business. With such a reliable institution 
at their command it is not surprising that the people 
should have looked with no little mistrust upon the 
unsatisfactory methods pursued by the state banks. 
As the result many of them closed their doors, so 
many, in fact, that of the 446 state banks then in 
operation, only 165 remained. At the same time the 
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aggregate state banking capital of the whole country 
for the year 1814, $90,000,000, showed a withdrawal 
of only $30,000,000 by reason of these suspensions. 
At the same time such institutions continued in ex
istence and precautionary laws to govern their opera
tion were enacted by the legislatures of many states. 

During the many years of its existence the Bank 
of the United States continued to increase in pros
perity and influence; but its great power had made it 
enemies, and a demand arose, upon Gen. Jackson's 
election to the presidency, that it should not be re- • 
chartered. The President himself favored this de
mand, though many of the officers of the party 
opposed him, and consequently, in J832, he vetoed a 
bill renewing the charter of the United States Bank, 
and removed therefrom the Government deposits, 
when the institution speedily collapsed, leaving the 
bank system to banks chartered by the several states. 
These at once made the most of their opportunities, 
and helped, as they were, by receiving on deposit large 
sums of the distributed public moneys, they increased 
rapidly; in 1837 they were 634 of them in the country. 
having an aggregate capital of $291,000,000. T\1e 
temporary prosperity which followed the new issue of 
state bank-notes assumed the form of the wildest kind 
of speculation. In 1837 the banks suspended specie 
payments, and again in 1839; but despite all the 
trouble in which they were involved, the number of 
state banks increased rapidly. 

In 1857 there was another period of financial stress, 
during which many of the banks closed; but, though 
this period was short, and the return of prosperity 
rapid, there was a growing dissatisfaction with the 
system of state banks, and a constant doubt as to the 
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security of these institutions. This had brought 
about the establishment by the state of New York 
of the "safety-fund system," by which a banking de
partment of the state was formed, with which every 
bank kept on deposit federal or state stocks, or bonds 
and mortgages, for the purpose of liquidation in case 
of failure. One great difficulty involved in the state 
banking system was the prevalence of counterfeiting; 
another was the different estimation in which the is
sues of banks of different states were held at the 
financial centres. These troubles culminated at the 
period of the Rebellion, so that the business com
munity was ripe for the important experiment of the 
National Banking System. 

NATIONAL BANKS. 

During the progress of the Rebellion the United 
States Government found it difficult to negotiate its 
bonds in sufficient values to maintain its armies in the 

'field. To meet this emergency, Congress passed an 
act authorizing five or more persons to incorporate a 
National Bank, and permitted such bank when au
thorized to issue paper currency; before such paper 
currency could be issued, however, such bank was re
quired to purchase government bonds of the par value 
of $1,000 against every $goo of paper currency issued, 
and to deposit such bonds with the Treasurer of the 
United States to secure the redemption of such paper 
currency. The bank by this arrangement gets the in
terest on the bonds so deposited with the Government' 
and also gets interest on the loan of its paper currency 
issued in accordance with the provisions of the Act 
of Congress referred to. 
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This right to issue paper currency backed by the 
United States Government, under a provision whereby 
the bank can draw interest from two sources from 
one investment, has always made the demand for 
Government Bonds so great that the United States 
Government can borrow money cheaper than any 
other nation in the world. 

National ·Banks are incorporated under the author
ity of the National Bank Act by the association of 
five or more persons. The articles of association speci
fying the objects and an organization certificate 
must be filed with the Comptroller of Currency. 
Within two years of the expiration of its corporate 
existence any National Bank may, with the approval 
of the Comptroller of the amended articles of asso
ciation, consented to by two-thirds of the stockhold
ers of the bank, extend its period of succession for a 
further tenn of twenty years. Provision is also made 
for converting State Banks into National Banks. The 
capital of a National Bank in a city of over 50,000 in
habitants must not be less than $200,000. Elsewhere 
the capital must not be less than $100,000, except 
with the sanction of the Secretary of the Treasury. 
Banks may be organized in places of not more than 
6,000 inhabitants, with capital of not less than $50,000, 
and in places having less than 3,000 inhabitants, with 
capital not less than $25,000. 

Stockholders of a National Bank are individually 
responsible, equally and ratably, for aU debts of the 
bank to the extent of the amonnt of their stock at 
the par valne thereof, in addition to the amonnt in
vested in such stock. 

Directors of a National Bank who participate in or 
consent to a loan to an individual at any time of an 
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amount exceeding one-tenth of the capital stock 
actually paid in are liable to the bank_ for 'all losses 
caused thereby, but not criminally liable. 

In 1906, September 4, there were in operation 
6.137 National Banks. with paid-in capital stock of 
$835,066.706. and surplus and other profits of $670.-
8140981. The surplus proper was $490,245.124, which 
is nearly three times the amount required to be ac
cumulated and maintained under the law. The sur
plus and "other undivided profits" amount to over 
60 per cent. of the paid-in capital. 

Of the total liabilities of the banks. namely, $8,016.-
021.066. over one-half, or $4.199.938.310, is represented 
by individual deposits. The deposit to the credit of 
banks amounted to $1,589.991,462, and to the credit 
of the United States and disbursing officers of the 
Government $107,831.814-

The principal items of resources of the' banks were 
as follows: Loans and discounts. $4,298.983,316; 
United States Bonds, $628.796.710; other bonds and 
secilrities, $701,240.755; specie, $464.437,291 (of which 
$363.840.256 represents gold and gold certificates), 
and legal tenders. $161,575,120. 

On the same date the number of banks other than 
National ,Banks was reported to be 1I.582. being 1.1I0 
more than in 1905. The aggregate resources of these 
banks amount to $10.263.350.846. being an increase 
of approximately $773,000.000 over the previous year. 
The returns include 8,862 commercial banks, 742 loan 
and trust companies. and 1.319 savings banks (of 
which 678 were of the mutual class; that is, without 
capital stock). and 929 private banks and bankers. 

The capital stock of the state banks is $421.845.705; 
individual deposits, $2,741,464,129; surplus and un-
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divided profits, $251,114,808. The loans aggregate 
$2,272,959,644; investments in stocks, bonds and other 
securities, $412,966,794, and total resources, $3,677,-
050,317. The resources of state banks reporting in 
1905 aggregate $3,190,911,378, thus showing a gain 
in 1906 of $486,138,939. 

SYSTEM OF THE BANK CLEARING HOUSE. 

The large amount of money transactions without 
the intervention of coin or bank-notes is inconceivable 
to those not in business. The manner in which these 
transactions may be effected without money would 
be at once apprehended if all persons in the same 
locality dealt with the same bank, and if all the banks 
scattered throughout the country were only branches 
of the same establishment. But in practice, matters 
are so managed as if this were the case. The checks, 
bills, or other drafts which come into the hands of a 
banker, drawn on (that is, payable by) other bank
ers, are set off and liquidated by drafts, which they 
have received, drawn on him. The balance, or dif
ference, only is paid in money. 

In London, New York and other centres, there is 
an establishment, called the "Clearing House," which 
is a central office where the representatives of the 
banks associated for that purpose meet every day 
and settle their accounts with each other, and make 
settlement of debit and credit gross balance. Be
fore the Clearing House was established it was cuS
tomary for banks to settle with each other directly 
by sending their messengers to every bank in the 
city against whom it had checks or drafts, and col-
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the _ oi bis c:ndit ettbaage, ar bis -_ 
brought, - as it is kdmicaIIy Iauwa. This_ 
is repomtI 10 the IIIUIlIg1S at • opmieg of ha:si-
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ness, and it is entered to his bank's credit upon the 
Clearing House proof-sheet. 

At one minute of ten o'clock the manager or his 
assistant calls the assemblage to order and notes if 
all the banks are represented. A late bank is fined. 
After making any necessary announcement pertain
ing to the business of the banks, the signal is given 
for the delivery clerks to begin the exchange. These 
clerks mOve simultaneously to the left to the desk 
adjoining their own respectively, deliver the 'packages 
of checks, drafts, etc., drawn on these banks and de
posited in their own, and after receipting for the pack
ages from the settling clerks, move forward to the 
next desk, and so on around the room until their own 
desks are again reached. The delivery clerk of each 
bank having delivered fifty-three packages of checks, 
and each settling clerk consequently having received 
the same number, nearly 3,000 packages have thus 
been delivered in eight minutes, the usual time of 
effecting the work. After the delivery clerks have 
departed, the settling clerks foot up the amounts they 
have received, and report the result of their transac
tions to the Clearing House proof clerk. On the 
sheet of the proof clerk are entered the amounts 
brought by the banks, the amounts received, and the 
resulting debit and credit balances. 

The balances are the differences between the 
amounts of checks brought to the Clearing House 
by the banks and the amounts received. For in
stance, if the National City Bank brings checks 
amounting to $50,000,000 against the other members, 
and after the exchanges are finished, finds that the 
checks drawn on it amount to $55,000,000, the differ-
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ence would be the debit balance which it must pay 
into the Qearing Hou&e. . 

When the amounts brought and received foot alike 
on the proof-sheet and the balance agrees, a proof 
is arrived at, and the fact anuouuced by the manager 
to the sett1iug clerks, who are then relieved from 
further duty at the Dearing House, until the uext 
moming, and retum to their banks. 

The entire session averages about forty minutes. 
Forty-five minutes is the period allowed for a correct 
return by the settling c1erks. Any correction of their 
amounts after 1045 A. M. entails a fine ranging from 
ODe to three dollars, if single. At 11.50 A. M. fines 
are doubled, and if the proof sbouId be delayed until 
12 o"clock, the clerk responsible for the dday is 
liable for a quadruple fine. An absolnte proof is ar
rived at every day. no forcing being permitted to save 
time; even of the most trivial amount. One of the 
longest sessions was cansed by a difference of ten 
ants. 

The debit balances resulting from the moming ex
changes must be paid by I.JO P. M.. the creditor 
banks then receiving their dues until 3 o"clock P. M. 
Lawful money or its representative is employed in 
settling the balance, i. e .. gold coin, and the gold cer
tificates of the Clearing House. The latter represent 
coin deposited by the banks in its safe deposit vaults, 
and are the chief medium for the settlement of bal
ances. about 90 per cent. of the total payments being 
made in these certificates. They are in denomination 
of $s.ooo and $10,000, and are negotiable ouIy between 
the banks constituting the Qearing House Associa
tion. They are specifically recognized as legal re-
5eITe required by the National BankiDg Act to be 
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held against deposits. The balances usually amount 
to about 5 per cent. of the exchanges. 

The largest day's business in the history of the New 
York Clearing House was on January 3, 1906. when 
clearings amounted to $636.884,891. The New York 
Clearing House was established October 4, 1853. 

Clearing Houses are composed mainly of State 
and National Banks, and in all cities outside of New 
York their membership is restricted to National 
Banks and the United States Sub-Treasurer of the 
various cities wherein Clearing Houses are estab
lished. 

Only three Trust Companies in New York effect 
their clearings through the New York Clearing 
House, the others clear "over the counter," i. e., per
sons having checks against these companies deposit 
them in their banks; these banks have their messen
gers who make the rounds of the Trust Companies 
once a day. receiving from each Trust Company a draft 
on a Clearing House Bank for the amount called for. 
Each bank lists separately the items against each 
Trust Company. so that the accounts are easily ad
justed. 

Bank clearings approximately represent the amount 
of cash payments made in the United States. The 
clearings are divided into two equal parts. One part. 
comprising three-fifths of the whole, consists of the 
clearings in the city of N ew York. The other part 
comprising two-fifths of the whole, consists of the 
clearings everywhere outside of New York. It is 
hardly too much to say that whenever a dollar moves 
anywhere in the United States outside of New York 
a corresponding dollar moves in New York. 

About 30 per cent. of all individual deposits held 
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by banks of all sorts in the United States are found 
in the state of New York. Total assets of all banks 
in the country amount to twenty-one hillion dollars, 
of which six billion dollars helong to banks of that 
one state; and, in this connection the city is nearly 
tantamount to the state.. About the third of th<, cash 
held by all National Banks in the country is in New 
York. The city's Oearing House Banks receive 
from and ship to country banks three hundred and 
fifty to four hundred million dollars of currency 
yearly. 

GENERAL BUSINESS METHODS OF BANKS. 

The principal business of a bank is receiving and 
lending money. The money received by a bank is 
termed a "deposit." A hank is not required to keep 
the deposits of every person who offers money for 
this purpose, but may decline to do business with 
those whom it does not wish to serve, and may also 
close an account at auy time by returning to the de
positor the amount due him and refusing to receive 
more. 

When money is deposited in a bank, a list of the 
items in the deposit is made on a blank known as a 
a deposit ticket or deposit slip. The deposit tickets 
are furnished by the bank for the convenience of the 
customers. 

Deposits are entered by the Receiving Teller in a 
pass-book furnished by the bank, and the entry at 
the time is original and binding on the bank; but if 
the entry was copied later from a ledger or other 
bank books it can be questioned. A pass-book is, 
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at first view, evidence of the matters therein, but 
not conclusive, and is not negotiable. 

We urge the reader at this time to remember the 
following instructions as to "how to deposit money." 
Time and again it happens through negligence of 
the depositor by either depositing money without a 
pass-book or neglecting to fill in the deposit slip that 
errors occur, and at the end of the month, when re
ceiving the statement, he finds himself short. 

When going to the bank always fill in the deposit 
slip as per· illustration, count the cash or amounts of 
checks before depositing, and then place the deposit 
slip, together with the money or checks, in the pass
book, give it to the Receiving Teller, who will give 
you credit for the amount deposited; after your book 
is returned to you, see that the amount deposited has 
been entered correctly. 

When money is deposited in a bank it is said to 
be the "debtor," and the depositor is the "creditor." 
Yet, in another sense, the depositor is the owner 
and can demand repayment at any time. In the event 
of the depositor overdrawing his account, a subse
quent deposit is needed at once to repay the bank. 

When a deposit is put in a bank for a special pcr
pose, or a check is deposited for collection, the bank 
serves as an agent in keeping the money or the check, 
and also in collecting the check. A bank is abso
lutely liable for the loss of a deposit, although such 
loss occur by events wholly beyond its control; but 
if the bank should fail, the depositor would be a pre
ferred creditor. 

Money deposited in a bank can be withdrawn only 
by presenting a written order or check signed by the 
one in whose name the money i$ deposited. For the 
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security of the bank that IIIIIIIey is _ paid 011 clJecks 
where the signature of the deposiIm may have been 
forgaJ, the bank nquires the depositor 10 leave with 
than the siguature or siguatares .hida are 10 be 
houored.. These sigaatnres are written 011 a card, 
bown as the -signature card,n which the bank keeps 
for refer-eDCe.. 

It is a good plan 10 deposit aD cash n:uived and 10 

pay aD bills by ched<. e:u.eptiDg the small amounts 
that are used daily fill" petty apeoses.. By deposit
iug aD cash the tnasactions pass through the bank 
proridiug J'OII with a receipt ill the form of a canc:dled 
ct-k. bearing the inokne:me:ut of the payee:.. 

OIECKS .un) DRAFrS. 

Upoll ope:oing _ aaoout with a bank the deposit
or, in additioa 10 his bank book. is give:u a book of 
bJank checb for JUs use: in drawiug agaiust his ac
muut.. 

These c:he:dts are drafts or order.; 1IJ'OII tIie bank 
or baukiug bOBse:; ~ 10 be drawu 1IJ'OII a 
deposit of fuuds for the payme:ut, at aD eve:uts. of a 
c:e:rtain sum of IIIIIIIey 10 a c:e:rtain pe:r5OII instaut1y 011 

de:maad. If the written S1IID ill the body of a check 
docs _ Wiie:spood with the margiual figme:s, the 
former will be regarded as cone:ct. A check given 
in the ordioary aJIUSe of business for a debt is _ 
paymml 1IDtil paid.. 

If a check coutaias a later date: than that of de:live:ry 
it is eaDe:d a '"Post da~ check. The presumptiou 
is that the mam bas _ inadequate: fund in that bank 
at the time of giving it, but will have enough at the 
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date of presentation. It is not valid until the date- it 
bears and will not be paid if presented earlier at the 
bank than the date mentioned. 

Another form of a check is the "Memorandum 
Check," which is in the ordinary form of a bank 
check with the word "memorandum" written across 
its face, and is not intended for immediate presenta
tion, but simply as evidence of indebtedness by the 
drawer to the holder. In other respects, and as to 
other parties, it is an ordinary check. 

It is frequently the case that the customer can use 
his own check or draft for remittance to better advan
tage, in case it is certified by the bank carrying his 
deposit. 

Certification of a check is an act by the proper 
officer of a bank recognizing it -as a valid appropria
tion of the amount of money therein specified to the 
person therein named. The certification implies that 
the cbeck is drawn on sufficient funds in the drawee's 
possession, that they have been set apart for its pay
ment, and that they will be thus applied when the 
check is presented for that purpose. When certified 
before delivery, the legal effect is to assure the party 
afterward receiving it that it is genuine and will be 
paid. The bank is bound as well as the drawer. By 
certifying afterward, on the holder's presentation, the 
bank becomes his absolute debtor and the drawer is 
released. To have a check certified, you present it 
to the bank on which it is drawn where thev will affix 
a stamp with the signature of the authori~ed officer 
across the face of the check. 

The Cashier's check is drawn by the cashier or his 
assistant on his own bank and is an absolute promise 
to pay. This form of check is sometimes issued to 
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public officers in place of a certificate of deposit, for 
money deposited by them temporarily; sometimes to 
parties w bo desire to deposit a certain amount of 
money as a guarantee of good faith in the fulfillment 
of a contract; they are also issued in payment of the 
bank's own bills. 

A cashier's check differs from a certified check in 
that it becomes the direct obligation of the bank, 
wbereas the maker of a certified check can stop pay~ 
ment the same as he can on an ordinary check.. 

A Certificate of Deposit, as issued by a bank is 
practically a receipt for money d<!posited, with a 
promise to hold it or pay it, to the party in whose 
name it is issued or to some desiguated person, on 
presentation. They are nsually issued to those who 
do not wish to open an account for" cbecking purposes, 
but merely desire to place the money in the bank for 
we keeping. 

When made negotiable in form, such certificate is 
negotiable and subject in general to the rules of neg~ 
tiable paper, being in effect a promissory note within 
the meaning of the bauking act and statutes as to 
pleading, but where it lacks the ordinary form of a 
negotiable certificate or note, it will not be regarded 
as such. 

They may be made payable on demand, or at a 
defioite future date, in which latter case ioterest is 
allowed, and the certificate canoot be redeemed until 
the date of maturity. 

The Draft is an order for mooey drawn by a ~ 
son in ooe city through a bank in another city for 
the collection of money on it by a third party. Illus
tration: A man in Boston owes a man in New York, 
say $500; the New York man fills out a draft for 
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$500, and deposits it in his bank. The New York 
bank sends the draft through the mail to a Boston 
bank, which sends the draft by its messenger to the 
party drawn upon, who pays the draft. 

A draft when accepted-that is, when it becomes 
an acceptance-has the same value as a promissory 
note, for it is a definite promise to pay on a specified 
date. The common form of acceptance is by writing 
the word "accepted" on the face of the draft, followed 
by the signature of the acceptor. 

Drafts are principally used for the collection of 
accounts. A draft may call for payment a certain 
number of days "after date," or it may call for pay
ment "at sight." The former is known as a "Time 
Draft," and the latter as a "Sight Draft." 

When a draft is collected through a bank, a small 
"collection fee" is charged. This fee is also charged 
by some banks for the collection of out-of-town 
checks, especially if they are drawn on banks in small 
towns and cities. 

PROTESTING CHECKS AND DRAFTS. 

If a check or draft at its maturity is not paid it 
would be "protested"; that is a formal notice given 
by the bank, acknowledged before a Notary Public, 
that the check or draft was not paid to the bank who 
presented it, and that the maker will be held respon
sible for the payment. Drafts are usually made with 
a perforated slip at the end, having upon it "No 
Protest-tear this off before presenting." In present
ing rlrafts in the city that are marked "No Protest," 
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the slip should be tom from the draft before it is 
presented for payment. 

Checks that do not clear on account of "Not Suffi
cient Funds," or for any other reason, are returned to 
the bank from which they came. If one of these 
checks is drawn to be protested iu case of non-pay
ment, or if a protest is considered necessary by the 
holding bank, the check must be presented at the 

-window of the bank upon which it is drawn before 
the closing hours. Non-clearing checks are collected 
by messengers at the banks- upon which they are 
drawn unless the bank clears through some other 
bank. 

FOREIGN EXCHANGE. 

Foreign Exchange is the payment of an obligation 
in a city in one country by the transfer of a credit 
from a city in another country by means of a bank 
draft, as a bill of exchange drawn in New York and 
payable in London. It is practically the system of 
paying obligations in a foreign country without ship
ping the actual money (gold). Should a person in 
New York desire to pay a person in London a certain 
sum of money and does not care to ship the actnal 
cash, he buys a foreign bill of exchange (bank draft) 
on London in New York for the amount of the money 
in English money, and sends the draft by mail to 
London. The drawee presents the draft to the 
banker drawn upon it in London and receives the 
money. 

A cotton dealer in the South ships cotton to a 
customer in Europe and does not care to wait until 
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the cotton crosses the ocean; he, therefore, attaches 
the bill of lading (receipt that the steamship or raj'· 
road company gave him for his cotton) and sells it 
(through his local bank) to any bank or bankers wh, 
deal in foreign exchange in New York, and at once 
receives credit for it. The foreign exchange dealer 
in New York sends the draft, bill of lading, insurance 
papers, etc., to its correspondent banker in Europe, 
who presents it to the party on whom it is drawn, 
who pays the draft. The party then presents the 
bill of lading to the steamship company in Europe, 
and receives the cotton. In this manner the South
ern cotton dealer receives his money as soon as he 
ships the cotton. The bill of lading acts as security 
for the money throughout the transaction. These 
bills are cotton bills. If grain was shipped they 
would be grain bills. 

When there are a great many of these bills being 
sold to the foreign exchange bankers in New York, 
as just described, it causes a fall in the market price 
of them (in the same manner that the heavy selling 
of any security causes a fall in the market price), 
which indicates that the United States has a large 
credit balance in Europe, and is drawing on Europe 
for the money (gold). If the market price of the 
bills falls to or below 4.84-$4.84 in New York
gold is imported, for the reason that the New York 
foreign exchange dealers can then buy gold in Europe 
for the bill's full value, while they are buying the bills 
in New York at a depreciated value. This is an in· 
stance where exchange is sold. 

A merchant in London ships to a merchant in 
New York a lot of goods, and draws on him for the 
amount (in English money). The New York mer-
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chant, in order to meet the draft, buys a bill of ex
change on London in New York for the amount (in 
English money) of the draft. When there is an ex
cessive buying of bills of exchange in New York it 
means that Europe then has a large credit balance 
with us and is drawing on us for the money (gold). 
This buying causes an advance in the market price of 
exchange. If the price of exchange advances to or 
above 4.8g---,$.t..8g in New York-gold is exported 
for the reason that the foreign exchange brokers are 
then selling bills at a premium to the New York mer
chants (owing to the large demand) and buy gold at 
its face value to ship to Europe to meet the drafts. 
This is an instance where exchange is bought. 
$4.8665 U. S. Currency equals £. L Sterling, English 
money. Bills drawn by banks or bankers against 
their credits abroad are called bankers' bills. Cables 
are orders for money to be paid in the foreign country 
by cable. 

FOREIGN EXCHANGE RATES. 

"Actual Rate" is the rate at which exchange is 
sold in large amounts by a dealer, "Postea, Rate" 
is the preliminary asking rate of the day before an 
actual rate is made, and this is the rate usually ex
acted for a small amount of exchange by a dealer. 

LETTERS OF CREDIT. 

A COMMERCIAL LETTER OF CREDIT is a 
draft issued by a bank, which authorizes the holder to 
draw upon the issuing bank at sight to an amount not 
exceeding that named in the letter. They are pur-
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chased by tourists, payable to themselves, and pay
able by foreign banks upon presentation. A Circular 
Letter of Credit is a draft issued by a dealer in for
eign exchange, and payable on demand in installments 
by correspondents of the bank or banker in foreign 
countries. The letter is called a Circular Letter for 
the reason that it is addressed to any and all the cor
respondents of the issuing bank or banker. When 
a Letter of Credit is ·purchased in New York by a 
person going to Europe, he may present it to the cor
respondent in London and draw against it in pound 
sterling. When he reaches Paris, he may draw 
against it in francs, and so on until the credit is ex
hausted. 

A very convenient method for travelers in foreign 
countries, and one which is handled by many banks, 
is the "Express Traveler's Checks," issued by the 
express companies. The checks are in the following 
denominations: $10, $20, $50, $100, $200. A traveler 
may purchase any amount of these checks that he 
desires. At the time of purchase he signs, in the 
presence of the bank official, in the upper part of the 
check, each check that he receives. These checks 
are payable in any part of the world where the com
pany has an express office. The only identification 
necessary is the signing of the check in the lower 
left-hand comer by the recipient at any office. It 
goes without saying that no one can collect these 
checks except the person who purchased them. A 
legitimate exchange charge is made for Letters of 
Credit or Express Traveler's Checks. 



AMERICAN FINANCIAL METHODS 37 

AMERICAN CURRENCY. 

THE VALUE OF FOREIGN MONEY IN UNITED STATES 

CURRENCY. 

CURRENCY is both coined and paper money
that which may be tendered and must be accepted in 
the discharge of debts or other obligations. It in
cludes all bank-notes of law, that are in actual and 
general circulation at par with coin, as a substitute 
for or interchangeable with it; that is, such bank
notes as actually represent dollars and ~ents' and 
are paid and received for dollars and cents at their 
legal standard value. It does not include all coins. 
Foreign coins and trade dollars are not Currency. 
Whatever represents less than the standard value of 
coined dollars and cents at par does not properly 
repre.ent dollars and cents, and is not money, and is 
not properly included in the word Currency. .By the 
Act of March 14, 1900, Congress enacted the law by 
which the dollar consisting of 25.8 grains of gold 
nine-tenths fine (and one-tenth alloy) shall be the 
standard unit of value, and that all forms of money 
issued by the United States shall be maintained at 
a purity of value with this standard. The value of 
foreign money in United States money, according 
to the valuation of the United States Treasury in 
1900, not including "rates of exchange," is as follows: 
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AU8TBIA-Il1JlfOABY. 

10 kreotlerB 1 Florin 
11-2 florina 1 Union Tb8h~!' 
8 flor1D.8 1 Double Thaler 

1 Ducat 
92/9 UnioD Thelen 1 UnioD CrOWD 

BBLOIUM'. 

100 centimes I franc 

BRAZIL. 
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CIIINA. 

10 cash 1 C8.ndareea 
10 Caud_reeD. 1 mace 
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100 pfennige 1 mark or relcban.rll: "'.ZlB 
10 marka 1 CroWD 2382 
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ROLLAND. 

100 eeuq 1 guideD "'.., 1 DoreD 0.BII2 
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LOANS AND DISCOUNTS. 

Banks make their loans chiefly in the form of dis
counts; that is, upon bills of exchange. Commodities 
in the wholesale market are generally sold on credit. 
The buyer promises to pay the amount at a certain 
date to the seller, and his promise is contained in a 
bill of exchange. The seller transfers it to a bank, 
which, on the faith of it, advances the amount in loan 
to him, less "discount," that is, the charge made by 
the bank for paying a note or other obligation before 
it is due. This charge is the interest on the amount 
of the obligation from the time it is discontinued until 
its maturity. This interest is subtracted from the face 
of the obligation, and its holder receives for it the re
mainder. 

But banks lend on other securities. A holder of 
government stock, for example, will obtain a loan on 
the security of his stock; the banker being entitled to 
sell it, and repay the loan from the price, if the bor
rower fails to make punctual payment. So also the 
holder of stock or shares in any public company, as 
a railway company, or of a bond due by such, can, 
where the company is believed to be in sound condi
tion, or the security is salable, obtain a loan from a 
bank. The owners of commodities lying in a public 
warehouse may obtain a loan on depositing with the 
bank the warehouse receipt. Loans, too, are occa
sionally made for short periods on the mere note of 
the borrower to repay the money. Where a banker 
finds that the security which he has received to be 
insufficient, and repayment of the loan is not forth
coming, he will, of course, like any other trader, to 
avoid making a bad debt, take any other security the 
debtor can give him-such as manufactory or a mine. 
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Banks have in this way frequently become involved 
in manufacturing transactions, in their attempts to 
make more money than they would have done by an 
immediate sale of them and have often sn1fered great 
losses in consequence.. And it is not to be supposed 
that banks always abstain from making loans when 
the security is known to be doubtful. Far from it. 
Banks, like other commercial establishments, are, on 
many occasious, recklessly managed. In trying, to 
push business, they sometimes make loans on insuffi
cient security, and banks are under strong temptation, 
to which they frequently yield, when a customer 
largely iudebted to them is approaching bankruptcy, 
to sustain his credit by additional advances, in the 
hope that he may retrieve his aHairs, and pay in full 
both the old and the new advances. The result is 
often the loss of both. 

THE CREDIT STATEMENT. 

Banks or bankers in receiving an application for 
a loan, either a discount or endorsed commercial 
paper, usually require a credit statement, showing the 
fnII condition of the 6rm or individual asking the ac
commodation. 

The credit form now in general use gives the bor
rower an opportunity to pass upon the value of his 
accounts and bills receivable and enables the banker 
to judge whether the ~called asset is really an asset 
that can be depended upon. 

No banker can be ton particular in his regards for 
a statement from a borrower, as he is using the pub
lic's money entrusted to the bank for safe keeping and 
investment. 
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Whetlier a banker loans much or little; whether 
in sums large or small, he cannot afford to be without 
the protection that a careful businesslike statement 
assures him. He can never have too full or too ac
curate a statement upon which to base a loan. In 
using a form which is not sufficiently explicit he is 
actually tempting a man to tell him that his business 
condition is excellent, when it is really precarious; at 
least he is encouraging him, perhaps unwillingly, to 
place a higher valuation upon his assets than is justi
fied by facts. 

The simple form allows the honest man to uncon
sciously over-estimate the value of his resources, 
while it gives the man who is inclined to be dishonest 
an opportunity to blind the banker to his true con
dition. 

NOTES. 

The various forms and notes used are the ordinary 
commercial note or promissory note, the judgment 
note, payable to the order of the endorser, the collat
eral note, giving the holder the authority to dispose 
of the collateral in case the note is not paid at matur
ity. 

A commercial note or promissory note is an uncon
ditional promise by one person to pay to another, or 
to his order, or to bearer, a certain sum of money at a 
specified time. The person who signs the note is 
called the maker, and the person to whom it is made 
payable, the payee. To be negotiable the note must 
be payable to order or to bearer. 

A collateral note is used in a loan of money made on 
a promissory note secured by collateral. Banks will 
loan money on good collateral up to 80 per cent. of 



A1lE1lICAli FlliAJilOAL KETHODS 43 

its market mae. H the loan is DOt paid at the time 
specified. the holder has the privilege of selling the 
collateral in the open market. retmning to the 00.-
rower all mooeys over and above the amount of the 
loan. (See illustration of collateral note.) 

PHRASEOLOGY. 

Among the more usual of the phr.ases .... hich are em
ployed to designate mouey in commercial paper are 
such expressions as -c:unency'" and "c:unent funds," 
and to make it payable "in gold" is to make it pay
able in money. DOt bulliou. The words "dollars" 
and asterling"' means adoOars"' and -sterling"' .... here 
the paper is to be paid. The amount may be eJ<

pressed either in figures or words or both. and it is us
ual to express it in words in the body of the DOte and 
in figures in the margin. Should the words and lig
ures disagrft, the WOI"ds will coutrol. (See illustra
tion of DOte.) 

ENDORSEMENT. 

Paper payable to order is transferrable by indorse
ment; if payable to bearer. by delivery merely. The 
indorsement is the writing of the name of the payee 
on the back of the paper ..... ho thereby becomes the 
indorser. The indorsement may direct the payment 
of the paper to another or to his order. or to bearer. 
or it may be in blaolr. that is, without the Dame of 
the payee 01" indorsee. The indorsement is an inde
pendent coutract, and in OI"der to be negotiable it 
must be in blank or it must direct payment to the 
order of another. or to bearer. 
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INTEREST. 

A provision for interest does not in general deprive 
the paper of its negotiable character. It may reserve 
interest after maturity, and may even bear interest 
from date in case of non-payment at maturity. 

TIME AND PLACE OF PAYMENT. 

In many cases it is desirable to name a place of 
payment in a negotiable note, and usually they are 
made payable at a bank, and with no place of pay
ment expressed, the place of payment is the banker's 
residence or place of business. The parties may also 
~ agreement fix upon a place of payment, but the 
place of payment cannot be assumed to be the place 
where a note is dated or where it is made negotiable. 

To constitute a negotiable instrument it must be 
for the payment of a certain amount and must be pay- . 
able at a certain time, "on demand" or at a fixed de
terminable future time. 

NOTICE OF NOTE DUE. 

Generally a few days before a note comes due, a 
notice is sent to the maker. In case the note is not 
paid promptly upon the day it is due, a second notice 
is sometimes sent, in cases where notes are not to be 
protested. 

DAYS OF GRACE. 

Certain days are allowed for the payment of a draft 
or note in addition to the time contracted for in the 
draft or note itself. This extension of time, usuaJly 
tbree days, which is allowed by law, is called "days 
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of grace." These days are called "days of Grace" be
cause they were formerly all"..-.. "d as a matter of favor' 
but as this custom of merchants was sanctioned by 
the courts and grew into law, they came to be re
garded and treated by the courts as a matter of right, 
and are so regarded now, except in so far as they have 
been abolished by statute. 

THE PROTESTING OF NOTES. 

The law requires that in order to hold an endorser, 
a note which was not paid at maturity shall be pro
tested by a notary public or other authorized public 
officer for non-payment. Payment of the note is, as 
formerly, demanded by the bank, and after refusal is 
demanded, by notice, of the maker and each of the 
endorsers. A protest of notes must be in regular 
legal form, and the certificate of protest is attached 
to the protested note. A copy of the notice is sent 
to the maker of the paper and to each endorser 
theron. (See illustration.) 

CALL LOAN. 

A "call loan" is a sum of money loaned subject to 
immediate call or withdrawal at the option of the 
lender. The banks are the chief lenders of "call 
money" and Stock Exchange brokers the chief bor
rowers. 

"Call loans" are used principally for speculative 
purposes, where profits are made or lost within a day 
or two. A merchant or builder could not use "call 
loans." They would, in fact, be highly dangerous 
contracts for them. The merchants, desirous of bor
rowing funds, require them for certain periods of 
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time, usually for a term ,,'lfdent to enable him to 
purchase materials to 1111 an order, deliver the goods 
and receive his money back. 

"Call loans" are usually secured by stocks and 
bonds of known value with the bank making the loan, 
and if the broker has his loan "called" and cannot for 
any reason pay it on demand, the bank simply sells 
those securities in the open market. This, in a 
"panicky" market, is one cause for rapid declines, as 
numbers of brokers get "pinched" for ready money, 
and cannot respond to their bank's demand to call 
and pay. The stocks and bonds pledged are 
"dumped" on the market for what they will bring, 
and if a real panic is on, which has extended to the 
banks, the bank getting its collateral securities on the 
market first gets a higher price than the bank coming 
after, and a condition of fear and demoralization is
sues in which fortunes crumble away in five-minute 
periods. 

"Time loans" cannot of course be thus sacrificed, 
as the bank must wait until the period for which the 
loan was contracted has expired, hence, the more sub
stantial brokers and speculators frequently ignore low 
"call" rates, and pay higher rates for "time" money
particularly when they have reason to believe that a 
wildly fluctuating market is ahead. 

SAVINGS BANKS. 

Savings -Banks, in their inception, were primarily 
benevolent institutions, organized for the benefit of 
the working thrifty citizen, who, desirous of safe
guarding the future of himself, and of those dependent 

. npon him, saved small sums from his daily or weekly 



AMERICAN FINANCIAL METHODS 47 

earnings. Commercial and financial banks could not 
and would not attend to these small accounts, and 
therefore the lawmakers, urged by pUblic-spirited citi
zens, incorporated institutions, wherein the savings 
of the frugal-minded, industrious and thrifty, whose 
savings were too small to invest in public securities, 
or whose ignorance of business prevented a proper 
use of their capital. (See illustration of charter- of 
first Savings Bank.) 

Savings banks are of comparatively modem origin, 
and it is only towards the end of the 18th century that 
we find any mention of them. 

We may trace the first savings bank in the United 
States to the organization in 1816 of the Philadelphia 
Savings Fund Society, in Philadelphia, Pa., a private 
association which was afterwards incorporated by the 
legislature of Pennsylvania in 1819- The Provident 
Institution for Savings in the town of Boston, Mass., 
was incorporated in 1816, and the Savings Bank of 
Baltimore, Md., in 1818. In New York the first 
organized savings bank was the Bank for Savings. 
Efforts had been made for several years by public
spirited citizens of that city, to get a charter from the 
legislature for such bank, acting on a suggestion re
ceived from Patrick Colquhoun, a magistrate in Lon
don, by his correspondent in New York, Thomas 
Eddy; but the then exsiting hostility to banks rend
ered this very difficult, and it was not without much 
work and considerable delay that at last, in 1819, a 
bill incorporating the Bank for Savings was passed 
by the legislature and approved by the council of re
vision. 

The primary savings bank being wholly philan
thropic, the services of the trustees are nsually grat-
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uitous, and on this basis there have been built, in the 
eastern states of the United States, a large number of 
flourishing institutions, answering perfectly to the 
demands that gave them birth. Criticisms have been 
made at times, and were echoed in the legislature, dis
approving of the requirements of the gratuity of the 
trustees' services, and arguing that men are sure to 
become careless in their supervision when not paid 
for their services. Partly because of this contention, 
the plan of mutual savings banks has not been 
adopted in the western and southern states, where the 
savings bank business is done by financial institutions 
furnishing their capital and surplus as a guarantee 
for the repayment of deposits, and where the directors 
and stockholders are directly and financially interested 
in the success of the bank. Another reason to be con
sidered, also, was that conditions in these states differ 
vastly from those existing in the eastern states. It 
was generally believed that purely mutual savings 
would not receive sufficient support, and could not 
succeed in the more sparsely settled parts of the 
country, and therefore they were instituted as ad
juncts, or departments, of regular commercial banks 
of deposit. A few large and successful mutual sav
ings banks, based on the eastern idea, and flourishing 
in the western and far western states, seem, however, 
to prove that this reason does not always apply. 
There is no doubt that mutual savings institutions, 
protected by wise legislation, strictly restricted as to 
first-class investments and practically freed from tax
ation, are as safe depositories of the savings of the 
nation as may well be devised; and no institutions 
created with that object in view can possible be made 
too safe. 
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The average rate of interest paid to savings bank 
depositors in the United States is about 31-2 per 
cent. per annum. 

In England the savings banks are both gove~n
mental and trustee banks. The trustee banks are 
based on a plan' somewhat similar to our mutual 
banks in the United States. The government banks 
are called postal savings banks. Deposits and with
drawals are made through the numerous post offices 
in <:ireat Britain, and the deposits, as is mainly the 
case with trustee banks, are invested in government 
securities through the commissioners of the public 
debt. These post-office savings banks have about 
8,800,000 depositors, with aggregate deposits of about 
$700,000,000. The interest paid is about 23-4 per 
cent. per annum. 

In several states of the Union, associations of sav
ings banks have been formed for mutual benefit, and 
for the purpose of watching over proposed legislation 
in regard to savings banks so as to 'protect the in
terests of their depositors. In 1901 a national union 
of savings banks was organized as the savings bank 
section of the American Bankers' Association. This 
section includes in its membership a majority of the 
savings banks in the United States, and conventions 
are held yearly where members from all parts of the 
United States meet to discuss the many subjects of 
particular interest to savings banks and to their de
positors. 



CHAPTER II. 

STOCKS AND BONDS. 
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STOCKS AND STOCKHOLDERS. 

STOCK is, in Wipoiatiou law. the rigbIs or imen:st 
which the orgmizas of a Wipoiatiou. or pessoas 
who curdribate to its capital, baYe in assets, &a. 

mises,. ~ and profiIs.. 
The amount fiud by the charter of a corporation 

as the sum which is to be paid iato its treasury for 
use in its operatioos is c:aDed the -capital stock." 
The latter tenn is sometimes iaattmately applied to 
the actual property 0WDed by a corporation, as the 
capital stock of the corporation may DOt npresent 
its actual assets. Pat at the time of its org:mizatioll.. 

The total capital stock of a corporation is divided 
iato sbares. which 3R represented by certificates. and 
the latta" 3R dis1ributed to subscribers aa:ording to 
the amounts of their respective subscriptions. Shares 
of stocks may be made of lIllY roue, the par roue 
being fiud by diYiding the Dumber of shares issued 
iato the total amount of capital stock. The usual par 
roue is $100. but shares 'epn,sdltWg other sums. 
"en as low as $1.00 each. 3R often issued. especially 
in industrial and mining _-prises. Many states 
"'CJ1Iire stock to be issued at its par roue.. 

Stock may be dirided iato Sn'en1 classes: 
TREASURY STOCK is that which is DOt aDotted 

to ~ but retained by the corporation for 
the purpose of sdI:ing it from time to time to raise 
funds for the deveIopmeut of the business or for im
pi o.emeots. 

COMMON STOCK.. By common stock is simply 
meant the stock which entitles the bolder to a pro 
nia division of the profits of the business or assets 
upon dissolution, if there be lIllY, and entitles the 
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shareholder to no preference whatever in any manner 
over any other shareholder. 

PREFERRED STOCK. By preferred stock is 
meant that the preferred stockholder has a preference 
in regard to the dividends out of the net profits, be
fore or in preference to the common stockholder. It 
may be that the preferred stockholder is to receive a 
certain per cent. upon the amount of his shares. This 
will have to be paid to him regardless of whether the 
common stock receives any profit or not out of the 
business of the concern, or there must be an advant
age in some regard in favor of the preferred stock as 
its Dame implies. 

Preferred stock is of two kinds, cumulative and non
cumulative. If the former, any deficiencies in divi
dends in one year must be made up later, before a 
dividend can be declared on the common stock. For 
example, if 7 per cent. cumulative preferred stock is 
issued, and the earnings are only sufficient to pay 5 
per cent. on it in a given year, the deficiency of :I per 
cent. must be made up later. If such stock were non
cumulative, the preferred stock would only receive 
5 per cent. that year, even though the earnings the 
next year were sufficient to pay IS per cent. on the 
amount of the capital stock, and an 8 per cent. divi
dend were declared on the common stock. 

WATERED STOCK means stock which has been 
paid for in property which is not worth the par value 
uf the stock. For example, if a manufacturing plant 
actually worth $5,000 in cash is conveyed to a cor
poration for $100,000 of its capital stock, this stock 
is said to be "watered," the amount of water being 
represented by the difference between $100,000 and 
$5,000. Under the laws of the leading corporation 
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states these issues are lawful if the directors certify 
that the property so conveyed to the corporation is 
worth the amount of capital stock issued for it; pro
vided that the directors in so certifying act in good 
faith. It is seldom that real estate or other tangible 
property, the value of which can be easily deter
mined. is transferred to corporations in excess of its 
real value; but the "watering" is usually done by 
transferring of good will in manufacturing corpora
tions or in mining companies by the transfer of an 
undeveloped property. the value of which is prospec
tive rather than actual. Most of the common stock 
of the large Trusts which have been formed in this 
country during the last 15 years is represented by 
"good will," while the actnal tangible property is 
represented by preferred stock or first Mortgage 
Bonds. In some instances, notably the United States 
Steel Corporation, the property has SO advanced in 
value by accumulation of profits and rise in value of 
mines as they became more and more developed and 
it is said that their actual visible property is now 
worth more than the total stock issued. 

DEFERRED STOCK. ,By deferred stock is meant 
stock, the payment of interest on which is expressly 
postponed until some other stock has received a divi
dend, or until some contract of the corporation has 
been paid out of the net profits of the company's 
business. 

WHAT IS FUlLY-PAID AND NON-ASSESSABLE 
STOCK? 

In purchasing stock in a new company the pur
chaser inquires whether the stock is "fully paid and 
!lon-assessable." This is such a common inquiry that 
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almost invariably this statement is printed on the 
face of the stock certificate. 

The reason of this apprehension on the part of in
vestors is traditional, and dates back to the time when 
the laws of all the states required that stock should 
be paid for in cash-and this is the law now in many 
of the states, which is the principal reason why pro
moters resort to the states and territories mentioned in 
another chapter for incorporation. 

In the development of the corporation as applied 
to mining and commercial pursuits, it soon became 
evident that, in most cases, the basis of the corpora
tion was not the cash paid for its capital stock but a 
mine, patent, a factory and good will of the business 
as well as services rendered in organizing and pro
moting the corporation; and to meet this difficulty 
several of the states and territories have from time 
to time passed laws providing that in lieu of cash, 
stock may be paid for with any property or for serv
iceS rendered, the usual requirements being tbat the 
Directors shall certify that the property or services 
should be turned in at a fair valuation in exchange 
for the capital stock; and provided the directors act 
in good faith such property and services shall operate 
as full payment so that thereafter the stock can not 
be assessed, for the reason that it had not been fully 
paid for. 

It is obvious that opinions will differ very widely 
in regard to an undeveloped mine, an unexploited 
patent, or the good will of a manufacturing business 
which mayor may not depend upon the personality 
of those who have conducted it. And for this reason 
it has become a common practise for promoters to 
organize corporations of large capitalization and to 
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issue the entire capital stock for a mine, a patent, or 
good will upon the certification of the Directors that 
such property is worth the amount of capital stock 
issued for it. This makes the capital stock "fully 
paid and non-assessable" without the payment of any 
cash; so that the owner of the property who conveys 
it to the company for its capital stock may imme
diately after its conveyance contribute any portion 
of it to the treasury to be sold for such prices as the 
Board of Directors may from time to time determine. 

In this way, stock may be sold for the benefit of 
the Treasury for less than its par value-and yet it 
is "fully paid and non-assessable" because it has pre
viously been issued for the mine, the patent, good 
will, or services rendered as before mentioned. 

The courts have quite uniformly sustained the 
action of Directors in this method of procedure
the only exception being fraud or bad faith on their 
part. 

It is in this way that stock is "watered;" and also 
the way in which promoters get large blocks of stock 
without paying cash for them. 

THE STOCKHOLDER AND HIS 

RIGHTS. 

The name of each person to whom a share of stock 
is issued is entered upon the books of the corpora
tions. Shares of stock are transferable by assign
ment, and the transferee obtains a right to have his 
name entered upon the books of the company as a 
stockholder in the place of his transferrer. 

HO'vever, shares of stock are not negotiable in
st,.. ments in the strict sense of the term, but they 
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are commonly endorsed in blank and transferred 
from one person to another as if such transfer were 
protected by the same rules of law. For this reason 
the courts of this country generally protect an inno
cent purchaser for value on the ground of estoppel. 
The English courts do not go so far in this respect 
and the only safe course there is for a purchaser of 
stock to have his name entered immediately upon 
the books of the corporation. Dividends are paid to 
the record owner of stock irrespective of who holds 
the certificates. A record owner of stock is called 
a stockholder. 

A Stockholder, in the strict sense of the word, is a 
person who owns one or more shares of stock in a 
corporation, and who has been recognized by the 
latter as having the rights commonly incidental to 
such ownership. 

Entry of a person's name upon the books of the 
corporation as owner of stock is the best evidence of 
his standing as a stockholder, and as long as his name 
remains he may generally exercise all of a stockhold
er's privileges. However, a person to whom shares 
of stock have been transferred, but whose name has 
not yet been entered on the books, is sometimes 
treated as if he were a stockholder and spoken of as 
such. A corporation is protected in paying dividends 
to a person whose name remained on its books as a 
stockholder, even if he has transferred his shares of 
stock, provided the person has not given notice of 
that fact. A stockholder of record has the right to 
vote in certain meetings, the most important of 
which, perhaps, is the election of officers. Each 
stockholder may vote the number of shares he owns 
and thus one person owning the majority of the stock 
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ered is authorized to fill it in, by writing a transfer 
or power of attorney over the signature. 

DIVIDENDS represent the ·profits of a company 
paid to its stockholders in amount proportionate to 
the number of shares held. No corporation can 
legally pay a dividend out of its capital. The direc
tors of a stock corporation cannot declare dividends 
except from the surplus profits arising from the busi
ness of such corporation. In case of any violation of 
this law, the directors under whose administration the 
same may have happened, except those who may have 
caused their dissent therefrom to be entered at large 
upon the minutes of such directors at the time, or 
were not present when the same happened, shall 
jointly and severally be liable to such corporation and 
to the creditors thereof to the full amount of any loss 
sustained by such corporation or its creditors, respec
tively, by reason of such withdrawal, division, or re
duction. 

There are four ways in which a dividend may be 
paid: In cash, in stock, in bonds or scrip or property. 

CASH DIVIDENDS. The dividends of a cor
poration are declared by the directors, and not by the 
stockholders. The directors of a corporation and 
they alone, have the power to declare a dividend out 
of the earnings of a corporation and to determine its 
amount. 

A "SCRIP DIVIDEND" is a dividend of certificate 
giving the holder certain rights which are specified in 
the certificate itself. These dividends are usually de
clared when the company has property that it wishes 
to anticipate the time when the property may be sold 
for cash, and the cash distributed by a money divi
dend, and the certificates usually or sometimes draw 
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interest until the company shall have accumulated 
sufficient surplus to pay the certificates in full. 

A "PROPERTY DIVIDEND" is where property 
is divided instead of that property being sold for cash 
and the cash then used to pay a dividend. A property 
dividend accrues where a corporation sells all its 
property to another corporation and takes in payment 
thereof stock, and the bonds of the purchasing cor
poration, and then makes a distribution of the same 
among its stockholders. However, any stockholder 
desiring his part of the dividend in cash, is entitled to 
the same and may have an injunction until it is se-' 
cured. 

A "CUMULATIVE DIVIDEND" is a dividend 
on preferred stock, which, if not paid regularly, accu
mulates and remains a debt against the company, and 
must be paid sometime in the future before dividends 
can be paid on the common stock. 

A "STOCK DIVIDEND" is a dividend payable in 
the stock of a company instead of in cash. Stock 
dividends are created by. an increase of capital stock, 
when authorized by the charter or general law, or by 
the issue of rese]Ve stock, such dividends being legal 
only when the corporation has accumulated net earn
ings in excess of receipts over expenditures. An im
portant difference between a cash dividend and a 
stock dividend is that a cash dividend entitles the 
stockholder to so much money. A stock dividend 
does not add to the stockholder's ready cash, but it 
increases his number of shares. Stock dividends are 
frequently made by corporations when its property 
has been or is being improved, and when the plant has 
increased in value, it being considered better to issue 
new stock to represent the excess of value than to 
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sell the increase and declare a cash dividend. The 
value of a stock dividend depenils entirely upon the 
financial condition of the c.orporation using it. 

If a company that is not earning dividends, and for 
whose stock there is no market, disburses a stock 
dividend, the additional stock 80 received is of no 
immediate value. It is purely a speculation. On the 
other hand, the stock dividend of 100 per cent. dis
bursed by the Adams Express Company some few 
years back was equally as good as cash, for the reason 
that not only was the company paying dividends, but 
there was a prevailing high market price for the stock. 
Under the laws of most states, stock of a corporation 
can be increased by a two-thirds vote of the stock
holders. The increase is voted by the directors and 
ratified by the stockholders. When a corporation in
creases its stock the purpose of the increase must be 
stated. 

EX-DIVIDEND means without dividend. A 
stock sells ex-dividend on the day the books of a cor
poration close. On that day and until the books open 
no certificates of stock can be transferred into a new 
name. Consequently the name that the stock stands 
in on the day of the closing of the books will receive 
the dividend. Stocks usually sell lower by the 
amount of a dividend on the day the books close (ex
dividend day), for the reason that the stock is then of 
proportionately less value than it was the day before 
on account of carrying no dividend the day after. 
An instance: St. Paul sold at 195 on August 25. On 
August 26 it sold at 191 1-2. On that day the books 
closed and St. Paul stpck was not entitled to the divi
dend the day before._ The dividend amounted to 3 1-2 
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WHAT ARE BONDS? 

BOND is a promise to pay. usually secured by 
a lien or mortgage on property or bonds and 
stocks representing property. Mortgage bonds 

represent the mortgage divided into a number of parts. 
usually of $1,000 each. but sometimes less; the mortgage 
is held in such cases by a trustee. usually a Trust com
pany or some other financial institution-for the benefits 
of the bondholders as their several interests may appear. 

When an enterprise. whether a national. state or 
city government or a private corporation. wants to 
make some improvements that will benefit the public. 
or increase its own revenue •. a certain amount of 
money is needed immediately. above and beyond its 
working capital. and in order to raise the whole sum 
at one time. the corporation votes to issue bonds cov
ering the amount needed upon which it pays interest. 
usually semi-annually. at a rate agreed upon. The 
bonds may run for a term of years. ten. twenty. fifty. 
as the case may be. Thus a corporation may have 
the immediate benefits of extensive improvements 
and. through the medium of bonds, be able to put off 
the payment for them until a time when they will have 
earned enough from the improvements to pay for 
them without straining their resources. Very often 
a certain part of the earnings of the corporation is set 
aside each year ~o meet the final payment of the bonds. 
This is called a sinking fund. 

There are two forms of bonds: Bonds payable to 
bearer and Registered Bonds. both of which usually 
bear coupons. 

Coupons are little certificates attached to the bonds 
showing the date on which the interest is due. and the 
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amount of interest due. The coupon may be clipped 
and presented to a bank or banker who will collect the 
amount due. Bonds payable to bearer may be trans
ferred from one party to another without formality, 
just as money is exchanged. 

REGISTERED BONDS are issued to a specified 
holder, either an individual or an institution whose 
name is recorded on the bond by the registrar, usually 
a Trust Company, appointed by the company issuing 
the bond. This form of bond is negotiable only by the 
written assignment of the party in whose name the 
bond is registered. Interest on registered bonds is 
paid by check to the owner of the bond only. Some
.times a bond is "registered as to principal only." Then 
the couporu; are paid just as in the case of a bond pay
able to bearer. And the principal sum is only nego
tiable by written assignment. 

Investors should be very particular not to write 
their names, nor make notations, upon bonds. When 
this is done it is necessary to sell them as "endorsed 
bonds," which, of course, effects their market value. 

Bonds registered as to both principal and interest 
are a direct obligation of the issuing company to the 
registered owners. They are usually issued in certi
fied form, assignable in writing, and sometimes have 
no coupons attached, checks for the interest being 
mailed direct to the registered owners. Practically all 
of the modem mortgages provide for the conversion 
of such bonds into bonds payable to bearer. When 
mortgages do not provide, such bonds usually sell at 
slightly lower prices than coupon bonds of the same 
issuing company, owing to the limited demand, and, 
in the event of sale, it is necessary to assign them in 
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blank, disposing of them specifically as registered 
bonds. 

Bonds may be classified in a general way as fol
lows: 

I. Government, State, County and Municipal 
Bonds. 

2. Railroad Bonds. 
J. Pnblic Service Corporation Bonds. 
4- Industrial Bonds. 

GOVER..."lMENT BONDS. "Safe as the govern
ment," is an expression which indicates the stability 
of Government Bonds. No one questions the in
tegrity of "U nele Sam" or his ability to fulfill all his 
obligations. So United States Government Bonds 
which are thus secured are "as good as gold." They 
can be used by National Banks as a basis of circula
tion, so they are in great demand and sell at high 
prices. State bonds are likewise secured by the good 
faith of the Commonwealth issuing them, while 
Municipal Bonds may be enforced against any prop
erty found within its borders. This class of bonds is 
known as "gilt edge" investment. Because of the se
curity afforded by the great credit of the average state, 
county or municipality the rate of interest is usually 
low. 

RAILROAD BONDS are generally secured by 
property actually owned by the Railroad Company. In 
general, they are divided into the following classes: 
First Mortgage Bonds, Consolidated or Second Mort
gage Bonds, General Mortgage Bonds, Debenture 
Bonds, Car Trust or Equipment Bonds. 

F"lr'St Mortgage Bonds are the cream of railroad 
securities, and almost always seD at a good price. They 
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are secured by a first mortgage on some particular 
mileage of the road issuing them, and almost always 
come ahead of all other charges. These, also, as a 
rule, are "Gilt edge" bonds. 

Consolidated or second mortgage bonds are a lien 
on· the company's property after the first mortgage 
bonds. It sometimes happens that an authorized first 
mortgage is too small to meet the requirements of a 
rapidly developing country. It is then necessary to 
create a second mortgage bond. 

General Mortgage Bonds are secured by a general or 
"blanket" mortgage on all the assets of the railroad 
company. When first mortgage bonds are paid off, 
both general and consolidated mortgage bonds fre
quently become first mortgage bonds, when they run 
for a longer period of time than the first mortgage. 

Collateral Trust Bonds are a lien or mortgage on 
certain stock and bonds pledged by the company at 
security. 

A Debenture Bond is secured by the good faith of 
the company issuing it. Nothing specific is pledged. 

One of the best forms of railroad bonds are Equip
ment, or "Car Trust" Bonds. These are secured by a 
first mortgage upon cars and engines, or what is 
known as "rolling stock." The history of these bonds 
is especially favorable. When a railroad goes into the 
hands of a receiver and is reorganized, the courts al
most always recognize the fact that the road cannot 
get along without its cars and engines any more than 
a mechanic can get along without his tools, conse
quently its Car Trust bonds are the first to be taken 
care of. 

Public Service Corporation Bonds are issued by 
corporations engaged in an enterprise for furnishing 
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the public with some convenience, such as street rail
ways, gas, electric lights and water. The secnrity of 
this class of bonds depends largely, of course, on the 
busiuess." The bonds of street railway companies op
erating in large cities, offer one of the most attractive 
forms of security to the careful investor. In first,.class 
cities people must have transportation whether busi
ness is prosperous or depressed, and as population in
creases, and land values rise, the people are forced to 
the suburbs, which still further increase the necessity 
for and growth of, the street railway. The bonds of 
these companies offer not only security, but yield a 
good rate of interest as well. 

Bonds of well-established gas, electric lighting, or 
water companies in large towns where the franchises 
are favorable, also furnish good security for the in
vestor's money. 

Iudustrial Bonds are issued by private corporations, 
such as manufacturing companies, coal companies and 
various business enterprises. While bonds of this 
character offer good investments, they need to be se
lected with care, and by those who can get at the facts 
regarding the management and operations of such 
companies. 

HOW FlRST MORTGAGE BONDS ARE WIPED 
OUT. 

A frequent interrogation is, ''How do first mortgage 
bonds become worthless, when they are secured ahead 
of the stock and everything else by a lien on the prop
erty?" There are a great many ways in which first 
mortgage bonds can become utterly worthless. Many 
bonds which state they are a mortgage, are really se
cured by a second or third mortgage, or a first conver-
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tible mortgage, or a first consolidated mortgage, or a 
divisional mortgage, or a blanket mortgage or some 
other new and improved variety of mortgage which 
may be described as a qualified or contingent first 
mortgage. A so-called first mortgage bond may be 
only a first mortgage on a small part of the railroad or 
other property, and a general mortgage on the balance. 

When the bond, however, is an actual first mortgage, 
there are numerous claims which may come before it 
in case of foreclosure. The largest recognized claim 
before the first mortgage is generally that of the Re
ceivers' certificates issued by the authority of the 
court and bearing interest. These are often engraved 
like bonds, and bear coupons, and coming ahead of 
the first mortgage, should be an absolutely safe in
vestment, but ahead of them come the fees of the coun
sel for the trustees, and other legal charges; also taxes, 
mechanics' liens and labor bills. These additional 
claims occasionally wipe out completely the receivers' 
certificates; and sometimes even the legal talent em
ployed is compelled to sacrifice a part of its reward. 
Fortunately, however, this is a rare occurrence. 

The cost of foreclosure in the case of a small rail
road may be as low as two or three thousand dollars; 
but for roads of consequence it is vastly more than 
this, and sometimes runs to very high figures, the en
tire sum being charged up ahead of the mortgage 
bonds. 

It is to be remembered in this connection that 
genuine first mortgage bonds are very tenacious of life. 
Even when the greatest care has been taken in fore
closure proceedings, the, foreclosure cannot be pro
nounced absolutely safe until it has been tested by 
subsequent legal attack. In one case of a road whose 
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to pay for the trouble of getting the bonds out of the 
safe deposit box or trunk where they have been left 
to mildew. Many first mortgage railroad bonds are 
in default on their interest for years, and are quite 
worthless, although never foreclosed, because a search 
has revealed nothing worth foreclosing on. 

A statement of this fact by an experienced attorney 
can always be relied upon. 

REDEMPTION OF THE SINKING FUND. 

Some mortgages provide that a certain amount of 
cash, or a percentage of gross earnings, or so many 
cents for each ton of coal mined, etc., shall be paid 
by the issuing company to the trustee at stated pe
riods, and applied as a sinking fund for the purchase 
of outstanding bonds, at not exceeding a specific 
price. It is customary to provide in such mortgages 
that the issuing company shall advertise, semi-an
nually, or annually, as the case may be, the amount 
of money in the hand of the trustee available for the 
purchase of bonds for the sinking fund. The holders 
of the outstanding bonds who may so elect, offer them 
to the trustee at a price at which they would be will
ing to sell, not exceeding, however, the figure speci
fied in the mortgage. When the bids are opened 
the bonds offered at the lowest pric-es are, of course, 
accepted. If no offerings are received, the mortgage 
usually specifies that the trustee may draw by lot a 
sufficient amount of the outstanding bonds to absorb 
the sinking-fund money, paying the holders the sink
ing-fund price, no more, no less. The issuing com
pany then advertises the numbers of the bonds so 
drawn, and, as far as the holders are concerned, the 
principal and interest of such bonds have matured. 
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The holders of the drawn bonds, upon presenting 
them at the office of the trustee, receive in payment 
therefore the price specified in the mortgage. Iu 
some cases, in lieu of drawing bonds by Jot, the 
trustee may invest and attumulate the sinking-fund 
money. Bonds purchased for the account of the 
sinking-fund must be either cancelled and destroyed, 
or they must be kept alive and beld by the trustee. 
In the latter case. the bonds continne to draw inter
est, the same as other ontstanding bonds, the interest 
being applied by the trustee toward the future pnr
chase of bonds for the sinking-fund. Generally 
speaking, the mortgages of coal companies. should 
provide for a sinking-fund, making it certain that as 
the amount of coal, or whatever product it may be, 
is diminisbed the bonded debt of the company will 
be proportionately decreased. 

This "Sinking-fund" clause naturally has an effect 
upon the market for snch bonds, and explains wby 
they often sell at lower prices than bonds which are 
not redeemable, althougb the redeemable bonds may 
bear the same rate of interest and possess even a 
greater intrinsic value. To illustrate: If a $1,000 
bond were redeemable at the option of the issuing 
company at say, lOS ($I,oso), it would be exceptional 
for a buyer to be willing to pay in excess of this figure 
for the same. 

SAFEGUARDS FOR BONDHOLDERS. 

It is obvious that coupon bonds shall be placed 
in a safe deposit vault, or lodged in some secure 
quarter. It is a matter of fact a stolen bond pa;rable 
to bearer, wben purchased by an innocent third party, 
cannot be recovered by the original owner. ' Further 
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than this the issuing company, or its fiscal agents, 
would have to pay the coupons as they beclme due, 
and also the par value of the bond at its maturity. 
This will explain why many investors prefer to leave 
bonds in trust with their bankers or in some safe 
deposit vault. It also explains why experienced and 
reputable bankers will not buy or sell from or for a 
stranger, until satisfied that he is all he represents 
himself to be. When a bond payable to bearer is lost, 
the fiscal agents of the issuing company should be 
notified promptly, and, if possible, the number of the 
bond furnished. In the case of a lost bond, the is
suing company might, in its discretion, arrange to 
issue a new bond, but only upon the filing of a sat
isfactory bond of indemnity. 

In view of these facts, it seems to be advisable for 
persons of moderate means, buying bonds solely for 
investments, to have the same registered as to prin
cipal, notwithstanding that the coupons attached to 
such bonds are payable to bearer, the same as in the 
case of bonds payable to bearer. The registration of 
bonds as to principal is, however, a safeguard to the 
owners, so far as the principal is concerned, and such 
bonds when released to bearer in the manner as here
tofore stated, become readily negotiable. 

PAYMENT AND DELIVERY OF BONDS. 

When purchasing investment securities, so far as 
the initial transaction is concerned, it is customary 
for buyers to give satisfactory references, preferably 
a bank reference. It is also the custom, when bonds 
are purchased by persons residing in other sections 
of the country, for the bankers to receive payment 
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therefor, and make delivery thereof, one of the three 
following methods: 

I. The bonds may be forwarded to the, buyer 
either by registered mail or exPress, after the invest
ment house has received payment therefor. This is 
the prevailing method when executing orders for the 
purchase of bonds through New York Stock Ex
change firms. In such cases, the buyer should make 
remittance in funds payable in New York City, the 
day following the I?urchase, excepting on Friday, 
when payment should be made the following Monday. 
The reason for this is, that the broker, who acts 
merely as an agent in the transaction, is required 
to make payments in this same way and manner. 

2. 'Fhe bonds may be forwarded to the buyer, ac
companied by a draft for the amount of their cost, 
delivery being made upon payment of the draft. 

3. The bonds may be forwarded to any bank 
designated by the buyer, delivery being made upon 
payment of the amount due. 

In all three cases, it is customary for investment 
bankers to receive remittance at some bank in the 
city where they transact their business; otherwise it 
is custom for the buyer to pay the collection charges. 

MUNICIPAL BONDS. 

Municipal Bonds are issued under constitutional or 
statutory authority by counties,· cities, towns and 
school districts. They are purchased in the open 
market by Bond houses. Every detail in every re
spect is carefully looked into, as to the general char
acter of the community, and the highest legal talent 
is employed to pass upon the legality of the bonds. 
And then what is known as an estoppel clause is put 
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into the bond, SO as to make assurance doubly sure, 
and safeguard the interests of the innocent investor 
in case there should be any minor detail overlooked 
in connection with issuing the bonds. A tax is levied 
on all the taxable property in the community to pay 
the principal and interest of the bonds, as they be
come due, and in addition to that the full faith, credit 
and resources of the entire community are pledged 
to pay the principal and interest of the bonds. The 
principal and interest of a properly issued bond have 
absolutely got to be paid, and if any condition should 
arise under which there should be any trouble, the 
United States Courts will surely see in the future, 
as they have done in the past, that the communities 
issuing the bonds meet their obligations, dollar for 
dollar, as to both principal and interest. 

A community is ordinarily not permitted, under the 
law, to issue bonds for more than 10 per cent. of the 
assessed valuation of all the taxable property in the 
community. In many cases this debt limit, as it is 
called, cannot go over 7 per cent., and in some cases 
it cannot go over 5 per cent. This relatively small 
amount for which bonds may be issued is fixed, not 
so that the bonds may be amply secured, but to pre
vent what might be excessive taxation of the people. 
So that when a debt limit of 10 per cent. is fixed in 
a community you see the security is ten to one, and 
if the debt limit is 5 per cent., it's twenty to one, SO 

that the security is more than ample under any and' 
all conditions that could even be imagined. 

Perhaps the best illustration of the absolute safety 
and integrity of Municipal Bonds is in the case of San 
Francisco, which, of course, already had a bonded 
indebtedness at the time of the earthquake and sold 
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tbn:e million dollars of new bonds, there being 101 

bidders for an or part of them, and it is reported that 
they were an taken up by investors ~thin twenty
four hours after they wen: offered for sale, thus show
ing the faith of financial. men, not only in the ability 
of San Francisco to make good its old bonds, bnt also 
to incur new indebtedness. 

Speaking of tHis subject, it is well, of course, for 
the investor to be thus secured against an possible 
coatingencies. but as a matte!" of fact no trouble to 
speak of does arise in actual experience. In the first 
place, the laws are such that the communities must 
meet these obligations, and in the next place, the 
communities reaI1y bave no desire to avoid such obli
gations. If an this applies with more fon:e to any 
ODe class of Municipal Bonds than to another, it is 
perhaps to school bonds. It is the most natural thing 
in the world that a community wbich decided to build 
a school bouse for the edncation of its chilclrm sbonld 
regard the payment of the bonds issued to hoild such 
a school as one of its most sacred obligations. And 
tbae is another point in this conuection, namely, 
that small communities regard their obligations in 
these respects as being just as sacred as the large 
communities do, and if there is any difference at aU 
it perbaps would be in faYOl' of the small communities 
where each individual citizen bas a closer relation 
with the affairs of the community. And besides that, 
the smaller communities are bemmed in by just ex
actly the same laws as the larger communities are, 
and both wonld be required by the United States 
Comts to fuUy meet their obligations incurred in 
issuing bonds. 

And this brings up another subject, namely, that 
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Municipal Bonds issued in communities in the Middle 
West and in South can be procured to net a very 
much higher interest return to the investor than 
bonds of the eastern and northern states. The cur
rent interest rates in these communities are higher 
in the northern and eastern states, and the bonds are 
the ~ame in form and in safety. States in the Middle 
West and South have just as good bond laws as states 
in the East and North, and. the laws of the United 
States are just as much in force in the Middle West 
and in the South as they are in the North and the 
East, and the moral risk in the Middle West and 
South is just as good as in the North and the East, 
and the people in those communities have just as 
much regard for their reputations and for meeting 
their obligations, and they will just as surely do so 
as the people in the North and East. 

The laws in each state direct the manner in which 
municipal bonds shall be issued. TheS'e laws are 
generally different in each state and different for the 
various kind of improvements. According to these 
requirements of the law, the city council, school board 
or county commissioners pass the necessary reso
lutions and ordinances providing for the different 
steps for the proper issuance and sale of their bonds. 
Usually the law requires the question of issuing 
bonds to be voted upon by citizens of the community. 

A great majority of municipal bonds bear the fol
lowing rates of interest, 4 per cent., 41-2 per cent., 
5 per cent. and 6 per cent., and generally sell at a 
premium. For instance, a $1,000 6 per cent. Okla
homa school issue may be worth a 5 per cent. basis, 
that is, the market price of this bond may be such 
that it will pay the investor 5 per cent. interest each 
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year on the investment. ;By reference to a reguIar 
book of bond values, a 5 per cent. basis for a 6 per 
cent. ten-year bond is equivalent to IfYJ·79 at $77.90 
premium for each $1,000 bond. H, therefore, you 
pay $1.077.90 for this $Ipoo school bond, yon will 
be getting exactly 5 per cent. interest on your invest
ment and at the end of ten years, yon will have re
ceived back the exact amonnt of the original invest
ment. Let ns explain how this premium is calcu
lated. Snppose a broker sold yon this $1,000 6 per 
cent. ten-year bond at par or $1,000, and from the 6 
per cent. interest which you receive each year, you 
agreed to pay back to the broker 1 per cent. each 
year. Yon wonld thus be getting the clliIerence be
tween 6 per cent. and 1 per cent. or 5 per cent. each 
year; the broker would get I per cent. each year, or 
10 per cent. in all at the end of ten years. 

This method, would, of course, be a complicated 
procedure, so instead of your paying back to the 
broker 1 per cent. each year for ten years, yon would 
follow the universal custom, and at the time of pur
chase, you would pay the present worth of this series 
of ten payments of I per cent. each year, which is 
easily ascertained to be 7.79 per cent. premium. The 
price of any bond includes in addition to this pre
mium, the interest which has been earned or accrued 
on the bond at the time of sale. This accrued inter
est is figured from the last interest payment, the pur
chaser getting back this accrued interest when he 
cashes the coupon, which is first payable after the 
date of purchase. To illustrate: Assume that on 
April 1st you paid for a $1,000 5 per cent. bond at a 
cost of, say, 98 1-2 and interest, the coupons attached 
to the bond being payable January I and July. I. A 
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statement covering the cost would be rendered as fol
lows: 

$1,000 5 per cent. bond at 981-2 ......•...... $g85.00 
Accrued interest from Jan. 1st to April 1st, 

at the coupon rate ••.••..•.•.. '. •• . • • • • . . .• 12.50 
Cost of unlisted bond ........... ' ............ 997.50 
If the order had been executed on the New 

York Stock Exchange, add 1-8 of I per cent. 
commiss'n .•.•..• ., ........... '. . . • • . • • . •• • 1.25 

Cost of listed bond .............. ' ............ ggS.75 

On July 1st the owner of the $1,000 bond would 
cash the $25.00 coupon and thus be reimbursed, the 
$12.50 paid as accrued interest from January 1st to 
April 1St. The balance of the $25.00 would be the 
interest accruing during the period the bond was ac
tually owned by the buyer. 

LEGAL INVESTMENT FOR SAVINGS BANKS 

are stocks, bonds and other securities in which savings 
banks may invest their deposits. Each state has dif
ferent laws regarding these investments. Up to 18g3 
a Savings Bank in New York State could not buy a 
bond issued by any municipality outside of the State 
of New York, nor could it buy the bond of a railroad, 
no matter how good nor how attractive in security or 
in yield. The first change was to admit the bonds of 
seven cities, Boston, Providence, Worcester, Cleve
land, St. Louis, Hartford and New Haven, the bonds 
of such cities to be a legal investment for New York 
savings banks, so long as the cities had not defaulted 
in the payment of any principal or interest for a 
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stated period and the total debt did not exceed 7 per 
cent. of the assessed valuation and had been incor
porated twenty-five years or more. It! correspond
ingly general law affecting investments in the bonds 
of railroads also was passed, which in effect was that 
the savings banks could invest a certain per cent. of 
their deposits into first mortgage bonds of any rail
road corporation, incorporated under the laws of any 
state or territory in the United States, which actually 
owns in fee not less than five hundred miles of stand
ard gauge railroad, exclusive of sidings, within the 
United States; provided that at no time within five 
yearS next preceding the date of any such investment 
shall such railroad corporation failed regularly and 
punctually to pay the matured principal and interest 
of all its mortgage indebtedness, and in addition 
thereto regularly and punctually to have paid in divi
dents to its stockholders during each of said five years 
an amount at least equal to 4 per cent. upon all its 
outstanding capital stock. It provided further that 
during said five years the gross earnings in each year 
from the operations of said company, including there
in the gross earnings of all railroads leased and 
operated or controlled and operated by said company, 
and also including in said earnings the amount re
ceived directly or indirectly by said company from 
the sale of coal from mines owned or controlled by 
it, shall not have been less in amount than five times 
the amount necessary to pay the interest during that 
year upon its entire outstanding indebtedness and 
the rentals for said year of all leased lines; and further 
provided that all bonds authorized for investment by 
this sub-division shall be secuied by a mortgage which 
is at the time of making said investment, or was at 
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the date of the execution of said mortgage (I) a first 
mortgage upon not less than 7S per cent. of the rail
way owned in fee by the company issuing such bonds. 
exclusive of sidings, at the date of said mortgage, or 
(2) a refunding mortgage, issued to retire all prior 
lien mortgage debts of said company outstanding at 
the time of said investment, and covering at least 7S 
per cent. of the railway owned in fee by said com
pany at the date of said mortgage. There are other 
restrictions, but these are the principal ones, and 
were arrived at after years of discussion and con
sultation with the most competent, able and disin
terested bankers and lawyers. Bonds that are legal 
investments for savings banks are also legal invest
ments for trustees of estates. 



CIl6PDIl IV. 

PROMOTION AND FINANCING OF 
ENTERPRISES. 
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investing are not able to swing some trade to a business, 
no matter how big that business is. A satisfied stock
holder is one of the best assets of a company. 

In the immediate management of a business the stock
holders may be drawn upon for the knowledge which 
they professionally possess. There are times when even 
the most experienced business man is at a loss what move 
to take; also it is difficult to interpret with surety if 
certain policies are for good or for evil. Stockholders 
not only give an opportunity for securing a board of 
directors which will assist in the consultation and man
agement, but often the advice of a small stockholder will 
be pertinent and exactly to the point, 

A corporation rightly organized gives a fair share of 
commercial prestige. By right organization is meant 
that the backers of the corporation are men noted for 
business sagacity. They must be men who either have 
a reputation for large and profitable financial deals, or 
men who have the reputation for business shrewdness 
when rightly backed. Money and brains should be rightly 
mixed in the ideal business corporation. 

When a business is considering whether or not to 
raise money by the sale of stock, the advantages alone 
should not be considered. There are a number of dis
advantages in this matter of procedure, but all of these 
disadvantages are small under good business manage
ment. 

Where stock is sold by a promoter a certain percent
age of the proceeds must. go to the man who does the 
promotion worlc. He may be paid either in stock or 
in cash or in both. Seldom a business is financed in 
which the cost of promotion does not range from five 
!O twenty-five per cent. 
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HOW TO DETERMINE THE VALUE OF STOCK. 

The determimtion of the price at which to sell a stock 
-that is, the amount of value that lies back of the stock 
-is a difIiciIIt matter to determine. A great deal of the 
value of a stock is 1iabJe to be intaDgible. Take the 
case of a department store which has worked up a good 
business aud bas, say. inw:otory of $50,000 on its shelves. 
The trade prospects alone may be worth another $50,000.. 
At this point, the problem of the size of the cmporatioa
the amount of stock that is to be issued--is au impor
taut ODe. ShaD it be $50,000. the nIne of the stock? 
0bvi0asIy DOt. Shan it be $100,000, the nIne -of the 
stock, plus the good will aud trade prospects? Shall it 
be $150,000, capital euougb to swing the proposition 
and make it much bigger? The first question is easily 
answered, the semud uot so easily. And yet it is to be 
nmembered that the sua:ess of the rorporation depends 
upoo the stock being sold at its full value. And so the 
question is ODe of great impo1"l:aDce. Whatever the 
value of the stock may be, it will be difiicult to sell it 
at its full nIae. This is for the weJl.Iaaowu trade reason 
that the man who brings IIIOIIe,Y to invest in a stock 
demands some pranium for his "risk." His money is 
sure to briog a small inaJme at 1east-the three per cent. 
of the savings banks or Government bonds. If he is a 
lihRwd invesroI" aud cIabbIes in real estate, his income 
may yield him seven. 1m, or fifleal per cent. without 
what be caDs risk. But wben he exchanges his money 
for stock be bas the feeling that there should be either 
a chance for • big ~ or that the retums, if smaller, 
sbOiiLf he-positively sure. • 

~~-.--... --." 
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THE FLUCTUATION OF STOCK AND ITS 
EFFECT UPON THE BUSINESS. 

Stock once sold is closely watched by the investor. 
In case of a falling off in business he is pretty sure 
to know of it. That means that what would ordinarily 
be a business secret is common property of a large 
number. Investors are prone to collect their dividends 
every year and are not willing to sacrifice one year's 
dividends in order to bring up a business and obtain 
a better rate for coming years. The owner of a business 
is willing to make any reasonable sacrifice of this kind, 
and as a consequence, when he has to deal with investors 
who want dividends, he finds that he is up against a 
very different proposition. The indication of prosperity 
or adversity shown by a dividend or the paying of a 
dividend may have a favorable or unfavorable effect on 
the entire organization. 

When stock is sold the buyers are liable to be enthu
siastic about its possibilities-for a time. A few are 
able to hold their enthusiasm long after the transfer. 
This means that the depreciation to the general manage
ment of the business is liable to occur, and it becomes 
someone's duty to keep the stockholders in condition. 
They· must not be allowed to become too dissatisfied 
or the stock will depreciate. Then, too, a man who has 
been sold one block of stock often is anxious to sell 
again at a profit to invest that money in some other 
proposition. A few of these sales tend to depreciate 
stock considerably below par. 
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WHAT TO PROMOTE. 

The best way to secure propositions is to place 
the following advertisement or a similar one in either 
leading monthly magazines or in Sunday newspapers 
under the classified columns of Business Opportuu
ities: 

Have you any good propositious to offer 
the public? Pateuts, investments, etc. I 
incorporate and finance propositions of mer
it; large list of investors. 

----, & Co., 

-- State St.. Boston, Mass. 

From this advertisement you will receive all kinds 
of propositions and it is up to your good judgment 
to select one or more that you think would appeal 
to the people in your community and the public at 
large. After yon have made your selection it is well 
for you to study the proposition thoroughly i first, 
as to the possibilities of future profits, and, second, 
as to the d.ei!i:iDd for the product. Always be sure 
and get a written' agreement from the owner of the 
proposition, stating what your compensation is to be 
for promoting the enterprise. After you have se
cured your agreement and studied your proposition, 
interest two or three parties in yciur community to 
furnish sufficient money for the incorporation ex
penses. You must generally offer special induce
ments, such as a larger amount of stock than the or
dinary investor would receive for the amount sub
scribed. I usually offer them three sbares for one 
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and a place on the board of directors in the proposed 
company. 

Never attempt to do your own legal work in the 
incorporation of a company, always consult a good 
corporation lawyer, as the proper drawing of the 
charter is one of the most essential features upon 
which the future success of the corporation depends. 
A poor charter is like a building with a foundation of 
sand. 

The usual practice in promoting a company, is to 
take one-half of the capital stock, then proceed to 
sell the balance and then if a part of it is sold only, 
disaster follows, either through the lack of working 
capital, or through too high expenses of selling stock 
eating up the money received. A better way is to 
start with a certain sum for promotion expenses, this 
is generally taken out of the amount subscribed by 
the incorporators. 

Never vote yourself any fixed amount of stock, 
and never vote for the purchase of a certain property 
or patent for which you are promoting the company. 
Always arrange with the owner of the proposition to 
have him transfer your share "agreed upon" in your 
name from a certificate issued to him. This will 
save you a lot of inconvenience, should the project 
not be a success, as it generally reverses back on the 
promoter. 
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The vocation of salesmanship has always been a 
haphazard one and the candidate for the calling has 
been obliged to learn the why and wherefores of suc
cess in the school of experience. He has been obliged 
to practice the art of selling without understanding 
the science which underlies the art. 

I want to call the attention of the 'reader to the 
fact that there are but four classes of salesmen in 
the world, viz.: 

I. The Commercial Traveler, who sells in whole
sale quantities to retailers, who resell in turn to the 
public. 

2. The retail Salesmen, or clerk behind the 
counter. 

3. The Specialty Salesman, including that class 
.of salesmen and saleswomen who sell almost every 
conceivable product to individuals direct. 

4- The Promoter or stock and bond salesmen who 
creates enterprises, who gets ideas and capital to
gether, and usually through the instrumentality of 
the corporation, puts a given idea of enterprise before 
the public. 

The science of salesmanship is of equal interest and 
value to each of these four classes, because it deals 
with fundamental laws, truths and principles which 
govern success in each and every branch of the call
ing. 

We hear much about the "natural born salesman." 
We very frequently hear the statement made by 
able men that "salesmen are born, not made." Such 
an opinion is apt to be expressed when observing 
some particularly brilliant success that has been 
made, but which is really an isolated case and an 
exception rather than the rule. 
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The "born. salesman" is a spasmodic salesman. 
As a rule he is not even balanced and his results are 
uncertain. I prefer the steady worker, the man who 
grinds, but whose results show a healthy and c0n

tinuous increase. Give me a man with a good back
bone susceptible of his becoming a successful sales
man. 

It is true that he must have a foundatiou 'upon 
which to build. I will call the stones of this foun
dation intelligence, education, appearance, persist
ence, self-control. and diplomacy. None of these is 
a gift, but an accomplishment that can be developed 
more or less according to the individual 

I would rather uudertake to make a salesman out 
of one who was not born with great natural gifts, 
than to undertake to make a salesman out of one 
with those natural gifts who is not progressive enough 
to see the importance of cultivating and developing 
those gifts. 

The matter of self-development, the development 
of the positive qualities and faculties of body, mind 
and soul, the natural product of which is the power 
to influence other~which is salesmanship in the 

• abstract-is clearly a matter of education, education 
in its true and broad sense. 

To go back to the derivatinn of the term, we find 
that "education" means a "drawing-out process." 
That drawing-out process does not necessanly have 
to be applied in the colleges. The education which 
comes of contact with the world is one of dle best 
of all methods, thus with self-development, man is 
very largely the architect of his own character and 
the bui1der of his own future. 
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THE PROMOTER is one who urges or assists in 
the organization of corporations or joint stock com
panies. A promoter commonly makes the plans for 
the business operations to be carried on, estimates 
the possible profits, solicits subscriptions to the stock 
of the proposed corporation, and, in short, does all 
he can to bring about its organization. A promoter 
is held to stand in a fiduciary relation to the prospec
tive company. Accordingly he is held to a very 
strict accountability as to his motives out of the 
proposed organization. Unless he discloses to the 
subscribers of stock the amount of profits he intends 
to make by affecting the organization, or by selling 
the company any lands or things of value, he must 
account to them for what he receives. If a promoter 
makes fraudulent misrepresentations as to the pros
pects of the intended corporation, any subscriber 
deceived thereby may cancel his subscription, and 
may recover any damages he may sustain from the 
promoter. If a person urges others to form a com
pany and has something he has to sell, and does not 
himself become identified with the organization, he 
is not a promoter in the above sense, and may obtain 
the best price he can to induce the company to pay 
for his property. 

A corporation, when organized, is not liable for 
any contracts entered into on its behalf by the pro
motor prior to its organization. It cannot ratify 
them, but may adopt them, but this amounts to 
making a new contract. A promoter may sometimes 
be held personally liable on such contracts. 
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INVESTORS vs. SPECULATORS. 

There are as many kinds of investors as there are 
kinds of people or kinds of stock. Aside from those 
who bny listed Wall Street stocks, whom I am not 
considering at all, investors may be divided into two 
general classes. 

I. The Conservative Investor is the man who 
analyzes, who dissects a proposition, and who cannot 
be expected to bny a game of chance. He looks first 
to the safety of bis principal, and is satisfied with a 
small bnt sure income. Offer too much and you lose 
him. The conservative man insists upon good people 
back of the proposition. You must have more than 
a series of strong statements to satisfy him. He 
wants mercantile agency ratings, and he has the abil
ity to dissect a Dun's or a Bradstreet's report. He 
must have bank or other references, and this of 
course, cuts out all promotion schemes and experi
ments. 

%. The Great Army of Unnamed Nervy Investors 
with an undeniable fondness for games of chance. 
Naturally there are a great many kinds and creeds 
in this army, but the symptom of all of them is the 
burning desire for large profits and quick returns on 
a small investment. 

"An income for life on a small investment," reads 
the advertisement of a successful financial advertiser. 
"$2,200 a year for life," reads another. This is just 
what they are looking fot. A portion, if uot all, of 
this class of people who buy "wild cat" stocks are ir
reverently called "suckers" by those who do business 
down Wall Street way. I regret to say that many 
of this cIass will buy anything that is offered to 



98 AMERICAN FINANCIAL METHODS 

them in the right way. What the proposition is 
amounts to little. It's what is said about it that 
counts. 

There are three ways to reach investors: 

I. By mail. 
2. By newspaper or magazine advertisements. 
3. By personal solicitation. 

Each particular method has its advantages. Just 
which one or which combination to use depends en
tirely upon the proposition and its conditions. A 
combination of all is far bener than anyone of them 
if the proposition is big enough. 

Reaching investors by mail. This sounds like an 
easy matter. It always should be done right. The 
materials needed for mail order work are: 

I. Good investors' names to work from. 
2. A good prospectus. 
3. A follow-up system. 

'*' The necessary office force to send out and 
properly follow up the inquiries and replies. 

Investors' names. In mail stock selling good 
names are more essential than any other one thing. 
You may have the best proposition in the world, you 
may present it to few or many; but if you are not 
appealing to the certain right men, you have a failure 
on your hands. The selection of names, therefore, 
is a mighty particular pi~ce of business. At best 
there is waste enough. Directory names are practi
cally useless and the percentage of waste is so great 
that no one can afford to use them. 

What names to use depends entirely upon your 
particular proposition. There are no fixed rules. 
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thing, whether stocks, bonds, furniture or soap, is 
by personal solicitation. Hunt up your investor, ar
range your story in a way that will appeal to him, 
and get his subscription. No general rules can be 
laid down for such a campaign. Do not depend en
tirely upon your natural ability. Make sure before 
you start out that you know your proposition from 
start to finish. You must educate yourself up or 
down to your proposition. A salesman who is afraid 
of the difficulties he meets can never master them. 
He is like a rider who is afraid of his horse, who 
trembles at the least sign of skittishness and is dis
mounted at the animal's first plunge. Make up your 
mind that you can control every situation and your 
victory is half won. 

Two of the most essential requirements in stock 
and. bond selling are: 

First, men who have the confidence of the people 
[)f their community. 

Second, men of enthusiasm and energy. 

THE PROSPECTUS. 

My definition of a good prospectus is one that will 
sell the largest amount of stock in the shortest space 
of time at the lowest cost. I don't care whether 
you spend $5 or $5,000 on printing, whether it is 
printed on cheapest manila with muddy ink, or on 
the finest hand-made deckle-edge paper, if it doesn't 
sell stock it's a failure. If it doesn't do exactly what 
it was intended to do it's like the salesman who al
most gets the order. It's like dynamite without the 
cap. 

Oceans of financial literature constantly flood the 
mails. As a rule it is the poorest kind of mail that 
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"Uncl£ Sam" carries and anyone will agree with me 
that it should be the very best. 

IA writing a prospectus yoo must first make sure 
which class of investors could, would or should buy 
your stocks.. Don't make any mistake at this point. 
Mistakes are fatal at this stage of the game. When 
you are positive of the class to whom you should 
appeal, pick out your strong points and write up 
your story in a way that the investor will be com
peIJed to believe you. If your proposition should 
appeal to the great army of "take a chance" investors, 
you must teU a speculative story in a speculative way, 
speculative people buy speculative stock, conservative 
investors want a conservative story. Above all 
things. your proposition should be honestly stated, 
but it is of greater importance that it should sound 
honest. Many a straight propositiou sounds crooked, 
is made to sound crooked by the man who tries to 
cover np possible weak points, instead of properly 
bringing out the strong points.. What not to say is 
important. Say just enough and quit. Many a selling 
prospectus is ruined by improper arrangement of the 
matter. Start with your solicitation and when you 
are through with your final argument, quit. 

Whea you have finished your solicitation, you have 
either got a subscription, or you have not, and all the 
wandering &rOUJld that yon may do among the strong 
points will do harm to your cause rather than good. 

Answer fally and freely all the questions that every 
investor wants explained. He is going to band over 
his good hard-earned money £01" a green eertificate 
and must know all about it or he won't invest. Do not 
be afraid of writing too long a story. If you cannot 
make your matter interesting and readable enough, 
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the difference between a few pages and a great many 
will not count, for no one will read it anyway. If 
your prospectus is not full of human interest, you can 
be sure it will not pay, for it won't be read. 

The great trouble in writing a prospctus is that 
when you come to reduce your proposition from your 
ideas to cold black and white, you cannot get your 
feeling, your enthusiasm, your conviction into it. 
What you must have is the rare knack or whatever 
you may call it, of conveying your red-hot enthusiasm 
through your prospectus to the reader without allow
ing it to lose force. No two propositions are alike. 
You must not assume that simply because you saw a 
gold mine prospectus you can pattern after it and 
sell your gold mine or industrial. 

Every proposition must be treated on its merits, 
and if you follow a certain prospectus in preparing 
your own, you are more than likely to make a serious 
mistake. Your proposition has its advantages or you 
would not have the proposition. It must strike you 
that it is better than any other proposition or you 
would not be working on it. Don't pattern after some 
one else. Show your strong points. The real thing 
must be a living, breathing document with the power 
to convince, but the imitation will be born dead. The 
man who imitates is the man who is more damaged 
rather than the man who is imitated. You know that 
this is true. He who writes a successful prospectus 
must have the ability to paint a word picture, to make 
an image of security and profit that the most stupid 
reader can get focussed in his brain. He must be able' 
to make things seem real. As a general thing, your 
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investors will be scattered all over the manay. and 
if you are going to get their money you must paint 
your story plainly. so the man in Maine can actually 
see the mine in Maim. Put your personality into 
your prospectus. The public: is always Jooking for a 
leader, and if the c:onvidioos of that leader are c0n

tagious, your reader must catch the !eYer. 



CHAPTER v. 

HOW TO INCORPORATE A 
COMPANY. 



A 

AMERICAN FINANCIAL :METHODS IfYl 

CORPORATIONS IN GENERAL. 

CORPORATION is an artificial pe1"SOD, like a 
state. It is a distinct existence-an existence 
separate from that of its stockholders and direc

tors. It is an artificial being, intangible, invisible, and 
existing only in contemplation of law. 

A corporation can be created by legislative enact
ment and by that alone. The domicile, residence and 
citizenship of a corporation are in the state where it 
is incorporated. 

The Romans originated the idea of the corporation; 
yet it was not until the year 1837 that a corporation 
was formed in, this country under general laWs. 
Previous to that time a special act of the Legislature 
was necessary. The development of the modem cor
poration grew out of the legal difliculties in handling 
large enterprises through the partnership. In a 
partnership each partner is liable for all the debts of 
the concern and any member may bind the firm by a 
contract within the scope of the partnership business. 
without the knowledge of the other partners. Again, 
each partner has an equal voice in deciding the 
policies of the company irrespective of his proportion
ate financial interest theiein; and the death t'f a 
partner dissolves the firm by operation of law. 

The "Joint Stoc.lCCompany" was formerly some
what used in this country, especially in the state of 
Pennsylvania. It is in effect a large partnership 
with limited liability, whereby under the terms of the 
partnership the management is left to members who are 
chosen by the different members. 

The United States Express Co. is perhaps the only 
large corporation that operates now under the Joint 



108 AMERICAN FINANCIAL METHODS 

Stock Company method. The method is practically 
obsolete. 

The "Special Partnership" is a device authorized only 
by the statutes of different states and is resorted to 
in a limited way where a person wishes to invest in 
a business and limit his liability to his investment 
without taking any active part therein. 

The statutes of most states provide that one may 
become partner by filing a certificate to that effect 
with the State Department specifying the amount of 
his contribution to the capital stock and limiting his 
annual dividends; and when such person complies 
with the requirements of the Statute he is under no 
personal liability for the debts of the corporation 
other than what he has contributed. The legal diffi
culties of management and liability arising out of a 
partnership, joint stock companies and special part
nerships, have of necessity given rise to the modern 
corporation. 

In a corporation legally formed and conducted, the 
stockholders are not liable for its debts; the amount 
invested may be lost, but the private fortunes of the 
stockholders are not involved. Each stockholder may 
vote, his vote not equally counting as one of many, but 
in proportion to his holdings in the corporation. The 
business is conducted not by the stockholders, but by tM 
Directors and Officers chosen by them. 

The holder or holders of a majority of the stock 
may conduct the business as if it were their own; 
provided, only that they keep within the purposes of 
the corporation, and do nothing to their own ad" 
vantage which may be a fraud upon the minority 
stockholders. 

The death of a stockholder does not affect the cor-
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poration; his stock passes to his 1ega1 representatives 
at the time of his death, and they stand in his plaCt'. 
The sale by a stockholder of his interest does not af
fect the corporation; his rights pass to his vendee. 
The bankruptcy of a stockholder does not affect the 
corporation; his rights pass to his legal representa
tives in bankruptcy. The stockholder may pledge his 
stock without in any way affecting the corporation. 

For these reasons except in a few isolated cases, all 
modem business condncted on a large scale, is a.ried 
on by corporations. 

The fundamental basis of a corporation is its char
acter. It was formerly granted by the king in Eng
land. Later, as before stated, it was granted by an 
act of the Legislature-a separate Act being passed 
for each charter. 

At present the constitutions of most of the states 
require that in all possible cases the Legislature shall 
pass general Acts, whereby, by the filing of pre
scribed forms, any number of persons may fo~ a 
corporation without applying directly to the Ugis
lature. These general Acts specify the contents of 
the instrnment to be filed and also the powers of the 
corporation. • Under the laws of most of the states a 
corporation may by its charter be authorized to pur
sne more than one line of business. Most charters 
are now drawn covering a great variety of enterprises, 
although the real purpose of the incorporators may be 
to pnrsue only one enterprise. 
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WHERE TO INCORPORATE. 

In general a corporation should be fonned under the 
laws of the state in which it intends principally to 
carryon its business. In some cases this is impossible, 
as many states impose severe hardships, long routine 
and red tape systems for the organization of a com
pany; others require a large organization or annual tax 
or expense which makes corporation in such local 
states prohibitive from a practical business standpoint. 
For instance, in Illinois, the formation of a corpora
tion involves so much of the capital of a proposed com
pany in fees and expenses and in attending to all of 
the requirements of the law that the advantages to be 
attained by incorporation are rarely sought by busi
ness men. Some states require the filing of by-laws, 
the approval by politicians, constituted commissioners 
of corporations (an apparently meaningless office 
which does not serve any good end), the filing of an 
impression of the corporate seal, and such other non
sensical performances as disgust men of commerce and 
affairs and they will have none of it. 

By reason of these hardships imposed by some of 
the states, a few, such as New Jersey, South Dakota, 
Maine, Delaware, New York, Arizona, Nevada and 
Massachusetts have adopted modem laws, whereby, 
with very little difficulty and expense, business men 
are allowed to associate themselves together with all 
of the advantages of incorporation. To these states 
then, competent attorneys send their clients for char
ters when local laws are undesirable, and incorpora
tion is effected there in such a manner as will pennit 
or registration in the local state, when compulsory, 
with very little difficulty. 
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A c:areful analysis of the laws of the principal in
corporating states leads in general, to the following 
GOIlclusion : 

. Fast.. A corporation capitalized for a small amount 
should be formed under the laws of New Yolk State, 
there being no annnal franchise tax in such state for 
corporations employing no capital there. 

Second. A corporation desiring a large capitaliza
tion, where the stockholders will be scattered over a 
large area, will find many advantages through incor
poration in Delaware. The amendments of I~ have 
made the laws of that state very desirable. Stock
holders' meetings can be held in any state. Directors 
are given unlimited control of the assets of the cor
poration and through charter provision by vote of 
stockholders are even granted the right to mortgage 
or dispose of the entire assets of the company .. ,..The 
annual tax is very small, varying from $10.00 on a cap
italization of $100,000, to $50.00 on $1,000,000. 

'lbird. The laws of New Jersey are still in favor 
where large capitalists seek to promote an enterprise. 
but it shoold be borne in mind that with its advantage 
in the matter of favorable legislation, to~ther with 
the fact that all of the principal questions of corpora
tion law have been well adjudicated, the annual fran
chise tax is $1.00 per thousand on issued stock. In this 
connection it might be well to add that there is no 
legislation requiring any portion beyond original sub
seription, to be paid in at any time, thns a corpora
tion may be formed for $1,000,000 and never actually 
issue more than $2,000 of its capital stock. 
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Fourth. If a large capitalization at a minimum of 
expense and a maximum of privilege is desired, then 
South Dakota seems most inviting. The amendments 
to the laws of that state in Ic)o7 eliminated the objec
tionable features, and it stands today foremost as a 
western state for incorporation. 

NEW YORK. 

The advantages of incorporating in New York are 
as follows: The actual presence of incorporators is 
unnecessary. No cash is necessary to obtain a charter. 
There are no published reports. There is no personal 
liability. No list of stockholders is required. Direc
tors are not required to be stockholders. One person 
may be President and Treasurer and not own any 
stock. There are no taxes if no capital is employed 
within the state. 

The annual tax is 75 cents per thousand on issued 
stock, and above that is based upon earnings and divi
dends. Stockholders' meetings must be held within 
the state. Directors' meetings may be held anywhere. 

DELAWARE. 
No cash subscriptions are necessary to secure incor

poation. Subscriptions may be paid for in cash, labor, 
property, contracts, etc. Only one of the Directors 
need be a resident of Delaware. Stockholders' and 
Directors' meetings may be held outside of Delaware. 
The annual tax is 10 cents per thousand up to $100,000, 

and above that a varied rate not exceeding $50-00 on 
$1,000,000. Directors are given almost on1imited power 
in the management of the corporation. Companies can 
be formed for the operation of railroads, railways, etc., 
without the State of Delaware.. 



AllEJUCAJI F1lL\lJCIAL JlETHODS II3 

SOUTH DAKOTA. 

Capital stock and par value of shares are IIIlJ'e

st:ricted in amount. No subsc:riptioos necessary_ Stock 
may be paid fo£ in JDODey. property. goodwill. patents. 
services, etc.. There is no persooalliabiJity_ Meetings 
of both sIDI:kholders and Director.; may be held any
.here.. No tDres. 

I\T£W JERSEY-
Capital stock $z,QOO or IDOI"e. Shares may have any 

par value.. Subscriptions must be $I,poo, Subscrip
tions may be paid fo£ in any of the o.soa1 ways. In
corporators may reside anywhen:. DiredDrs' meetings 
may be held anywhen:. AmmaI laX is one dollar per 
thousand OIl issued stock.. 

MATh:"E.. 

Sobscriptioas fo£ stock may be paid fo£ in property. 
services or anything of the fair value fo£ wbidt stodr:: 
is issued. Stockholders' meetings most be held within 
the slate.. No resident diredm is DeCISS3J'}'. bat a resi
dent derfr: with ofIiI:e most be maiotaioed. DiredDrs' 
meetings may be held wiIhooI: the state.. The annoa1 
laX is graduated, not ezaediog $7S OIl $I"ooopoo capi
ta1izatioa.. 

ARIZONA. 

No cash sobsuiptioos DUeSS3IY-~ may 
reside anywhere.. StockhoIden" meetings (by ft3SOIl of 
decisioa of the Arimaa courts) IIIIISt be held within the _ 
state.. Directors' meetiogs can be held anywhen:. There 
are DO tDres. 
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MASSACHUSETTS. 

Incorporators are not required to be residents, but 
each incorporator must be a subscriber for stock; $1,000 
must be subscribed, but same may be paid in any of the 
usual ways. Directors' meetings may be held any
where. The certificate of incorporation must contain 
the amount of stock issued for property. The certificate 
of incorporation must be approved by the Commissioner 
of Corporations. The par value must not be less than 
$5. The basis of taxation is quite complicated, but is 
very fair and is assessed upon the actual value of the 
assets of the corporation and is a matter of no great 
consequence for small capitalizations. 

CHARTER FEES. 

The States of New Jersey, Maine, Massachusetts, 
New York, South Dakota, Delaware and the Districts 
of Columbia and Arizona are principally resorted to 
in the formation of large corporations, and although 
the laws are in general the same in all the states, yet 
each one has its advantages. 

One of the first advantages to be considered is the 
stability and uniformity of the corporation laws as in
terpeted by the courts in the state where the corpora
tion is formed. In this respect New Jersey ranks very 
high, while Maine, Massachusetts and New York are 
considered good. The standing of the decisions of 
the courts of South Dakota, Delaware, Districts of 
Columbia and Arizona do not rank with the the states 
before mentioned. 
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The charter fees of these states and territories are 
as follows: 

Capital 
Mas .. 
Maine 
N.J. 
Del. 
N.Y. 
S. Dakota 

$10,000 $50,000 $100,000 $500,000 $1,000,000 
$25.00 $25.00 $25.00 $125.00 $250.00 

10.00 50.00 50.00 50.00 100.00 
25.00 25.00 25.00 100.00 200.00 
10.00 10.00 10.00 50.00 100.00 

6.00 26.00 60.00 260.00 600.00 
10.00 15.00 15.00 20.00 26.00 

DIa. Col., Forty cents for each U,OOO of capita! stock, 
provided no fee shall be less than $25.00. 

ArIzona, Varlons oman f_ amounting to '26.00, 
more or lees, for any corporation. Irrespective 
of Its ""pita! stock. 

In each of the states there are small filing and re
cording fees usually about the same as fees for re
cording deeds. Tbe annual franchise takes are as 
follows: 

ANNUAL TAX. 

Massachusetts. At the usual rate of such tax (about 
1-6 per cent. of value of capital stock), less value of 
real estate, machinery, taxable property, State and 
non-taxable securities subject to maximum of 120 

per cent. of value of real ,. estate, machinery, mer
chandise and taxable securities, less value of real 
estate, machinery and taxable property outside State 
and non-taxable securities, minimum of one-tenth of 
one per cent. of market value of capital stock at time 
of assessment, less amount of local tax. 

Maine. Capital up to $50,000, $5.00. 
Over $50,000 and not over $200,000, $10.00. 
Over $200,000 and not over $500,000, $50.DQ. 
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Over $500,000 and not over $1,000,000, $75.00. 
On each additional $1,000,000, $50.00. 
New Jersey. On capital up to $3,000,000, one-tenth 

of I per cent. 
Over $3,0000,000, not over $5,000,000, one-twentieth 

of 1 per cent. 
For each additional $1,000,000, $50.00. 
Manufacturing corporations having at least soper 

cent. of their capital invested in business within the 
state are exempt; those having less than 50 per cent. 
may deduct assessed value of their real and personal 
estate used in their business. Corporations paying 
mercantile license taxes are exempt. 

Delaware. Beginning January 1St, 1908, the tax 
will be upon the authorized capital, for capitalization 
not exceeding $25,000, $5.00; capitalization not ex
ceeding $300,000, $20.00; capitalization not exceeding 
$500,000, $25.00; capitalization not exceeding $500,000, 
$25.00; capitalization not exceeding $1,000,000, $50.00; 
for each additional million or part thereof $25.00. Any 
corporation showing by its annual report that it is not 
engaged in business shall pay one-half the above, but 
not less than $5.00. 

New York. On capital stock employed within the 
state: 

If dividends 6 per cent. or over, one-quarter of a mill 
for each one per cent. of dividends, levied on each dol
lar of stock. 

If dividends, less than 6 per cent., assets do not ex
ceed liabilities exclusive of capital stock, or average 
price of stock below par or no dividend declared, ~ 
mill for each dollar of capital employed in state. 

If dividends less than 6 per cent. or assets exceed 
liabilities on stock sold on average at or below par, 
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then I}S mills, on each dollar of valuation, with certain 
limitations. 

There are no annual fees in South Dakota, District 
of Columbia or Territory of Arizona. 

DISSOLUTION OF CORPORATIONS. 

Corporations are dissolved by an application to the 
Court by the Board of Directors; and also by the 
State incorporating them for refusing or neglecting to 
pay annual taxes or failing in other respects to comply 
with the laWs. 

In the case· of the mismanagement of a corporation 
or its assets being imperiled by its inability to pay its 
obligations, thereby exposing itself to law suits, the 
courts will appoint a receiver for the corporation who 
takes charge of all its assets, and who runs the busi
ness in the place of the Board of Directors; and un
less the corporation is reorganized by the contribu
tion of more capital, the receiver winds up the com
pany and distributes the assets among the creditors, 
giving the surplus, if any, to the stockholders. 

This method is employed principally in the case of 
public service corporations like railroads, electric light 
companies, water companies, etc.., for the reason that, 
serving the public generally, it is detrimental to the 
public for its business to stop even temporarily. 

In case of mercantile and mining corporations, it is 
the practise, with few exceptions, to wind up insolvent 
corporations through the courts of bankruptcy. H the 
corporatioil is decreed bankrupt in the bankruptcy 
court it almost, without exception, is required to stop 
business immediately and its assets are sold to satisfy 
its creditors. 
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THE CHARTER AND BY-LAWS. 

Having decided where to incorporate, the next question 
is, how to incorporate. 

In some of the States the certificate of incorporation 
is a formal document in which the matters which may 
he contained are defined hy the statute. This is the 
case in Maine, Pennsylvania and South Dakota. In New 
York, New Jersey, Delaware, West Virginia and Massa
chusetts, however, the certificate of incorporation may 
contain provisions covering a wide variety of subjects. 
Business men interested in corporations desire to see 
clearly set forth in the incorporation papers the powers 
of the corporation and of the directors and officers, as 
well as the limitations and restrictions on the exercise of 
such powers. For this reason it is nearly always advis
able to include in the certificate of incorporation, even 
though it may be unnecessary from a legal standpoint, 
a full and clear statement of such matters. 

It is sometimes desired also that there shall be certain 
limitations on the powers of the directors, or restrictions 
on the rights of stockholders, to sell their ~hares of 
stock, to examine the books of the corporation, etc., or 
provision for voting trusts, or other provisions out of 
the ordinary. The time to provide for such matters is 
when the incorporation papers are drawn; it may be 
impossible to arrange for them later. 

It is sometimes desired that certain provisions shall 
not be subject to alteration or amendment. It is usual, 
therefore, to include such provisions in the certificate 
of incorporation, rather than in the by-laws. the pro
cedure for amending the former being usually more 
formal and requiring a larger vote of stockholders, and 

. it is sometimes expressly provided, when permitted by 
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statute, that such provisions shall not be subject to 
dlange. 

In other cases the same matters might be covered in 
by-laws. The by-laws should supplement the certificate 
of incorporation, and the two together should contain 
as far as practicable the powers of the corporation, all 
limitations and restrictions on such powers, and all regu
lations as to the management of the business of the com
pany and the conduct of its affairs, and regulations con
cerning the issue and transfer of tbe shares of stock. 

The forms of the certificate of incorporation and by
laws vary in each of the States, and the statute in some 
cases requires that certain matters shall be provided for 
in the certificate of incorporation and that others shall 
be provided for in the by-laws. 

The following articles of association and by-laws are 
used in incorporating under the laws of -Maine, and with 
a few minor dlanges are applicable to most States. 
A careful study of the statutory provisions of tbe par~ 
ticular State in which the corporation is to be formed 
is necessary, and familiarity with approved precedents is 
advisable. Owing to the frequent changes in the statutes, 
it is not expedient or even safe tofo\low too blindly the 
provisions of too old certificates of incorporation or 
other papers. 

POWERS AND DUTIES OF OFFICERS. 

The officers of the corporation, ordinarily, are a presi
dent, vice-president and one or more assistant secretaries 
or treasurers, and such other officers as may be provided 
for in the by-laws. 

The officers of the corporation have such powers only 
as are conferred upon them by the by-laws of the com-
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pany or by resolution of the board of directors. They 
are not general agents of the company, and consequently 
cannot bind the company without authority. It is not 
necessary that such authority shall in all cases be ex
pressly given; from its manner of doing business, per
sons dealing with a corporation may assume that the 
officers who are accustomed to exercise certain powers 
and to do certain acts have the necessary authority, and 
such persons are not required to inquire as to the pro
visions of the by-laws relating to the powers of such 
officers. If the directors, therefore, are accu5tomed to 
leave the entire management of its business to the presi
dent or general manager the acts of such officer in the 
ordinary course of business of the company cannot be 
questioned. 

Under the statutes of the different States certain 
reports are required to be made by corporations, and it 
is made the duty of certain specified officers to make 
such reports, and penalties are sometimes provided for 
failure so to do. It is important, therefore, for every 
officer of a corporation to be familiar with the duties 
imposed upon him in this respect. 

As a rule, ofticers of a corporation are appointed for 
the period of a year, but hold their oflices subject to 
removal by the directors at any time. If the by-laws 
do not give such power of removal they may be amended 
so as to provide for it, and the directors may proceed 
to remove an officer under the amended by-law. In 
cases of removal there may be questions of contract 
involved, and the directors should proceed cautiously so 
as not to involve the company in an action for damages. 
While the directors have the legal power to remove an 
officer, yet he may have a contract with the company 
to pay him a certain salary for a specified time, and 
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in such cases a removal would be a breach of such con
tract. 

The by-laws may provide for the fixing of salaries of 
officers by the board of directors or by a committee 
or by the president or other officer. 

Where salaries are fixed by the board and an officer 
is a member of the board, he should not vote OIl the 
resolution fixing his own salary. If such a resolution 
were carried by his own vote it would be invalid, and 
he would not be entitled to recover against the corpora
tion except for the fair value of the services rendered. 
It is sometimes expressly provided in the by-laws that 
the fact that an officer is. a director shall not preclude 
him from receiving a salary as such officer, or from 
participating in the meeting at which the amount of 
such salary is fixed. 
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THE ARTICLES OF ASSOCIATION. 

In accordance with Revised Statutes of the State of 
Maine, Chapter 47, Sections 6, 7, 8 and 10, we, the un
dersigned, whose residences are set opposite our re
spective names, hereby associate ourselves together by 
this written instrument for the purpose of forming a 
corporation under the laws of the State of Maine, the 
purposes of said corporation are: 

I. To manufacture, buy, sell and deal in automo
biles, automobile trucks and all vehicles of every name 
and description; included therein all the parts of auto
mobiles, auto trucks, and all vehicles of every name 
and description. 

2. In furtherance, and not in limitation of the gen
eral powers conferred by the laws of the State of 
Maine, and by the principles of the common law, upon 
corporations organized under the provisions of law 
authorizing the formation of this corporation, and of 
the purposes and powers hereinbefore stated. the cor
poration shall also have the following purposes and 
powers, it being expressly provided that the enumera
tion of specific powers shall not be construed to limit 
or restrict in any manner the aforesaid general pow- . 
ers of the corporation. 

'3. To carry on and license others to carry 011 all or 
any part of the several businesses enumerated in this 
paragraph, to wit: The business of manufacturers, 
merchants, traders, importers, exporters and dealers in 
and with goods, wares and merchandise of every de
scription; of establishing, financing, developing, man
aging, operating and carrying on industrial, com
mercial, trading, manufacturing, mechanical, metal
lurgical, engineering, building, construction, contract-
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ing, mining, smelting, quarrying, refining, chemical, 
ice, real estate, logging, lumbering, agricultural, plan
tation, dairying and maritime enterprises, undertak
ings, propositions, concessions or franchises in all 
their respective branches, of constructing, equipping, 
improving, working, developing, purchasing, selling, 
leasing, hiring, mortgaging, operating and dealing in 

, and with public and quasi-public and development 
works and conveniences, including docks, harbors, 
piers, wharves, canals, reservoirs, embankments and 
improvements; sewerage, drainage, sa~itary and 
other engineering works; water, steam, water power, 
water supply and refrigerating plants; warehouses, 
markets, buildings, tunnels, bridges, conduits, viaducts 
and other works, and conveniences of public or quasi
public use or utility; or purchasing or otherwise ac
quiring, maintaining, selling, pledging, mortgaging, 
leasing, hiring and fulfilling any contracts, franchises 
Or concessions for or' in relation to the construction, 
execution, equipment, improvement,. management, op
eration or control of such works, and of undertaking, 
executiing, carrying out, disosing of, or otherwise 
turning to account the same; and also so far as neces
sary or incidental to, connected with any, one or more 
or all of the corporate purposes, to undertake any law
ful business transaction or operatio~ undertaken or 
carried on by capitalists, or financiers, and to carry on 
a general financial business and finaneial operations of 
all kinds. 

4- To construct, maintaia, lease, own and operate 
railroa'ds and tramways to be worked by steam, elec
tricity or any other motive power, pneumatic tubes, 
pipe lines and other devices for the transmission and 
delivery of mails and pare.els and other articles, and of 



124 AMERICAN FINANCIAL METHODS 

freight o~ passengers; to own, lease and operate, ex
press lines; to construct, maintain, own, lease and op
erate station houses, depots, warehouses, terminals, 
terminal facilities, ferries, hotels, restaurants, theatres 
and other places of amusement or recreation, parks, 
gardens, pavilions, steamboats and other vessels, and 
to conduct a general transportation business by land 
and by water, in all its branches; to construct, main
tain, own, lease and operate telegraph and tele
phones; to make, generate, sell, distribute and supply 
gas and electricity, or both, for lighting, heating, man
facturing or mechanical purposes, and to conduct a 
general telegraph, telephone, gas and electrical busi
ness, or either or any of them in all their branches. 

5. Without in any particular limiting any of the 
objects, or purposes, or powers of the corporation, the 
business or purposes of the company shall be from 
time to time to do anyone or more or all of the acts 
and things herein set forth, and all such other acts, 
things and business or businesses in any manner con
nected therewith or necessary, incidental, convenient 
or auxiliary thereto, or calculated directly or indirect
ly to promote the interests of the corporation or en
hance the value of or render profitable any of its prop
erty or rights as such a corporation may lawfully do; 
and in carrying on its business, or for the purpose of 
attaining or furthering any of its objects, to do any 
and all acts and things, and to exercise any and all 
other powers which a co-partnership or natural person 
could do and exercise, and which now or hereafter may 
be authorized by law, and either as, or by and through 
principals, agents, attorneys, trustees, contractors, 
factors, lessors, lessees or otherwise, either alone or 
in conjunction with others, and in an)'l part of the 
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world; and in addition to have and to exercise all the 
rights, powers and privileges now or hereafter belong
ing to or conferred upon corporations organized under 
the provisions of law authorizing the formation of 
such corporations. 

6. The several clauses contained in this statement 
of purposes shall be construed as both purposes and 
powers, and the statements contained in each clause, 
shall, except where otherwise expressed, be in no wise 
limited or restricted by reference to or inference from 
the terms of any other clause, but shall be regarded as 
independent purposes and powers. 

7. Provided, however, that nothing herein con
tained shall be construed to authorize the corporation 
to transact business in any other state, territory or 
country contrary to the provisions of the laws thereof, 
and that nothing in these purposes shall be construed 
to authorize the corporation to conduct the business 
of banking, insurance, savings banks, trust companies 
or of corporations intended to derive profit from the 
loan or use of money, or of safe deposit companies, in
cluding the renting of safes in burglar-proof and fire
proof vaults. Provided, also, that before it shall con
duct a telephone, telegraph, gas or electrical business, 
or either of them in any city or town within the State 
of Maine, it shall acquire by legislative act the right 
so to operate within such city or town, and such busi
ness before such act, and the construction and opera
tion of railroads or aiding in the construction thereof, 
are to be carried on only in other sattes, and jurisdic
tion when and where permissible under the laws there
of. 

8. To obtain, register, purchase, lease or otherwise 
acquire, to hold, use, own, operate, develop and intra-
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duce, to sell, assign, lease, pledge, mortgage, grant or 
acquire licenses in respect of and otherwise deal in 
and with or turn to account any and alI copyrights, 
concessions, trade marks, formulae, secret processes, 
devices, trade names, and distinctive marks, patents, 
patent rights, applications for patents, brevets d' in
vention, and all inventions, licenses, privileges, im
provements and processes used in connection with or 
secured under letters patent or otherw-ise of the 
United States or of any other country relating to or 
useful in connection with any lawful business of the 
corporation, including the good will of the same. 

9. To enter into contracts or arrangements with 
any government or authority, national, state, munici
pal, local or otherwise, conducive to any of the pur
poses of this corporation, and- to obtain from such gov
ernment or authority any and alI rights, easements, 
privileges, subsidies, gifts, franchises, charters, grants, 
patents or concessions relating to or for the promotion 
or protection of such purposes; to carry out, exc;rcise, 
comply with and enforce the same; to selI, lease or 
otherwise dispose of the same or any interest therein 
to others, where such sale, lease or disposal shalI be 
lawful under the laws of the government power grant
ing the same. 

10. To purchase, lease or otherwise acquire, in 
whole or in part, the business, good will, rights, fran
chises and property of every kind, and to' undertake 
the whole or any part of the assets and liabilities of 
any person, firm, association or corporation, engaged 
in or authorized to conduct any business similar to 
any business authorized to be conducted by this cor
poration, or owning property necessary or suitable for 
its purposes, and to pay for the same in cash, in the 
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stock or bonds of this company or otherwise; to hold 
or in any manner dispose of the whole or any part of 
the business or property so acquired, and to exercise 
all the powers necessary or incidental to the conduct 
of such business. 

II. To· purchase, hold, sell, assign, mortgage, 
pledge or otherwise dispose of the shares of the capital 
stock of, or any bonds, securities or evidence of in
debtedness created by this or any other state, territory 
or county, and while owner of such stock, to exercise 
all the rights, power and privileges of ownership, in
cluding the right to vote thereon. To guarantee any 
dividends, bonds, stocks, contracts or other obligations 
of any corporation in .which this corporation is an 
owner or has an interest; to aid in any lawful manner 
such corporations, and to do all legal acts and things 
designed for the preservation, protection, improve
ment, development or enhancement of the value of any 
such corporation or of its stocks, bonds, securities, evi
dences of indebtedness, contracts or other obligations. 

12. To join or consolidate with, and to enter into 
agreements and co-operative relations not in contra
vention of law, with any persons, firms, associations 
or corporations, governmental, municipal or other
wise, in and about the carrying on and out of any or 
all of the purposes of this company. 

13. To create two or more kinds of stock with such 
classes and with such designations, preferences and 
voting powers or restrictions or qualifications thereof 
as shall be fixed and determined in the by-laws, or by 
vote of the stockholders at a meeting duly called for 
the purpose. (This is merely a recital of the statute 
which confers the powers upon all corporations.) 
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14. In the purchase or acquisition of property, busi
ness rights or franchises, or for additional working 
capital, or for any other object in or about its business 
or affairs, and without limit as to amount, to incur 
debt and to raise, borrow and secure the payment of 
money in any lawful manner, including the issue and 
sale or other disposition of bonds, warrants, de
bentures, obligations, negotiable and transferable in
struments and evidence of indebtedness of all kinds, 
whether secured by mortgage, pledge, deed of trust or 
otherwise. 

IS. To remunerate any person, firm, syndicate or 
corporation for services rendered directly or indirect
ly, in selling, placing or guaranteeing the selling or 
placing of any shares of the capital stock, bonds, de
bentures or other securities issued, owned or controlled 
by the corporation, or by any other corporation in 
which it is interested, or in or about the formation, pro
motion or operation of the corporation, or in the con
duct of its business and affairs or protection of its 
property and interests, either in cash, stock, bonds or 
other securities, by way of commissions or otherwise. 

16. To conduct its business or any part or parts 
thereof in the United States of America, or either of 
them in the territories or District of Columbia, and in 
any and all dependencies, colonies or possessions of 
the United States of America, and in foreigu countries 
or jurisdictions, without restriction as to place. To 
have one or more officc;s or agencies, and keep such 
books of the company outside of the State of Maine, as 
are not required by law to be kept within that State. 
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The fin;t meeting of said association shall be held 
in aa:onIance with the provisions of Section 7 of 0Iap
ter 47. at the oflice of 

No. 

the 

1911• 

Dated at 

St.. 
day of 

.1911• 

Names 

Jlaine,on 

.A.D .. 

this day of 

Residem:es 
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MINUTES OF MEETINGS. 

It is the duty of the secretary to keep minutes of all 
proceedings taken at the meetings of the stockholders 
and directors of the corporation, and when such minutes 
are properly authenticated they are the proper evidence 
of the transactions at such meetings, and cannot be 
contradicted by parol testimony, although mistakes may 
be explained. 

Ordinarily the secretary of the company, or, in his 
absence, some person appointed to act as secretary of the 
meeting, will take notes during the proceedings and after
wards enter them at length in the minute book. It is 
advisable that all important resolutions should be writ
ten out in full at the time they are offered, and when 
passed handed to the secretary for entry in the minutes. 

The minutes need not be written in the handwriting 
of the secretary, but may be prepared under his direc
tion by a clerk or other person. 

While, as a general rule, it is not essential to the 
validity of corporate proceedings that a record be made 
in the minute book, and such proceedings have been per
mitted to be proved by the testimony of witnesses, there 
are cases which have held that, where the statute re
quires minutes to be kept and proceedings taken for cer
tain purposes to be entered in the minutes, unless so 
entered, such proceedings are invalid. It· is advisable, 
therefore, as a matter of precaution, in every case to 
have the minutes contain a full record of proceedings 
taken. It is not necessary to make a record of mere dis
cussions of the directors or stockholders which resulted 
in no action. 

Many corporations have adopted the loose-leaf minute 
book, it being found convenient to have the minutes of 
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meetings typewritten and inserted in the proper place 
in such books. There would seem to be DO legal objec
tion to the keeping of minutes in this manner. Several 
styles of books have been devised for this purpose, and 
when provided with a lock and key, such a hook is for 
all practical purposes as secure as though it were per
manently bound. 

In writing np the minutes of a meeting the following 
matters should always be set forth: 

The time! and place of holding the meeting. 
Whether a regular or special meeting and how called. 
The names of stockholders present in person or rep-

resented by proxy, or, in case of a directors' meeting, 
the names of the directors present. 

The organization of the meeting by the election of a 
chairman and secretary, unless the by-laws provide that 
certain officers of the company shall act in such capaci
ties. 

The reading of the minutes of the Jast preceding 
meeting. 

The business transacted at the meeting. 
Adjournment, and, if the meeting is adjourned to a 

later time, the time and place of the adjourned meeting. 
Action at meetings is usually by way of resolution. 
There is no legal requirement as to the manner of 

framing resolutions for entry in the minutes. Any of 
the following forms may be adopted: . 

"Upon motion of Mr. Smith, seconded by Mr. Jones, 
it was resolved, etc." 

The names of those voting for and against the resolu
tion may be set forth. 

"Upon motion, duly seconded, it was Resolved, etc." 
''It was 'Resolved, etc." 
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The rseolution itself should be framed in plain lan
guage and should be brief and to the point. In addition 
to the record of the proceedings taken at meetings, it is 
advisable to copy in the minute book all waivers of 
notice, notices and other papers referred to in the min
utes of meetings, and all contracts, deeds and other 
instruments authorized at such meetings, and all reports 
made by the corporation for taxes and other purposes. 

The following minutes are of a Maine corporation 
and explain themselves. 
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WAIVER NOTICE OF FIRST MEETING OF 
INCORPORATORS. 

We, the undersigned, being all the signers of the fol
lowing Articles of Association, hereby waive notice of 
the time, place and purpose of the first meeting of the 
signers of said Articles of Association as required by 
Section 7 of Chapter 47 of the Revised Statutes of the 
State of Maine, and acts additional thereto and 
amendatory thereof, and do hereby fix the day of 

A. D., 1911, at o'clock in the forenoon as the 
time, and the office of No. Maine, 
as the place of said meeting, and we do hereby several
ly consent that said first meeting be held at th~ time, 
place and for the purpose aforesaid, to wit: 

I. To organize into a corporation. 
2. To adopt a corporate name. 
3. To define the purposes of the corporation. 
4. To fix the amount of capital stock, and divide 

same into shares. 
5. To elect a President, not less than three Di

rectors, a Clerk, a Treasurer, and all other necessary 
officers. 

6. To adopt a Code of By-laws. 
7. To act upon any further business which may 

properly come before the meeting. 
Dated at , Maine, this day of 

,1911. 
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RECORD OF FIRST MEETING. 

Pursuant to the foregoing Articles of Association 
and Waiver of Notice of First Meeting of Incorpor
ators signed by aU the incorporators, a meeting of said 
signers of said articles was held at the office of 
No. St., Maine, on th'ee----
day of 1911, at---o'clock in th'ee----
noon. 

Of the signers the foUowing were present: John 
Smith, Richard Roe, John Doe. 

The meeting was called to order by John Doe. John 
Smith was chosen Chairman and presided, and Richard 
Roe was chosen Oerk. 

The Oerk was then duly sworn as appears by the 
following certificate: 

State of Maine. 
_ ~L 

Then personally appeared Richard Roe, Oerk of the 
meeting of associates, mentioned in the foregoing 
Articles of Association, and made oath that be woul1 
faithfully and impartially perform the duties of bis 
office. 

Before me, 

Justice of the Peace. 
Tbe original Articles of Association and Waiver of 

Notice of first meeting of the Incorporators were pre
sented and ordered to be made a part of this record. 

On motion it was Voted: To organize a corpora
tion under Sections 6, 7, 8 and 10 of Chapter 47 of the 
Revised Statutes of Maine and acts additional thereto 
and amendatory tbereof. 
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On motion it was Voted: That the name of the cor
poration shan be The Blank Mannfacturing Company. 

On motion is was Voted: That the purpose of said 
corporation shall be as set forth, stated, specified and 
defined in the Articles of Association, which are ex
pressly referred to and made a part of this vote. 

On motion it was Voted: That the place of busi
ness of this corporation sball be at ' , Maine, 
but the corporation may maintain other general offices 
and places of- business, at such otber place or places, 
either within or without the state, as tbe Directors may 
from time to time determine to be for the interests of 
the corporation. 

On motion it was Voted: That the capital stock of 
this corporation shan be and is bereby fixed at--
dollars, divided into ·shares of the par value 
of dollars each. 

On motion it was Voted: That the chairman ap
point a committee of one to examine and report at 
once the names and residences of persons wbo bave 
subscribed for stock in this company, and the amount 
of stock subscribed for by each. The aerk was ap
pointed as sucb committee and made the following re
port of the list of stockholders, and the report was ac· 
cepted, and the persons therein named were declared 
to be stockbolders in this corporation. 
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REPORT OF COMMITTEE. 

Names. Residences. No. of Shares. 

The following subscriptions for stock were then filed: 

SUBSCRIPTION FOR STOCK. 
Maine, 19II. 

We, the undersigned, hereby severally agree, each 
with the other, in consideration of the mutual agree
ment herein contained, to take, pay for and receive the 
number of shares set opposite our respective names, of 
the capital stock of the Company. 

Names. Residences. No. of Shares. 

On motion It was Voted: To have the followmg 
Code of By-laws: 
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FORM OF BY-LAWS. 
Name. LocaUoa 8IId 0fIM:A. 

I. The title of the Corporation is 
2. The Company is located at • and its 

principaJ office is at the office of ------, 
3. The Company may also have offices in such 

other places within or withont the State of Maine as 
the Board of Directors may determine. 

SeaL 

4- The Company shall have a c:ircn1ar seal contain
ing the name of the Company, the year of creation, 
and the words" ." 

Organization and StDc:kholders' Meetings. 

s.. All Stockholders' meetings shall be held at the 
principal office nf the Company. 

6. All associates for the organization of this cor
poration shall be subscribers to the capital stock there
of. Such associates shall sign the Articles of Agree
ment for snch organization either personally, or by 
attorney therennto duly authorized, and may be rep
resented by such attorney at the original meeting of 
associates or any adjournment or adjonrnments there
ol Prior to the 61ing of the certificate of organiza
tion with the Secretary of the State of Maine, the only 
business to be transacted at such meeting shall be that 
pertaining to the organization of this corporation, but 
at any adjourned meetings of such associates held 
after the filing of such certificate, at which aU are 
present in person or by attorney. any rorporate busi
ness may be transacted without previous notice tbere
of. Parties securing stock by transfer from the as-
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sodates subsequent to the filing of such certificates 
shall be entitled to representation at such adjourned 
meetings, which shall be deemed to be stockholders' 
meetings of the corporation to all intents and pur
poses, but at said meeting they shall have but one 
vote irrespective of their holdings. Each associate, 
or subscriber to stock, shall at the original and any 
adjourned meetings, have but one vote, irrespective of 
the amount of his subscription. All the officers of 
this corporation shall be elected at organization by 
the associates, but thereafter they shall be elected in 
accordance with the provisions of Sections 13 and 19 
of these by-laws. The stockholders of this Company 
shall have power to fill all vacancies in any of the offices 
of this Company, however occasioned, occuring at any 
time before the final adjournment of the associates' 
meeting; vacancies occuring subsequent to the final 
adjournment of said associates' meeting shall be filled 
in accordance with the provisions of Section 35 of 
these by-laws. All or any of the shares of stock sub
scribed for at or prior to the meeting of associates for 
the organization of this corporation, or at any ad
journment thereof, may, before the issue of a stock 
certificate to any such subscriber, be transferred by 
him by an appropriate instrument of transfer signed 
by him or by his duly authorized attorney. A copy 
of such instrument inserted in the record of the Oerk 
of the Corporation, or of the Secretary of the Board 
of Directors, either or both, shall constitute the record 
of the transfer of such stock, and such record books 
are hereby made the "Corporation books" for all pur
poses in the premises. Section 38 of these by-laws is 
made subject to so much of the foregoing as relates 
to the transfer of stock subscribed for at or prior to 
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the meeting of associates. The following provisions 
of this Section relate to stockholders' meetings held 
after the said meeting of associates or any adjourn
ments thereof, viz. : Stockholders entitled to vote 
may vote at all other meetings either in person or by 
proxy appointed by instrument in writing subscribed 
by the stockholder or by his duly authorized attorney, 
and granted not more than thirty days before the 
meeting, which shall be named therein. Before any 
such written proxy is voted upon it shaD be filed with 
the Clerk. Such stockholders may also be represented 
at all meetings by a general power of attorney pro
duced at the meeting. Such powers of attorney shall 
be good until revoked. Each such stockholder is en
titled to one vote for each share of stock standing in 
his name on the tenth-- day preceding such meet
ing, exclusive of the day of such meeting. The trans
fer books shall be closed for said ten -- days. 
Shares hypothecated to the Company shall not be 
represented. 

7. Stockholders entitled to vote holding a majority 
in amount of the stock issued and outstanding, repre
sented in person or by proxy or by general power of 
attorney, shall be necessary and sufficient to consti
tute a quorum for the transaction of business. If 
less than a quorum be present, the meeting may he 
adjourned from time to time by a majority in interest 
of the stockholders present for a period not exceed
ing one month at any oue time, without any nopce 
other than by announcement at the meeting, nntil a 
quorum be present. Any meeting at which a quorum 
is present may also be adjourned, in like manner, by 
a majority in interest, of the stockholders present, for 
such time, or upon such call, as is determined by vote. 
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At any adjourned meeting, at which a quorum shall 
be present, any business may be transacted which 
might have been transacted at the original meeting. 

8. The annual meeting of stockholders, after the 
year 19 , shall be held on the day 
in each year, at o'clock P. M., and the 
Secretary of the Board of Directors shall give notice 
thereof without being specially requested so to do. 
At such meeting the Company may transact any cor
porate business. 

9. Special meetings of the stockholders shall be 
called by said Secretary at the written request of the 
President, or of two Directors, or of Stockholders en
titled to vote owning a third of the stock i ssned and 
outstanding. 

10. All stockholders' meetings, whether annual or 
special, shall be called by said Secretary by mailing a 
written notice thereof, stating the day, hour and place 
of the meeting and, in case of special meetings, the 
general nature of the business to be transacted, to 
each stockholder of record entitled to vote, at his last 
known post-office address, postage prepaid, at least 
five days, exclusive of the day of mailing, before the 
date of the meeting. Or, such meetings may be 
called by said Secretary by publishing notice there
of, stating the day, hour and place of meeting, and, 
in case of special meetings, the general nature of the 
business to be transacted, for three days in succes
sion, the last publication to be at least seven days 
before the date of meeting, in such newspaper or 
newspapers of general circulation, published in such 
place, as the Directors may at any time by resolution 
determine. A copy of such resolution shall, before 
it shall take effect, be mailed to each stockholder 
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of record entitled to vote at his last !mown post~flice 
address, postage prepaid. Such resolution shall 
thereafter remain in force as a by-law of the C0m
pany until by subsequent resolution of the Directors, 
similarly communicated, it shall have been altered, 
amended or repealed. Notice given in either of the 
foregoing modes shall be valid. A failure to give 
the notice for the regula.r annual meeting shall not 
invalidate the proceedings thereof. PrmNkd, that 
any business of which the stockholders must by 
statute receive special notice shall not be transacted 
without such notice, but all other husiness may be 
transacted and the meeting adjourned until the re
quisite notice in the premises shall have been given. 

II. If all the stockholders entitled to vote in writ
ing waive notice of a special meeting, no notice 
thereof shall be required. All meetings of stockhold
ers at which alI who are entitled to vote are present 
in person or by proxy and sign a written coosent 
thereto on the record thereof, are legal and valid for 
alI purposes whether or not previous notice has been 
given, and at such meeting any corporate action may 
be taken. 

Directors' Meetings. 

12. The newly elected Board of Directors may 
hold its first meeting for the purpose of organization 
and transaction of business, without notice, at such 
time and place as shall be fixed at the annual meet-. 
ing by vote of the stockholders; or the time and 
place of the first meeting may be fixed by the consent 
in writing of the Directors. Such meeting c0nsti
tutes the "regula.r annual meeting" of the Directors. 

13- At such meeting the Board shall elect a Presi-
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dent and Vice-President from their own number, and 
a Secretary who need not he a member of the Board. 
In case such officers should not he elected at such meet
ing, they may he chosen at any subsequent meeting of 
Directors called for the purpose. 

14- Regular meetings of the Board shall be held 
without notice on a day at an hour and place to be 
fixed by the Board. 

IS. A majority of the Directors in office shall be 
necessary and suflicient to constitute a quorum for 
the transaction of business, but a less number may 
adjourn a meeting from time to time until a quorum 
be present. 

16. Meetings of the Board may be called by the 
President or any two Directors on one day's notice ts 
each Director, either personally or by letter, tele
phone or telegram. 

17. All Directors' meetings at which all are pres
ent and sign a written consent thereto, on the rec
ords thereof, are legal whether or not previous notice 
has been given. 

18. The Directors may hold their meetings and 
have one or more officers, and keep the books of the 
Company, except the books reqnired by law to be 
kept in this State, outside of Maine at any office of 
the Company or at such other places as they may 
from time to time determine. 

Officers of the Company. 

19- The officers of the Company shall be a Presi
dent, Vice-President, Board of Directors, Oerk, Sec
retary, and Treasurer. The Directors shall he not 
less than three nor more than in number, 
their Dumber to be fixed at organization, and at 
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each ammaI meeting tbereafter. One person may 
bold more than one office, if DOt mntrary to law. AD 
ofticers euept the President, V JCe-President and Secl
retary shaD be elected anoaaIly by pImality vote of the 
stockholders at their regnIar ammaI meeting. They 
shaD contiJme in ofIio:e until others are chosen and 
qualified. In case the election of ofIicen sboaId DOt 

oa:DI' OIl the clay of the ammaI meeting. 111m ofJicel's 
may be cboseo at any subsequent meeting of stock
holders, and directors, nspectively. cilled for the pta'
pose, 01" in the _ antbcrized by the stockholders. 
and directors, respectm:Iy. at such ammaI or subsequent 
meeting. 

Praidcut.. 
_ The President shaD be elected annaally by the 

Board of Directors, as provided in Section 13 of the 
by-lavrs.. He shaD preside at aU meetings of the 
stockholders and cIin:cton; shaD have general super
intendence and cIirec:tion of aU the other ofIicers of the 
Company and sball see that aU orders and resolutions 
of the Board are earried into effect. He sball execute 
aU deeds, mortgages, bonds and other documents au
thorized by theBoanl requiring a seal, under the seal 
of the Company; sball keep said seal in safe custody 
and when authorized by the stockholders or the 
Board. affix it to any instnunent requiring the same, 
and the seal when so affind. sball be attested by the 
signature of the Secretary 01" Treasurer. He sball be 
custodian of aU bonds given to the Company by its 
ofIic:ers and agents. 

21. He shaD from time to time, and whenever re
quested. report to the Board aU matters within his 
knowledge which the interests of the Company may 
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require to be bronght to their notice, perform such 
other duties as may be required of him by law, these 
by-laws and by the Board, and, in general have all 
the powers and duties usually vested in the office of 
President of a corporation. 

President Pro Tempore. 

22. In the absence of the President and Vice
President from any meeting of the stockholders or di
rectors, a president pro tempore, who may be either a 
stockholder or a proxy for a stockholder, may be 
elected by a majority in interest of those present. 

Vu:e-President.. 
22. The Vice-President shall be elected annually 

by the Board of Directors, as provided in Section 1 J 
of the by-laws, and shall be vested with all the pow
ers and shall perform all the dnties of the President 
in the absence or disability of the latter. 

Board of Directors. 
24- The immediate government and c1irection of 

the affairs of the Company shall be vested in a BOi&rd 
of Directors elected annually as provided in Section 
19- The Directors shall be and remain stockholders. 
In addition to the powers and authorities expressly 
conferred npon them, all the powers of the Company 
except as otherwise provided by law or by these by
laws, are vested in the Board of Directors. 

25- 'Vithont prejudice to the general powers con
ferred by the last preceding clause and the other 
powers conferred by these by-laws, the Board shall 
have the following powers, namely: 

.. From time to time to make and change rules 
and regulations, not inconsistent with law or these 
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by-laws, for the management of the Company's busi
ness and affairs. 

b. To lease. purchase or otherwise acquire in :my 
lawful manner for and in the name of the Company. 
any and all real estate and other property, rights or 
privileges wbatsoever deemed necessary or con
venient for the prosecution of its business, and which 
the Company is anthorized to acquire, at such price 
or considerations as they think fit, and at their dis.
cretion to pay therefor either whoDy or partly in 
money, stocks, bonds, debentures or other securities 
of the Company. 

c. To sell or dispose of any real or personal estate, 
property, rights or privileges belonging to the C0m
pany whenever in their opinion its interests would be 
thereby promoted; and pursuant to the vote of the 
holders of a majority of the stock issued and out
standing, to seD, assign, transfer or otherwise dispose 
of the whole property of this Company. 

tl. To create, issue and make mortgages. bonds, 
deeds of trust agreements and negotiable or transfer
able instruments and securities, secnred by mortgage 
or otherwise, and to do every other act and thing 
necessary to effectuate the same. 

6. To determine from time to time whether and to 
wbat extent and at what times and piKeS and nuder 
wbat cenditions and regulations the accounts and 
books of the Company, or any of them, shall be open 
to the inspection of the stockholders; and no stock
bolder shall bave any right of inspecting any account 
or book or document of the Company except as con
ferred by statute or authorized by the Directors, or 
by a resolution of the stockholders. 

f. To appoint and at their discretion remove or 



146 AMERICAN FINANCIAL METHODS 

suspend such officers, agents or servants, not other
wise elected or appointed, including a General Man
ager and a Cashier of the Corporation, permanently 
or temporarily, as they think fit, and to prescribe their 
duties and determine their salaries or emoluments, 
and to require security in such instances and in such 
amounts as they think fit. 

g. To confer by resolution upon any appointed 
officer of the Company, the power to choose, remove 
or suspend such officers, agents or servants. 

h. To appoint any person or corporation to accept 
and hold in trust for the Company any property be
longing to the Company, or in which it is interested, 
or for any other purpose, and to execute and do all 
such deeds and things as may be requisite in relatinn 
to any such trust. 

i. To determine, except as otherwise provided by 
these by-laws, who shall be authorized on the Com
pany's behalf to sign bills, notes, receipts, acceptances, 
indorsements, checks, releases, contracts and docu
ments. 

i. To delegate any of the powers of the Board in 
the course of the current business of the Company to 
any standing or special committee, or to any office! 
or agent, and to appoint any persons to be the agents 
of the Company, with such powers (including the 
power to sub-delegate) and upon such terms as they 
see fit. • 

k. By resolution to remove, for cause, any Di
rector, and with or without cause any other officer of 
the Company, during his term of office. The passage 
of such resolutions shall, ipso facto, create a vacancy 
in the office in question, to be filled as provided in 
Section 3S of these by-laws. 
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Compensation of Directors. 
26. Directors, as such, shall not receive any 

stated salary for their services, but by resolution of 
the Board, a fixed sum, and expenses of attendance if 
any, may be allowed for attendance at each regular or 
special meeting of the Board;' provided, that nothing 
herein contained shan be construed to preclude any 
Director from serving the Company in any other ca
pacity and receiving compensation therefor. Mem
bers of either standing or special committees may be 
allowed such compensation as the Directors may de
termine, for attending committee meetings. 

Executive Committee. 
27. There may be an executive Committee of Di

rectors appointed by the Board, who shall meet at 
regular periods, or on notice to all by any of their 
own number; they shall advise with and aid the offi
cers of the Company in all matters concerning its in
terest and the management of its business, and gen
erally perform such duties and exercise such powers 
as may be directed or delegated by the' Board of Di
rectors from time to time, and they shaH have au
thority to exercise all the powers of the Board when 
at any time a quorum fails to attend any regular or 
special meeting thereof. Minutes of the acts and pro
ceedings of the Executive Committee shall be kept in 
a proper record book by the Secretary, and shall be 
laid before the Directors at their next meeting. 

Clerk. 
28. The Clerk of the Company shaH be a resident 

of Maine, and shan be sworn to the faithful perform
ance of his duties. He need not be a stockholder. He 
shan keep a full and accurate record of all stock-
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holders' meetings, shall keep an office in said state as 
required by law, and shall have the custody of all 
books and papers belonging to the Company which 
are located in said office. He shall receive a reason
able compensation for his services. In the absence of 
the Clerk a clerk pro' tempore may be chosen, who 
shall be a resident of Maine, and shall be duly sworn. 

Secretary. 

29. The Secretary shall be elected annually by the 
Board of Directors as provided in Section 13 of these 
by-laws. He shall give, or cause to be given, notice 
of all meetings of the stockholders and of the Board 
of Directors, and all other notices required by law or 
these by-laws, and in case of his absence or refusal or 
neglect so to do, then such notice may be served by 
any stockholders thereunto directed by the President 
or Vice-President, any two Directors, or any five 
stockholders. He shall keep true records of all meet
ings of the Board and perform such other duties as 
may be prescribed by the Board of Directors or Presi
dent, under whose supervision he shall be. 

30. The Treasurer shall keep full and accurate ac
counts of receipts and disbursements in books belong
ing to the Company, and shall deposit all moneys and 
other valuable effects in its name and to its credit in 
such depositories as may be designated by the Board 
of Directors. 

31. He shall disburse the funds of the Company as 
may be ordered by the Board, taking proper vouchers 
therefor, and shall render to the President and Direc
tors, at the regular meetings of the Board or when
ever they may require it, an account of all his trans
actions as Treasurer and of the financial condition of 
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the Company. He shall sign all checks, drafts or 
orders for the payment of money. 

32. He shall give the Company a bond in a sum, 
and with sureties satisfactory to the Board, for the 
faithful discharge of the duties of his office and for 
the restoration to the Company in case of his death, 
resignation, vouchers' money or other property of 
whatever kind in his possession. 

Resignations. 

33. Any Director or other elected officer or mem
ber of any Committee except the Clerk, may resign 
at any time. Such resignations shall be made in 
writing and shall take effect at the time specified 
therein. If no time is specified. it shall take effect 
from the time of its receipt by the Clerk, who shall 
record such resignation, noting the day, hour and 
minute of its reception. The acceptance of a resigna
tion shall not be necessary to make it effective. The 
transfer by any Director of all his stock shall operate 
il?so facto as a resignation and create a vacancy in his 
office. 

34- The Clerk may resign at any time by filing his 
resignation with the Register of 'Deeds in~---
County, Maine, said resignation to take effect from 
and after the time of its receipt by such Register. 

Filling of Vacancies. 

35. If the office of one or more Directors or other 
officer or Committee of the Company becomes vacant 
by reason of death, resignation, qualification, or oth
erwise, the remaining Director or Directors, although 
less than a quorum, may be a majority vote, choose or 
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appoint a successor or successors, who shall hold offi
ce for the unexpired term. 

Duties of Officers May be Delegated. 

36. In case of the absence of any officer of the 
Company, Or for any reason that the Board may deem 
sufficient, the Board may delegate the powers or 
duties of snch officer to any other officer or to any 
Director for the time being, trovided, a majority of 
the Directors in office concur therein. This by-law 
shall not apply to the aerie. 

Issue and Transfes- of Stock. 

37. The President shall cause to be issued to each 
stockholder one or more certificates representing the 
nnmber of shares owned by him in the Company, 
signed by the President or Vice-President and by the 
Cashier, aerk: or Treasurer and bearing the corporate 
seal Neither the President or Treasurer shall sign 
blanks and leave them for nse by the other, nor sign 
them without a k:oowledge of the apP.8fent title of the 
person to whom they are issued. In case of the ab
sence or disability of either of said officers, the signa
ture of a majority of the Directors in his stead are suf
ficient. 

J8. The stock: of the Company is transferable only 
npon its books by the holders of the shares in person 
or by their legal representatives. and npon such trans
fer the old certificates shall be surrendered to the Com
pany by delivery thereof to the person in charge of the 
stock: and transfer books and ledgers, or snch other 
person as the Directors may designate. by whom they 
shall be cancelled, and new certificates shall therenpon 
be issned. A record shall be made of such transfer 
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aad issue.. Wheoeva- any traDsfer shaD be made for 
coI1ama1 security. aad DOt absolutely. the fact shaD 
be so e&pi essed in the entry of said transfer. 

J9. The Company sbaD be entitled to treat the reg
ista'ed holder of any share as the absolute owner 
dJereof. aad aa:ordiogIy shaD not be boood to ruog
DUe any equitable or other claim to, or interest in, 
such share OIl the part of any other person. whether 
or not it shaD have express or other notice thereof, 
save as expressly provided by the statutes of Maine. 

La. of Ccnificate. 
40- Any person claiming a c:ertificate of stock to be 

lost 01' destroyed, shall make affidavit 01' affirmation of 
that fact aad advertise the same in such manner as the 
Boud may reqoin; and sbaD give the Company a 
boad of indemnity. in form aad with ODe or more 
sureties satisfactory to the board, in at least double the 
par nIne of such c:ertificate, whereupon the President 
omd Treasurer may calISe to be issued a uew c:ertificate 
of the same tenor with the ODe alleged to be lost 01' 

destroyed, hot ahrays subject to the approval of the 
Board. 

Stock NOD-All ble 
..... The stock of this Company shaD be forever 

noo-assessable. This by-law shaD not be altered or re
pealed, aDd shall form a eoaditioo upon wIUda all stock 
of the Company shall be issued. 

Dividmda. 
.f2. The Boud of DiRcton shall, subject to the 

provisions of Section 47 of these by-laws, declare divi
dends out of the surplus profits whenever they deem it 
expedient. Before payment of any dividends or mak-
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ing any distribution of profits there shall be set aside 
out of the net profits of the Company, such sum or 
sums, as the Directors from time to time in their abso
lute discretion think proper as a reserve fund to meet 
contingencies, or for equalizing dividends, or for re
pairing and maintaining any property of the Company, 
or for any such other purpose as the Directors shall 
think conducive to the interests of the Company. The 
Board of Directors shall close the transfer hooks for 
five days before the payment of any dividend. 

Statement of Condition. 
43. The Board of Directors shall present. when 

called for by the stockholders, a full and clear state
ment of the business and colldition of the Company. 

Notice. 
44- Whenever notice is required by statute or by 

these by-laws to be given to the stockholders, or the 
Directors, or to any officer of the Company, personal 
notice is not meant unless expressly so stated; and 
any notice so required (other than by publication), 
shall be deemed to be sufficient if given by depositing 
the same in a post-office box in a special post-paid 
wrapper, addressed to such stockholder, Director or 
officer at bis last known post-office address, and such 
notice shall be deemed to have been given at the time 
of such mailing, except where notice is given by wire, 
in which case notice shall be deemed to be given at 
the time the same is delivered to the telegraph com
pany. 

Waiver of Notice.. 
45- Any stockholder. officer or Director. may at any 

time waive any notice required to be given under these 
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by-laws. The presence of a stockholder, in person or 
by proxy, at any meeting, and the presence of a Direc
tor in person at any Directors' meeting, shall be 
deemed such a waiver. 

Amendments. 
4/>. The stockholders, by the affirmative vote of a 

majority of the stock issued and outstanding, may at 
any regular, or upon notice at any specia1 meeting, 
alter or amend these by-laws in any manner not con· 
trary to law or these by-laws. 
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RECORD OF FIRST MEETING CONTINUED. 

On motion it was Voted: To proceed to the elec
tion of officers for the ensuing year by written ballot, 
and that the Clerk be a committee to receive, sort and 
count the votes thrown. Having attended to that 
duty he reported that for Directors he received--
votes, being all the votes thrown; that for Treasurer 
he received----votes. being all the vote.; thrown; 
that for Clerk he received----votes, being all the 
votes thrown; that for Secretary he received--
votes, being all the votes thrown; and the report was 
accepted, and the persons therein named were declared 
to be elected to the respective offices. 

The Clerk was then duly sworn as per the following 
certificate: 

State of Maine. 
I9II• 

Then personally appeared the above named 
and being duly sworn, made oath that he would faith
fully and impartially perform the duties of his said 
office. 

Before me, 

Justice of the Peace. 
On motion it was Voted: To proceed to the elec

tion of an Executive Committee of --members, and 
that the Clerk be a committee to receive and sort and 
count the votes thrown. Having attended to that duty, 
he reported that for members of the Executive Com
mittee he had received----votes, being all the votes 
thrown. 

On motion it was Voted: To prepare a certificate 
of incorporation setting forth the name and purposes 
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of the corporation and other particu1ars required by 
said Chapter 47, and the same was accordingly done. 

On motion it was Voted: To adjourn. 
Adjourned. 
Attest: 

Secretary. 

Clerk of Meeting of Associates. 

RATIFICATION OF RECORDS. 

We, the undersigned, being all the members of said 
corporation, hereby acknowledge that the above are 
tme records of the organization of the aforesaid cor
poration, all the proceedings of the aforesaid meet
ing, and hereby consent, to approve, ratify and con
firm all of the aforesaid proceedings and the above 
records. 

Dated-----Maine, this-s ----day of 
-----" 191 • 

A tme copy of the records of the proceedings of the 
meeting. 

Attest: 
Clerk. 
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ISSUE OF STOCK. 

Shares of stock are "issued" when they are subscribed 
or a contract is made for the payment of the same in 
property or other considerations as permitted by the laws 
of the State under which the company is formed. 

In the preceding part of this book will be found the 
statutory provisions as to the issue of stock. Where 
such issue is permitted stock maybe issued for property 
of any kind which may be suitable for the purposes 
of the corporation. Thus stock may be issued for the 
assets and good-will of a going business, for real estate, 
mines, patents, or other property. In some of the States 
it is provided by statute that stock may be issued for 
services rendered to the corporation. 

The statutes of several of the States now provide that 
where stock is issued in payment of property purchased 
the judgment of the directors, in the absence of actual 
fraud in the' transaction, is final and conclusive as to 
the value of the property, and that such stock shall not 
subject the holders to any liability, either to the com
pany or its creditors. It has been held, however, by the 
courts that gross overvaluation of property is strong 
evidence of fraud. 

Where the capital stock of a corporation is not sub
scnDed in full at the time of incorporation it is usually 
provided either by statute or by the certificate of incor
poration that the directors may issue such stock from 
time to time to the aggregate amount authorized by the 
charter. 

Where stock is issued for money it is usual to have 
subscriptions signed by the proposed stockholders. A 
subscription is not required to be in any particular form, 
but is binding if it clearly shows that the signer agrees 
to take and pay for a certain number of shares of stock 
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of the corporatiOD, and is accepted by some person 
authorized to accept it on bebalf of the ampany. Under 
the laws of the State of New York a subscription made 
after the incorporation of the company is not valid and 
cannot be enforced against the subscriber unless at the 
time of making it be pays ten per cent. of the amount 
thereof to the company. 

A subscriber must pay the full par value of the shares 
of stock subscnDed by him at such time as the directors 
shall require. The action of the directors in requiring 
a payment to be made OIl aa:ount of a subscription is 
called an assessment of the stock, and stock which is not 
fully paid is called assessable stock. An assessment 
must be made in accordance with the provisions of law 
and the by-laws of the ampany, aud DOtice must be 
given to each stockholder affected thereby in the manner 
required. If a stockholder refuses to pay the amount 
of an assessment be may be sued by the company for 
the same, and the directors are also empowered to for
feit the stock and sell it to pay the amount due. In case 
of a forfeitore it is important to amply strictly with 
all the provisions of law. The purchaser of forfeited 
stock takes it subject to the payment of the amount 
unpaid and uncalled installments. 
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MINUTES OF SECOND MEETING, SHOWING 
TRANSFER OF PROPERTY. 

At a meeting of the stockholders held January 28th 
at one o'clock in the afternoon at the office of the com
pany in , all the stockholders being present 
and waiving notice:-

Messrs. Charles Blank and John Doe stated to the 
stockholders that they were ready to transfer to the cor
poration their manufacturing business now carried on 
by them under the name of Blank & Doe in considera
tion of the capital stock of the company, less shares to 
qualify directors. 

Mr. Smith and Mr. Brown were appointed a commit
tee to report and investigate; they reported that the offer 
was a fair one, and that the value of the business now 
carried on by Messrs. Blank and Doe would be fairly 
worth the price mentioned in their offer:-

And upon motion of Mr. Smith it was unanimously 
voted that the offer of Messrs. Blank and Doe be accept
ed; and that the President and Treasurer be and they 
hereby are authorized and directed to issue to Messrs. 
Blank and Doe the capital stock of the company less 
qualifying shares for Directors upon their agreement 
to assign to the corporation their right, title and interest 
in the business now carried on by them. 

Messrs. Blank and Doe then offered an agreement 
signed by them in form as follows:-
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OFFER TO SELL BUSINESS TO OORPORATION. 

Boston, Mass., Jan. 28, 1911• 

To the StockboIders of the Company. 
C.aJtJanen :-

We, Charles B\ank and Jolm Doe, at presem doing 
business 1IIlder the name of Blank II: Doe as manufac
turers, and being the only partners of said fum and 
haYing oar place of business at 19 Broad street, do make 
and offer to :JUG the following propositioo: 

Whereas, your mrporation bas beeu formed under 
the laws of the State of and-r the name and 
style of the Cmnpany; and 

Whereas, it was and is the intmti<m and object of the 
said iDoorporators to c:any 011 and undertab: the basi
DeSS DOW carried 011 by the aforesaid partnership; and 

Whereas, we haYe examined into the value of oar 
plant, madriDeIy. apparatas, fixtures, good-wiII, OOD

b3ds" smdc 011 hand as per schedule hereto annexed 
wbererer the same may he situated, and the '93Iue of 
oar patEIds and Jia:nses, and the same bas beeu fo1Iy 
appnjsed by expert appraisers as fairly worth the sam 
of dcl'a'1l; 

Now. ~ we offer to sell, assigD, tr.msf.,.. and 
set _ unto the said Company an the alKwe 

and agree to Iicmse to your company during its exist
aItt 01' until the expiratioo of said patEIds an rights in 
and to certain Jdiers ~ IIJIIDbered as follows :-
for the sam of dclJaq to he paid upon the 
tr.msf.,.. by as of the afon:said in ash 01' full paid 
capital smdc of the afonsUd company. 

Y 0Il'lI truly. 

BI.AJn[ II: DoE. 



160 AMERICAN FINANCIAL METHODS 

Messrs. Blank and Doe then offered to contribute 
----,shares of the capital stock of the company 
for the benefit of the treasury, the same to be held by 
the Treasurer for the time being in trust for the benefit 
of the treasury and to be sold from time to time at such 
price or prices as the Board of Directors may from 
time to time direct. 

There being no further business, 
joumed. 

the meeting ad-

The above is a true record. 
Attest: CHARLES BROWN, 

Oerk. 



For.m of· S~ck Certificate 



Back of Stock Certi8.cate. Form of Allipment. 
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CORPORATION ACCOUNTING. 

As explained in a previous chapter, a corporation is 
the creature of a state; and therefore, the books of a 
corporation differ from those of a partnership, joint
stock company or individual, for the reason that they 
must comply with the laws creating the corporation. 

A stock certificate is the" tangible evidence that the 
holder owns a certain number of shares in a c0rpora

tion; it means that the original holder has paid for 
such stock in full in cash, property or service, assum
ing that the corporation is formed nnder the laws of 
Maine, Massachusetts, New York, New Jersey, Dela
ware, North Dakota or Arizona. Under the laws of 
Maine it is specifically provided that the transferee of 
stock takes it as fully paid and non-assessable-where
as in the other states mentioAed the assignee takes the 
stock subject to any lack of payment in full on the 
part of the original subscriber. The states not men
tioned provide for the payment of stock in cash be
fore it is issued and for that reason they are not con
sidered in financial transactions, except in regard to 
local affairs where incorporation fees, taxation and 
paid-up capital have no relation to the policy of the 
incorporators and promoters. 

As we have said in a previous chapter, the promoter 
of an undeveloped mine, an unexplored patent or a fac
tory with unused water power and antiquated ma
chinery, may tum these various properties over to a 
corporation created by the owners of such properties 
for the whole capital stock of a corporation, less quali
fying shares for directors. 

When this is done in legal form, the grantors have 
received the capital stock in consideration for their 
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property and have thereby, in the absence of a fraudu
lent overvaluation committed no fraud upon future in
vestors. 

The promoters and grantors in such a case have 
gone through the legal requirements of incorporation, 
and up to this time have no funds for the promotion 
of their enterprise; and in order to raise money for the 
enterprise the grantors donate a certain number of 
shares to be held by a trustee (usually the treasurer of 
the corporation) for the benefit of the treasury of the 
company, it usually being provided that such stock 
held in trust may be sold from time to time at such 
price as the Board of Directors may determine. 

In the opening of corporation books it must be bome 
in mind that the vote of the stockholders or the Direc
tors must be followed for the reason that the corpora
tion acting through its stockholders or Directors has 
the power to dictate its whole policy. Therefore Cor
poration Accounting as such pertains only to the book
keeping arising out of the votes of the corpoiation, 
either through its stockholders or Directors-in other 
respects e. g. the transactions of agents in behalf of 
the corporation. Corporation bookkeeping differs in 
no respect from that of a partnership, joint-stock com
pany or individual; and in so far as the general prin
ciples of bookkeeping cover corporations, partnerships, 
joint-stock companies and individuals embrace ac
counting of agents and servants we shall make no 
comment, as it is beyond the scope of this work; we 
will refer the reader to any standard work on book
keeping and will now proceed to explain the prin
ciples of bookkeeping which ere peculiar to Corpora
tion bookkeeping. 
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Tile Minute Book. 

The corporation acts through two channels, namely 
(I), through stockholders; (2), through Directors. The 
stockholders have power to declare dividends, to elect 
officers and to sell the property of the corporation. 

The Directors have power to conduct all execu
tive business of the company, either through them
selves or their duly appointed agents. The minute 
book which is kept by the Secretary, records the pro
ceedings of stockholders and Directors' meeting. It 
is the official record of the acts of the corporation, and 
is the source of all the power exen:ised by the agents 
or servants of the corporation. In opening the books 
of the corporation therefore, the vote of the stock
holders or Directors is the basis for all entries. 

Stock Certfficate Book. 

This is a book of stock certifieates from which is 
taken the certificates which are given to each stock
holder stating the number of shares held. When filled 
out with the number, name of stockholder and nam
ber of shares, it is detached from the stub upon which 
£nIl particulars are made of each certificate issued. The 
entries upon the stubs are transferred to the 

Stock Ledger. 

This ledger is the book in which an account is kept 
of each stockholder, showing the number of shares 
held by hinI. When a stockholder receives a certifi
cate of stock, it is entered to the credit side of his ac
connt; and when he transfers a certificate it is entered 
to the debit side of his account; therefore, each stock
holder's account in a stock ledger wiD show the nam-
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ber of shares held by him so that a trial balance taken 
at any time will show that the stock standing to the 
credit of the stockholders is equal to the total stock 
outstanding. 

An account is opened in the stock ledger with "Cap
ital Stock," which is debited with all stock issued. The 
amount of the capital stock in this account will at all 
times be equal to the credit of other accounts in the 
stock ledger, so that the credit and debit will balance 
at any time. 

Certain large corporations also have a 

Stock Transfer Book and Stock Register, 

the former is a record of all transfers of stock and the 
latter is a register of all stock issued. A Stock Register 
is kept by the Registrar-usually a Trust Company. 
Bank or some person or corporation independent of 
the company itself. The principal purpose of a Reg
istrar is to prevent the over-issue of stock by the offi
cers of the corporation. 



TRUSTS AND COMBINATIONS OF 
CAPITAL. 
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TRUSTS. 

"W;T is a trmt? The qaestioa is easily pat, 
bal DOt !D easily aaswen:d.. That is ~ say. 
while aJISWa'S an: forlhaouJiug. they an: !II) 

di_sified ia charada' that eftIl ..- who an: supposed 
to thiak apoa the _Iiaes asuaIIy RSaIt ia ouIJ addiDg 
_ mafasioa to .. aIrady IIIIIdl mafused subjed.. 

Thus. Mr. James B. DiD. the auioeat mrponJioa ia.,.s. 
lias ddiDed the '"ImsI:" as a cIomioaDI: mmbj.prim of 
1IIOIIeJ'. pruper1J'. basiaess. of ~ poIftI" ad 
aau; ad Mr. Orades F. FIiat. the so-caJIed -father 
of. tnsas.. defiaes it ill this wise: -A amhigatjon of 
labor is a tJade's ....... ; a ".I •• ,y,Me of iatdIigeocr. 
a maiwasity; a ".I'.y,M., of 1IIOIIeJ'. a hmk; ;m iadus
trial combjgatjm is a """".,y' M ., of labor, ioIdJjgmI:e 
ad capitz' ...... hnias aDd 1IIOIIeJ'." E_ Mr. 
DooIey's ...... rpiM of a tnISf: as beiac -SOIDdhin" few
.. baar:st, pIoddia', a,M,."N"M IIYiillr .. 'IIJIti to sell oat 
to." is _ expiessi.~ CftB if DDt _ aa:araII:. 

Mr. S. C. T. Dodd. gmen1 soIic:iIor of the SbDdard 
Oil Co, ia -n.e PersaaaI Legal SIa1DS of the Trust.· 
published ia the Hanard La .... 1lrriew, ~, 
tBgJ, OIl the subject of "trasIs.- said. ~ tam "tnIst' 
ia its __ CIIIIIfiued &aIsr, embraa:s ooly a peculiar 

form of business a59XiaUoa eIIected by sIockboIdas 
of dilIeoeat corpontioas traasCeniDg their stock to 
tnIsIeeS.. The StmdanI Oil Tnast was formed ia this 
way, ad origiaated the _ -uust" as applied to as

sociatioa. 
Combiaatioas ia the form of business or trading ale 

as old as oar c:iviIiza6oa. if DOt as old as the race it
self.. Before Greece ad Rome. ~ King of 
Israel. said: "He that witbbnldc:th com. the peop1e 
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shall curse him; but blessing shall be upon the head 
of him that selleth it.-

It is apparent even at this early date, the thrifty 
Hebrew was familiar with the modem devices for in
creasing the price of bread, and it is equally apparent. 
in execution of schemes of this character. he was re
garded, hoth by his countrymen and by the Great 
Monarch, with little favor. 

But while the motives and ends of the financiers of 
olden times are the same as those of our own, we mast 
admit that the capitalists of the last decade have out
stripped the generations of the past in devising new 
methods for the accomplishing of their purposes. The 
success of our modern capitalists. however. is likely 
due to their opportunity rather than to their higher 
order of ability which existed in the great financiers 
of earlier periods. 

As before stated, the term "trust" as applied to cor
porate combiaations was first employed by the 
Standard Oil Trust; and it was a new use of the word 
"trust" as nsed in the English Iaro;;uage or ia the de
cisions of the Courts. 

Uoder the agreement of stockholders in corpora
tious engaged in the oil business, the different owners 
placed their stoclt in the hands of trustees, for which 
they nceived trust certificates of the new organization: 
The individuals who held stoclt representing the differ
ent corporations chose the trustees,. each stockholder 
casting YOte proportiooate to the amount of his stock. 
Io this way the trustees for the holders of the srock 
in the different corporations controlled the fortunes of 
the different companies as trustees; aod hence it was 
called the -trust.. 

The purpose of the ~ is to reduce the cost of 
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production, to prevent competition and regulate the 
price of products. 

Combinations in restraint of trade are contrary to 
the common law which with statutory modifications 
obtains at the present time, both in England and in 
the United States. The first famous case in England, 
was the combination of tailors in London, who be
longed to a club or a Guild; they made an agreement 
among themselves, fixing the price of clothing, and 
they were held criminally liable as forming a com
bination in restraint of trade. This guild represented 
practically all the tailors in the city of London at that 
time, and was, what we would call today, an absolute 
"trust;" and should such facts be presented to our 
courts today, they would undoubtedly rule under the 
common law that such a combination is in restraint of 
trade, illegal, and those who participated criminally 
liable. In other words, an eifective combination in re
straint of trade is now, and has been for 300 years, 
under the English and American common law, illegal. 
It is the argument of the large corporations, notably 
the United States Steel Co., The American Tobacco 
Co., The American Sugar Refining Co., that they are 
not combinations in restraint of trade, but only large 
corporations carrying on a proportion only of the 
total business in their lines. For instance, the sta
tistics show that the United States Steel Corporation 
do less than one-half of the annual business of this 
country in their line. The American Sugar Refining 
Co. probably handle less than one-third of the sugar 
produced and sold; and this general statement, modI
fied by proportions, is true of all the so-called "trusts." 

On the other haod, it is claimed by the government 
who at the time of publication of this book are prose-
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cuting "The Sugar Trust," and the "Tobacco Trust" 
-that although they do not sell more than one-half the 
gross product in their line, yet by having control of 
that amount they can practically dictate prices. 

The following are some of the corporations organ
ized for the purpose of controlling the products in 
which they deal: 



CLASSIFIED STATISTICS OF TRUSTS. 

No. I. TBF GREATER INDUSTRIAL TRUSTS. 

Incorporation. No. of Plutl 
acquired or 
controlIed 

Name of Company. 
Data. 8tate. 

1. Amalgamated Copper Co. . .••.•..•..... 1899 
2. American 8melt. '" Relln. Co. (and aftlU· 

ated corporations) ................... 1899 
B. American 8ugar Rellalng Co. (and aftlll· 

ated corporatlonl) .................... 1891 
4. Con.olldated Tobacco Co. (and aftlllated 

corporation.) ................. I ....... 1901 
6. International Mere. Marina Co. .. ...... 1908 
8. 8tandard 011 Co ....................... 1899 
1. United 8tatal 8teal Corporation ........ 1901 

I 
Totala of Ibe Graater luduatrlal Truata 

N. J. 11 

N. J. 111 

N. J. (about) &6 

N. J. (about) 150 
N. J. 8 
N. J. (about) 400 
N. J. (about) 186 

................ 1,628 

e 
Total oapltal· ~ 
IHtlon Itlekl S and bendl 

outatandlng. 
"l 

un,ooo,OOO .... 

~ 201,650,100 

146,000,000 ~ 
601.916,100 Ir:: 
110,786,000 

~ 97,500,000 
1,870,000,000 0 

",682,752,100 1:1 
Ul 

... 
'::! 



No. II. LESSER INDUSTRIAL TRUSTS. 

1. Aaker, MOl'1'all .. Condit 00. .. ........ 1908 
I. Aome Harvelter 00. .. ................. 1901 
8. Adami, American, United Btatel .. 

WeUa-FarIlO IIIxprell (oompanlel olololy 
amUated) ............................ 1866 

•• AeoUan Weber Plano" PIanola Co ••••. 1908 
I. Alabama Conlol. Coal .. Iron Co. • ••••• 1899 
6. Alamaba .. Goorglt Iron 00. .. ........ 1899 
T. Alaaka Panlnlul.. Paoklng 00. .. ...... 1908 
•• AIU..obalmera Co. .. .................. 1901 
8. A1pba Portlaod Oement 00 ••••••••.•••• 1895 

10. Amalgamated Bugar 00. • .•••••••.••••• 190a 
11. American Agrloultural Cbem. Company. 1899 
U. AmerIcan Automatlo Welgblnl Maob.Oo.1899 
18. Amarloan Axe .. Tool 00. • •••.•.••••• 189T 
14. Amerloan Barrel " Paokaga 00rporatlon.190a 
16. Amerloan Book Oompany ••••••••••••• 1890 
16. American Bolt " Lumber 00. .. ........ 1900 
IT. American Brake Bboe " Foundry Oom-

pany ................................. 1908 
18. Amerloan Brae. 00 .................... 1900 
18. American Buttar Co ................... 1903 
ao. American Cu 00 ..................... 1901 
II. American Can .. Found,.,. 00. .. ...... 1899 
aa. Amerloan OaNmal 00 ................. 1898 
as. American Cement 00. .. .............. 1899 
at. Amerloan Oblole 00. .. ................ 1899 

N. Y. 
W. 

N. J. 
N. J. 
N. J. 
N. J. 
N. J. 
N. J. 
Uta~ 
Oonn. 
Eng. 
Pa. 
N. J. 
N. J. 
N. J. 

N. J. 
Cona. 
W.Va. 
N. J. 
N. J. 
Pa. 
N. J. 
N. J. 

8 
a 

10 
12 
& 
2 

(about) 12 

• .8 , 
40 
6 
& 
8 
8 
4 

6 
9 
4 

13S 
17 

8 
6 
6 

,8,600,000 
1,&00,000 

60,000,000 
9,500,000 
&,490,000 
1,800,000 
2,760,000 

86,260,000 
1,260,000 
4,000,000 

85,866,600 
1,850,000 
2,000,000 
&,000,000 
1,700,000 

600,000 

1,500,000 
10,000,000 

1,000,000 
8a,679,600 
60,000,000 

2,476,000 
1,896,000 
9,000,000 

... 
'tj 

~ 
e! 

~ 
;!! 

~ 
~ 
t" 

II: 
!!l 
III o 
tl 
III 



lB. AmerlolD Ooal 00. ................... 1898 Md. • UOO,OOO 
10. AmorlollD Coal Produot. 00, "."",., IDOl N, J, • 18,000,000 
11, AmorlOllll Oalort)'p. 00, ............. ,1901 N, I, 8 4,000,000-
IN. .Am.rlooD Oottoll 00. .. ............... lN08 N, J, a 8,000,000 
10. Amorloall Ootton 011 00, .............. 1889 N. J. (about) 80 88,48ft,700 
80, AmorlollD Jr.lt 00. .. .................. 1898 N, I, 8 8,7ft4,OOO 

~ 81, .AmerlollD JI'orlc .. Hoe 00. .. .......... 1001 N, ;S, 1S, ,,896,000 
81, Amerlaa. lJ'rult Produotl 00, .......... 1001 N. I, 1& 1,000,000 
88, .Amorlooll Ollllllni 00. ................ 1800 N, J, I 8,000,000 !!: 
If, AmlrlollD Olul 00. .. ................. 180' N, J, I 1,100,000 5 88, Amerlaall Orapbohalll 00. .,.', ••••••• 1887 W. Va. e 1,601,000 
86. Amorloall Orall Twine 00. .. .......... 1808 Del. • 18,088.000 
87. Amlrlooll Hardware CorporaUoD ••• ,' .100a OonD. • 8.000,000 

~ 88. Amerloan Hydl .. Leatber 00. • ....... 1890 N. J. II 81.710.000 
88. AmerloaD Homln, 00, ................ 1901 N, J. 10 U7&.OOO 
'D. .Amerloall 101 00. ..................... 1808 N. J, (about) ,0 'M08.000 
41. Amerlooll Iron .. IIeel Mr •• 00. ,., •••• 1ROO Pa. a 10,000,000 

~ fl. Am.rl .... L1tbolll'aphlo 00, ........... ,1808 N. Y. I 8,770,710 
48. Amerloan LoaamoUvl 00, ............. 1800 N, Y. 8 a9,418,800 
44. .Amlrloall Lumb.. 00. • ............... 1001 N, J, 8 a,lOO,OOO 

i 48, Amerloan Maobllli .. O.dllaDol 00, .... 1001 N. Y, • 10,000,000 
40, AmarloaD MUtolOOPI .. Blo.rapb 00: • ,180B N. Y. 8 1.100,000 
47. Aml.loall Oal, Leathlr 00. .. ........ 1008 Ohio I 8,D00,000 
48. Amorloall Paoko .. ' AiiootaUoD ........ 1001 DII. 80 1,000,000 
49. Amerloall Paltry .. Mr •• Co. .. ........ 1899 N, I. , 1,800,000 51 80, .Amlrlolll Plpi Mr,. 00 .............. ,1880 N. I, 11 ,,000,000 
81. Amorloall Poaumatlo aimOI 00, ...... 1898 Del. aa 8,808,780 
88. Amlrloall Radiator 00, ............... ,1890 N. J. 11 7,898,000 
88, Amerloan Ra!raotorl.. 00. .. .......... 1801 Pa, ao 10,000,000 .. 
at, .AmerloaD 8addllry .. Ha ..... 00, .... 1808 N,I, 11 8,000,000 ~ 



II. Amorloan Sohool Furniture Co. • •••.•.. 1899 N. J. 12 10,430,000 .. 
16. Amerloan Sorew Co. .. .............. .. 1860 R.L S 8,260,000 ~ 
17, Amerloan Seeding Machine Co. ., ...•.. 1908 N. J. 6 15,000,000 

18. Amerloan Sewer Pipe Co. . ...•.•.••...• 1908 N. J. 83 9,623,000 

69. American Shipbuild In. Co. • ..••..••••• 1899 N. J. 9 80,000,000 

60. Amerloan Shot '" Lead Co. .. .......... 1890 Ill. 8 3,000,000 > 
61. American Soda Fountain Co. • •..•..•.. 1891 N. J 4 8,760,000 Ii:: 
68. American Stol Foundrle. Co. . ......... 1902 N. J. 10 80,400,360 1'1 

68. American Stove Co. • ................. 1901 N. J. 9 6,760,000 ~ 
U. Amerloan Talkin. Beale Co. ., ...•.... 1902 Me. I 1,000,000 ~ 61. Amerloan Tbread Co: .................. 1898 N. J. 18 16,890,471 

66. Amerloan Tube '" Stamping Co. • ...... 1899 Conn. a 8,800,000 

67. AmorlOaD Type Founder. Co. • ......•.. 1892 N. J. (about) U 6,930,800 :!l 
68. Amerloan Union mllOtrl. Co. . .••••.• , .1902 N. J. 6 1,200,000 Z 
69. Amerloan Vuloanlr.ed Fibre Co. • ••...•. 1901 Del. 4 2,817,800 > 
TO, Amerloan Waltham Watch Co. . •.•••... 1864 Ma ••• a 4,000,000 z 
71. Amorl.an Window OIu. Co. . ..•...... 1899 Pa. 83 17,000,000 0 
Ta. Amerloan Window OIa •• Maob. Co ..... 1902 N. J. I 20,000,000 > 
T8, Amerloan Woodworklnl Machine Co. • .1901 Pa. 11 l,e30,OOO t" 

74. Amorloan Woolen Co. . ................ 1899 N. J. 87 40,501,000 Ii:: 
71. American Wringer Co. . •.••...••.•...• 1891 R. I. a a,600,OOO 

~ T6. Amerloan Wrltlnll Paper Co. . ..••.•••. 1899 N. J. 81 88,000,000 

n. Arne. Shovel '" Tool Co. .. ............ 1901 N. J. 7 1,000,000 

78. Anthony '" Soovllle Co. . ............... 1901 N. Y. 4 8,600,000 0 

78. Appleton (D.) '" Company ............. 1900 N. Y. 8 8,000,000 t::l 

80. Armour, Swift, Natlonal Paokln., Cudah, 
II> 

(and amllal.ed Interolt.) .•.•......•... 1900 (about) II (ab't) 110,000.000 

81. AI .. olated Merahanta Co ...•.•...•.... 1901 Conn. e 16,299,900 

Sl. A .. olated 011 Co. 01 CallIorola ••....... 1908 Cal. (about) 40 46,000,000 

88. Atlantlo Rubber lih .. Co. • ••..••.•.•.•• 1»01 N. I. 8 10,000,000 



84. AU .. Portland Cement 00 .•••••••••••• 1899 
86. Automatlo Welgblnll Maoblne 00. .. .... 190. 
86. Baltimore Brlok 00. .. ................ 1901 
87. Bamberger-DeLamar Gold MInea 00 .... 1901 
88. Blplow Ooreel 00 ..................... 1899 
89. Blngbam 000101. Mining" Smelt 00 ... 1901 
90. BII.I (m. W.) Oompany ................ 1891 
91. Bon Aalr Ooal .. 1roo 00 ............... 1908 
98. Booth (A.) .. Oompany .. , ............. 1898 

98. Boraz Conoolldated Ltd. • •••.••••••••• 
94. Borden'l OondenBed MIlk 00. • •.•••.. 1899 
96. BrltlBb Oolumbla Packere' ABloolatlon •. 1901 
98. BrunBwlok·Blak ... CoUender 00. ........ 1888 
97. BUlb TermInal 00 .............. -..... 1901 
98. Butterlok 00. .. ...................... 1902 
99. Oalltornla FruIt Oannere' AB.oolatlon 1900 

100. Oallfornla WIne AllOolatlon .......... 1894 
101. Oambrla Steel 00 ..................... 1898 
101. Carbooate ............................ 1901 
108. Oaleln Company of Amerloa .......... 1900 
104. Oellulold 00. • ....................... 1890 
106. Oentral Coal .. Coke Co. .. ........... 1898 
108. Central FIr_orb 00 ................ 1898 
107. Central Foundry Co. .. .............. 1899 
108. Central StampIng 00 ................. 1891 
109. ChampIon International Co. • ••.••..••• 1901 
110. Chartered Co. of Lower Oallfornla ... 1902 
111. Chloago Pneumatlo Tool Co. .. ........ 1901 
112. ClarkBhurll Fuel Co ................... 1901 
118. Cleveland Akron Bag 00. • ••.•.••••••• 1908 

Pa. 
N. Y. 
Del. 
WYo. 
Maaa. 
Me. 
W. Va. 
Me. 
Ill. 

N. J. 
N. J. 
OhIo 
N. Y. 
N. Y. 
Cal. 
Cal. 
Pa. 
N. J. 
N. J. 
N. J. 
Mo. 
N. J. 
N. J. 
N. Y. 
Me. 
Me. 
N. J. 
W.Va. 
OhIo 

I 
8 

11 
7 
I , 
I 
8 
& 

.0 
7 

48 
4 

18 
8 

10 
10 

8 
I 
6 
4 
8 
9 

18 
1 
I 
7 
7 

10 , 

10,000,000 
8,600,000 
4,600,000 
6,000,000 
4,466,000 

10,000,000 
1,760,000 
6,836,000 
6,660,000 

11,000,000 
16,000,000 

',000,000 
1,100,000 

10,600,000 
12,000,000 
1,891,000 
',387,100 

60,000,000 
1,100,000 
8,491,000 
6.926,000 
7,000,000 
8,700,000 

17,863,000 
486,200 
950,000 

14,000,000 
8,860,000 
&,600,000 
.,000,000 

~ 
e! 

~ 
III 

~ 
~ 
II: 

~ 
t:j 
III 

.. 
~ 



114. Cleveland .. Sandusk7 Brewing Co ••• 1898 Ohio 11 12.000,000 i 116. ColoBlal Sugar Co .................... 1902 N. J. 8 4,830,000 
116. Colorado Fuel .. Iron Co ............. 1892 Colo. 7 48,000,000 
117. Consolidated Mercur. Gold Mine. Co ••. 1900 N. J. 2 2,00.0,000 
118. Comp .... ssed Air Co. .. ................ 1900 N.Y. 6 8,600,000 
119. Computing ScaJe Co. of America .... 1901 N. J. 6 8,274,000 > 
120. Consolidated Car Heating Co. .. ...... 1889 W.Va. 8 1,260,000 II:: 
121. Consolidated Cross Tie Co ........... 1902 N. J. 2 10,000,000 tTl 
122. Consolidated NaVal Stores Co •••••••.• 1903 Fla. 10 3,000,000 l>:I 
128. Consolidated RallwlI7 Lighting and R&- ~ frlgeratlng Co. .. ..................... 1901 N. J. (about) 10 20,000,000 Z 124. Consolidated Rosendale Cement Co. ..1901 N. Y. 6 2,600,000 
126. Consolidated Wagon .. Machlae Co. ..1901 Utah 2 1,226,000 ::! 126. Consolidated Coal Co. • ••••••••••••••• 1864 Md. 4 12,600,000 Z 127. Continental Coal Co. .. ............... 1902 W. Va. 4 6,260,000 > 
128. Continental Cotton on Co ............. 1899 N. J. 7 2,326,686 Z 
129. Continental Gin Co .................... 1899 Del 8 2,760,000 Q 
130. Continental Railway qulpment Co. .. .. 1902 N. J. 8 8,400,000 > 
131. Corn Produots Co .................... 1908 N. J. (about) 20 71,642,800 t" 
132. Coze Brotbero .. Co., Ino. .. ........... 1882 P. 2 8,230.600 II:: 133. Crane'. Nest Co. .. ................... 1902 Va. 2 20,000,000 !!l 134. Crocker Wbeeler Co. .. ............... 1891 N. J. 8 1,000,000 
136. Cruolble Steel Co. of America •••••... 1900 N. J. 14 60,260,000 ~ 
186. Ouba Co ............................. 1900 N. J. 8 8,000,000 0 
137. Cumberland Coal .. Coke Co ......... 1899 N. J. 8 8,800,000 t:I 
188. Cuyahoga Wire .. Fence Co ••••.••..•• 1902 Ohio B 1,660.000 !II 

189. Daylight Glus Mfg. Co. .. ............ 1908 Pa. 
# 

2 8,626,000 
140. Development Co. of America ......... 1901 Del. 6 4,000,000 
141. Diamond Matoh 00, .................. 1889 m. (about) 18 16,000,000 
142, DIaWlera' Seourltle. Corporation .... 1901 N.l. 98 60,866,000 
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On the opposite page appears a cut of the home office 
uuilding of the John Hancock Mutual Life Insurance 
Company of Boston, which was incorporated under the 
laws of Massachusetts in April, 1862, and thus has com
pleted an existence of fifty years, during which it has 
grown to .rank among the leading old-time life insurance 
companies of the country. In the magnitude of its 
transactions it is exceeded by few; in the trustworthi
ness and excellence of the family protection it confers, 
by none. The company is doing business in seventeen 
states and the District of Columbia, and no better indi
cation of the fact that the longer it is known the better 
and more widely it is liked by the American rublic need 
be provided than is conveyed in the following: 

Summary of Twenty Years' Progress 

Dec. 31 Dec. 31 
1892 19II 

Assets ........ $5,061,65I.C)() $82,2/59,171.00 
Income ....... 3,144,61 3.00 25,876.824.00 

Unassigned or 
Safety Funds .. 429,024.00 7,395,790.00 

Liabilities ..... 4,1)32,627.00 74,87J.311I .00 

Since organization, to June 30. 1<)12. the John Han
cock has returned to policy holders for death Insses, en
dowments, dividends and other policy claims the splen
did total of over $106,000.000.00. 



148. Eastern Steel Co. . •.•••.••.•.••.•••.. 1902 Pa. 4 6,700,000 

144. Easllern Kodak Co ................... 1901 N. J. (about) 10 19,673,000 

145. Dupont International Powder Co. . ...• 1903 N. J. (about) 40 50,000,000 

146. Electric Boat Co ...................... 1899 N. J. 8 1.041,000 

147. Electric Storage Batten' Co •.....•.... 1888 N. J. 11 16,260,000 

148. Electric Vehicle Co ................... 1897 N. J. 4 1,476,000 > 
149. EllIott·FlBber Co. . ................... 1902 Del. S 10,000,000 Ii( 

150. Empire Steel & Iroa Co. ............. 1899 N. J. 17 7,781,400 i'I 

151. FaIrmount Coal Co. .. ................ 1901 W. Va. 5 18,000,000 1<1 

152. Fay (J. A.) & Egau Co ••.........•... 1898 W. Va. I 2,600,000 S 168. Federal Cbemlcal Co ................. 1901 DeL 2 4,000,000 

154. Federal Lead Co. . .................... 1900 DeL 12 5,000,000 

156. Federal Mfg. Co ..................... 1899 N. J. 7 8,887,600 '<I 

156. Flreprooflne Co. .. ................... 1899 N. J. 5 2,000,000 
.... 

157. Flsberl .. Co .......................... 1900 N. J. 10 8,600,000 ~ 
158. Freemont County Sugar Co ........... 1908 Utah a 6,000,000 

159. General Cbemlcal Co. .. .............. 1899 N. J. 84 17,410,800 C"l 

160. General Electric Co ................... 1892 N. Y. 8 46,154,600 ~ 
161. Gllcbrlst Transportation Co ••....••••• 1897 Oblo 8 10,000,000 

162. Gold Car Heating & Llgbtlng Co •...•.. 1902 N. Y. 1 1,000,000 Ii( 
163. Gottlleb-Bauernscbmldt-Strauss Brewing @ Company .......................... : .. 1901 N. J. 8 14,126,000 

164. Great Lake. Towing Co .••.•..••.••. " •. 1899 N. J. 8 3,687,860 

166. Great Western Cereal Co. .. ........... 1901 N. J. 10 4,860,000 0 
166. Greene COBsoUdated Copper Co ....... 1899 W. Va. , 7,200,000 tj 

167. Gulfey (J. M.) Petroleum Co .......... 1901 Tax. 8 19,000,000 
en 

168. HarblBon·Walker Refractorlee Co ...... 1902 Pa. 17 31,100,000 

169. Hartford Carpet Corporation .••. ; ...•• 1901 Conn. 2 5,000,000 

170. Herrlng·Hall·Marvln Safe Co .......... 1901 N. J. , 8,200,000 ... 
171. Heywood Brotbers & Wakefield Co ..... 1897 N. J. 4 6,000,000 ::I 



173. Hudson RIver Water Power Co .•••.•• 1899 N. J. 4 7,000,000 i 178. Hydraullo Pre •• Brlok Co ....•..••...• 1896 Mo. 14 8,000,000 
174. Dllnol. Brlok Co ...•........•••••••••• 1900 III. 8 9,000,000 
175. International Harve.ter Co •••••••••••• 1902 N. J. 6 120,000,000 
178. International Nickel Co .•••••••••.•••• 1908 N.J. 8 27,483,012 
177. International Paper Co ............... 1898 N. Y. 24 62,935,600 > 
178. Inte .. atlonal Power Co .•••.••.•••..•. 1899 N. J. 4 7,340,000 I( 

179. International Pulp Co ................. 1893 N. Y. 4 6,000,000 1'1 
180. International Silver Co •••••.•••••••••• 1898 N. J. 18 13,418,200 e! 
181. International Steam Pump Co ......... 1899 N. J. 8 26,637,800 n 

> 188. International Time Recording Co .••••.• 1900 N. J. 6 2,140,000 l2: 
188. Johnl (H. W.) Manville Co ........... 1901 N. Y. 2 8.000,000 
184. Jame." Laughlin Steel Co ..•...•••• . 1902 Pa. (about) 16 80,000,000 '"l 
186. Keyatone Watch Case Co ••...••.•••.• 1899 Pa. 8 4,400,000 Z 
186. Kirby Lumbar Co ................... .. 1901 Tex. (about) 26 21,000,000 > 
187. Laokawanna Steel Co. .............. .. 1902 N. Y. 7 66,776,000 l2: 
188. Magou. Metal Co ..................... 1899 N. J. 6 3,000,000 n 
189. Masaaehu.etta Brewerle. Co ......... .. 1900 Va. 9 18,200,000 :;: 
190. MIIBla.lppl Wire G1as. Co ............ • 1901 N. J. 5 1,600,000 t"' 

191. National Blleult Co ................... 1898 N. J. 80 66,624,000 I( 
198. National Candy Co .................. .. 1902 N. J. 18 7,400,000 1'1 
193. National Car Wheel Co. .............. . 1908 N. Y. 4 8,600,000 '"'I 
194. National Corbon Co ................... 1899 N. J. 11 10,000,000 II: 
195. National Casket Co ................... 1899 N. Y. 6 8,000,000 a 
196. National Enameling " Stamping Co ... 1899 N. J. 18 sa,838,400 t:l 
197. National Flreproollng Co .............. 1889 Fa. 29 16,600,000 

en 
198. National G1as. Co. .................... 1899 Fa. 19 6.600.000 
199. Natlollal Novelty Corporation ....... .. 1902 N.l. 18 11.260,000 
100. National RIce Milling Co .............. 1891 N.l. 3 1,600,000 
801. National Steel" Wire Co ........... .. 1801 Me. I 10,000,000 



108. New mnllland Brlok 00 ••••••••••••••• 1900 N.l. 87 1,750,000 
804. New York Air Brake 00. ............. 1888 N,l. • 8,01.,500 
105. N.w York Doell 00 ................... 1901 N. Y. (about) 80 18,880,000 
106. NIl •• ·Bement Pond 00 .. , .............. 1899 N. J. & 7,000,000 
807. North Star Mine. 00 .................. 1899 N. J. 10 .,600,000 
808. Northern Oommerclal 00 •••••••••••••• 1901 N. J. 4 &,180,000 e B09. Ohio Grooo..,. 00 ...................... 1908 N. J. 15 11,.60,000 
110. Otl. mlovator 00 ...................... 1898 N. J. 9 18,989,800 
811. Paolfto Ooa.t BI.oult 00 ............... 1899 N. J. 11 •• 425,000 ~ 
818. Paoilio Starch 00 ..................... 1901 Mich. • 600,000 e B18. Penn·American Plat. Glu. 00 ......... 1900 Del I 1,000.000 
814. Pennlylvanla Oentral B ... wlng Co ..... 1897 Pa. 11 8,800,000 
B11. PennBylvanla Ooal .. Ooke 00 ......... 1908 Pa. 8 14,000,000 

~ 118. Penn.ylvanla Steel 00 •••••.•.•••.••••• 1901 N. J. 7 n.860.000 
117. Poople', Brewlor 00. of Trenton ...... 1899 N. J. , 8.800.000 
118. Pioneer Pole .. Shaft 00. ••••• , ••••••• 1899 Oblo U 8,760,000 
119. Pltteburg Brewing Co ................. 1899 Pa. 18 19,600,000 

~ ISO. Plttaburg Brewing 00 ................. 1899 'N. J. 107 (ab't) 84.000,000 
121. Plttabnrg Plate Glu. 00 .............. 1882 Pa. 10 10.000.000 
122. Plttaburg Stove .. Ranll 00 ••••.•••••• 1899 Pa. 9 lI,OOO,OOO II:: 
128. Plttaburg Valve Foundry .............. 1900 Pa. e 1,150,000 a 824. Plante .. OOmp ..... 00 ................. 1900 Pa. 8 10,000,000 
BB6. Pneumatlo Signal 00 .................. 190. N. Y. 8 8,000,000 
828. Pooabontaa OOllIerlea Co. ............. 1901 N. J. 8 5,760,000 0 
827. Pope MIg. 00 ......................... 1908 N. J. .0 11,600,000 t:I 
328. P ..... d Steel Car 00 .................. 1899 N. J. • 18,600,000 

!II 

189. Pullman 00 ........................... 1867 DI. I 74.000,000 
180. Pur. 011 "00 .......................... 189& N. J. 1& 10,000,000 
B81. Quaker Oata 00 ....................... 1901 N. J. 8 18,446,050 .. 
B81. RaIlway Steal SpriDg. 00 ............. 1901 N. J. 14 17.000,000 ~ 



288. Republlo Iron '" Bteel 00 •..•....••.•.. 1899 N. J. (about) '6 47,887,800 §> 8S4. Roobester OpUoaI '" Oamera 00. ..•.•. 1899 N. J. 6 8,600,000 
8S6. Rocky Mountain Paper 00 •.....•••.•.• 1900 N. Y. 2 1,850,000 
238. Rogers (Wm. A.) Ltd ................. 1901 Onto e 1,600,000 
187. Royal Baking Powder 00 .•.....•.•••. 1899 N. J. 6 20,000,000 
138. Rubber Goods Mtg. 00 .•••.••.•.......• 1899 N. J. 17 24,993,100 > 
289. Beaooa.t Canning Co .................. 1903 N. J. 9 2,000,000 a:: 
140. Bberwln·WUllaml 00 ................... 1902 OhIo 11 8,500,000 t>l 
BU. Binger Mtg Co. ....................... 1878 N. J. 6 10,000,000 e! 
UI. Blo •• -Bhellleid Bteel '" Iron 00 ....•.... 1899 N. J. 11 18,200,000 ~ US. Bomerset Coal 00 ..................... 1901 Pa. 14 8,000,000 :z: 8H. Bpring1leld (Mall.) ·Brewerle. 00 ...... 1899 W. Va. 8 8,300,000 
146. BpringOeld (Ill.) Coal MInIng 00 ....... 1902 N. Y. 6 2,900,000 .., 
U8. Standard Chain 00 .................... 1900 N. J. 13 3,668,000 Z 
147. Btandard MUllng Co ................... 1900 N. J. 19 11,600,000 > 
248. Standard Rope ill: TwlIe 00 •••.....•.. 1896 N. J. 81 11,661,400 :z: 
249. Standard Sanitary Mfg. Co .....•...... 1899 N. J. 9 6,729,900 0 
260. Standard Table 011 Cloth Co .......... 1901 N. J. 7 8,000,000 > 
261. Standard Wall Paper Co .............. 1903 N. Y. 2 1,260,000 r 
262. SUllwell·P!erce ill: SmlthValle Co ...... 1892 N. J. B -1,400,000 a:: 263. SUlqu.hana Iron ill: Steel 00 .......... 1899 .Pa. 9 1,800,000 !:l 264. Tempi. Iron Co ....................... 1873 Po. 8 20,000,000 
266. Tenneo •• e Ooal Lron ill: R. R. 00 ....... 1860 Tenn. 7 23,049,600 :I: 
266. Tezal ill: PaclO. Coal 00 ............... 1888 Tez. 6 2,473,000 0 
267. Tide Water Sleel Co. ................ 1899 Pa. 2 2,100,000 " 268. Torrington Company .................. Me. a 4,000,000 

!II 

269. Trenton Potter1 .. Tru.t (and alllllated 
oorporaUono) ......................... 1903 N. J. (about) 46 60,000.000 

260. Union Bag ill: Paper Co. ............... 1899 N. J. 10 27,000.000 
281. UDlon Carbide 00 ..................... 1898 Va. 7 6,600,000 



161. UnIon Iron 61: Bteel Co ................ 1899 Del. 5 8,000,000 
868. UnIon BWlteh 61: Blgnal Co •.•....••.••• 1888 Pa. 8 2,000,000 
264. UnIon Typewriter Co .................. 1893 N. J. 6 18,016,000 
866. Union Waxed 61: Parchment Paper Co ••• 1908 N. J. 11 8,200.000 
266. United Bol' Board 61: Paper Co •..••.••• 1908 N.J. 86 87.486,600 
867. United Brewerlea Co .................. 1898 N. J. 18 9.000.000 >-
168. United Butten Co ..................... 1902 N. J. 8 1.382.000 ~ 269. Ualted Copper Co ..................... 1901 . N. J. 8 60,000,000 
270. United J!lnglneerlng 61: Foundry Co .•. , .1901 Fa. 4 6,600,000 ~ 
171. United Fruit Co ....................... 1899 N. J. 14 17,969,000 ~ 
272. United Mattre.. Maohlnel7 Co •....••• W. Va. 6 600,000 Z 
278. United Bhoe Machlnel7 Co •••...••.••• 1899 N.J. 11 80,666,760 
274. United Btate. Ca.t Iron Pipe 61: Foundl7 ~ 

Company ............................. 1899 N.J. I 16,194,000 Z 
276. United States Coal 61: 011 Co ..•.••••••• 1896 Me. a 6,000.000 >-
876. United State. Envelope Co ............ 1898 Me. 10 6,726,000 Z 
277. Ualted State. FInIahlng Co •••••••••••• 1899 N. J. 6 4,760.000 n 
178. UnIted States Glasa Co .•.•.••......... 1891 Pa. 11 6,000.000 ~ 179. United States Gypanm Co ............. 1901 N. J. 86 8,600,000 
880. UnIted States Leather Co ••..••.•..••• 1898 ·N.J. 85 180,444,000 I( 
881. United States Paving Co •••..••••••••• 1900 N.J. a 8,000,000 

~ 282. United Statea Pla:vtng Card Co .••.•.••• 1894 N.J. 4 8.800,000 
188. United State. PrInting Co ............. 1891 Ohio 4 8,876.800 til 
884. United State. Reduotlon 61: Relining Co .. 1901 N. J. 7 12,708.800 10 
186. United States Ruhber Co .•••••...•••.• 1891 N.J. 18 68,691,600 t:I 
186. United Statea Standard Voting Machine 

III 

Company .............................. 1900 N. Y. I 1,000,000 
187. Unit'!'! Btate. WhIp Co ................ 1898 M •• ·· , 1,000,000 
J88. United States Bobbin ., Shuttl. Co. .... 1899 N. J. • J.UO.OOO .. 
888. United Statea Wire ., Buppl)' Co ••••••• 1901 R. I. I 1,000,000 ~ 



390. United Tobacco Co •.•••••••••••••••••• 1901 
291. Virginia Iron Coal. Coke Co •••••••••• 1899 
393. Waabburn Wire Co .................... 1900 
393. Vulcan Detlnnlng Co ................... 1902 
294. Western Stone Co ..................... 1899 
295. Westinghouse Companies •••••••••••••• 
296. Wbeellng Consolidated Coal Co ........ 1901 
297. Wisconain Lime'" Cement Co ......... 1900 
298. Yellow Pine Co ....... , ................ 1891 

N. J. 
N. J. 
Me. 
N. J. 
Dl. 

-W.Va. 
N. J. 
N. J. 

4 
(about) 82 

3 
2 

'7 
(about) 16 

6 
6 
8 

(Total (298 Leaaer Induztrlal TrUlts.) ••••••.••..••••••• 2.426 

No. of Plants 
acquired or 

SummlU7 of Induztrlal Truata. controlled. 

7 Greater Indultrlal Truata ............ .... .. .. .. .. .. .. .. 1,528 
898 LeI88r Indultrlal Truata .............................. 3.426 

18 Important Indultnal ;rruata In ProoeII of Reorganization 
or Readjuztment ................. "............... 182 

GRAND TOTAL OF INDUSTRIAL TRUSTS. 
818 Important Indultrlal Truata ........................... &.288 

10,000,000 
17,641,600 
3,750,000 
2,500,000 
2,522,000 

44,025,500 
5,000,000 
6,000,000 
2,500,000 

,4,05M39.433 

Total capital· 
Izatlon stocks 

and bondL 
outatandiBg. 
$2,662,752,100 
4.056,039.438 

628,551,000 

$7.246,342.533 

NOTI!l.-None of the above capitalization ligures are duplicated. Tbey rep
relent not the amount of lecurltlel authorl.ed or even isBued, but limply those 
wblch are "afloat" or In the handa of the public. 
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THE CHARTER OF THE UNITED STATFS 
STEEL CORPORAl ON. 

The charter of the United States Steel Corporation 
is supposed to be one of the most carefully formed 
eorporation charters in this country; for the benefit of 
our readers we will reprint the same; it is as fonows: 

COPY OF CHARTER. 

We; the nndersigned. in order to form a c0rpora

tion for the purposes herennto stated, in pursuant 
to the provisions of the Act of the Legislatnre of the 
State of New Jersey, entitled "An Act Concerning 
Corporations (Revision of 1896)," and the acts 
amendatory thereof and supplemental thereto, do 
hereby eertify as fonows: 

I. The lWIle of the corporation is the United 
States Steel Corporation. 

2. (Clause designating office and agent in New 
Jersey.) 

3- The objects for which the corporation is formed 
are: 

To manufacture iron, steel, manganese, coke, eop
per, lumber, and other materials and all or any articles 
consisting or partly consisting, of iron, steel, copper, 
wood or other materials, and all or any products 
thereof. 

To acqnire; oWn, lease; occupy, nse or develop any 
lands containing coal or iron, manganese, stone or 
other ores, or oil and any wood lands or other lands 
for any purpose of the Company. 

To mine; or otherwise extract or remove, coa1, 
ores, stone and other minerals, and timber from any 
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lands owned, acquired, leased or occupied by the 
company, or from any other lands. 

To buy and sell, or otherwise to deal or to traffic 
in iron, steel, manganese, copper, stone, ores, coal, 
coke, wood, lumber and other materials, and in all 
the products thereof, and in articles consisting or 
partIy consisting thereof. 

To contract or purchase buildings, machinery, 
shops, boats, engines, cars and other equipment, rail
roads, docks, slips, eleva tors, water works, gas works 
and electric works, viaducts, aqueducts, canals and 
other water ways, and any other means of transporta
tion, and to sell the same or otherwise to dispose 
thereof or to maintain or operate the same, except 
that the company shall not maintain or operate any 
railroad in the state of New Jersey. 

To apply for, obtain, register, purchase, lease, or 
otherwise to acquire, and to hold, use, own, operate, 
and introduce, and to sell, assign or otherwise to dis
pose of, trade marks, trade names, patents, or inven
tions, improvements and processes used in con
nection with or secured under laws on patent of the 
United States, or elsewhere or otherwise, and to use, 
exercise, develop, grant licenses in respect, or other
wise to tum into account such trade marks, orders, 
licenses, processes and the like, or any such property 
or rights. 

To engage in other manufacturing, mining, con
struction, or transportation business of any kind or 
character whatsoever, and to that end to acquire, hold, 
own, and dispose of any and all property, assets, 
stocks, bonds, and rights of any and every kind, but 
not to engage in any business hereunder which shall 
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require the exercises of the rights of eminent domain 
within the State of New Jersey. 

To acquire by purchase, SUbscription, or otherwise, 
and to hold or to dispose of, stocks, boods or any 
other obligations of any corporations formed for, or 
then or heretofore engaged in or pursuing, in one or 
more of the kinds of business, purposes, objects, or 
operations above indicated, or owning or bolding any 
property of any kind herein named, or ol any cor
poration holding or owning the stocks or the obliga
tions of any such corporation. 

To hold for investment, or otherwise to use, sell 
or dispose of, any stock, bonds, or other obligations 
of any such other corporation; to aid in any Inanner 
any corporation, wbose stock, bonds, or other obliga
tions are held or in any manner guaranteed by. the 
company, and to do any other acts or things for the 
preservation, production, improvement, or enhance
ment of the value of any such stock, bonds, or other 
obligations, or to do any acts or thing designated for 
any such purposes; and, on any of such stock, bonds, 
or other obligations, to exercise all the rights, pow
ers and privileges of ownership thereof, and to exer
cise any and all voting power thereon. 

The business or purpose of the company is from 
time to time to do anyone or more of the acts and 
things herein set forth; and it may conduct the busi
ness in any other states, and in the territories, and in 
foreign countries, and may have one office or more 
than one office, and keep the books of the company 
outside of the State of New Jersey, except as other
wise may be provided, by law; and may hold, pur
chase, mortgage, and convey real and personal prop
erty, either in or out of the State of New Jersey. 
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Without in any particular limiting any of the 
objects and powers of the corporation, it is hereby 
expressly declared and provided that the corporation 
shall have power to issue bonds and other obligations 
in payment of property purchased or acquired by it, 
or for any other object in or about its bnsiness; to 
mortgage or pledge any stocks, bonds, and other 
obligations, or any property wbich may be acquired 
by it, to secure any bonds or other obligations by it 
issued or incurred; to guarantee any dividends or 
bonds, or contracts, or any other obligations; to make 
and perform contracts of any kind DC description and 
in carrying on its business, and for the purpose of 
attaining or furthering any of its objects, to do any 
and an their acts and things, to exercise any and an 
acts and powers which a copartnership or natural 
person could do and exercise, and which now or here
in may be authorized by law. 

IV. The total authorized capital of the corporation 
is eleven hundred million dollars ($I,loo,DOO,DOO) 
divided into eleven miIlion shares of the par nIne of 
one hundred dollars each. Of such total authorized 
capital stock, five million five hundred thousand shares, 
amounting to five hundred and fifty million doDars, shaD 
be preferred stock, and five million five hundred thousand 
shares, amounting to five hundred and fifty million 
dollars, shaD be common stock. 

From time to time, the preferred stock and the common 
stock may be increased according to law, and may be 
issued in such amounts and proportions as shaD be de
termined by the Board of Directors, and as may be 
permitted by law. 

The holders of the preferred stock shaD be entitled 
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to receive when and as declared, from the surplus or net 
profits of the corporation, yearly interest at rate of seven 
per cent. per annum and no more, payable quarterly on 
dates to be fixed by the by-laws. The dividend on the 
preferred stock sha11 be cumu1ative, and sha11 be payable 
before any dividend on the common stock sha11 be paid 
or set apart; so that, if in any year dividends amounting 
to seven per cent. sha11 not have been paid thereon, the 
deficiency sha11 be payable before any dividends sha11 
be paid upon or set apart for the common stock. 

Whenever the cumulative dividends on the preferred 
stock for all previous years shall have been declared, 
and sha11 have become payable, and the accrued quarterly 
instalments for the current year sha11 have been declared, 
and the Company shall have paid such cumulative divi
dends for previous years, such accrued quarterly instal
ments or shall have set aside from its surplus or net 
profits a sum sufficient for the payment thereof, the 
Board of Directors may declare dividends on the c0m

mon stock, payable then or therefor out of any remain
ing surplus or net profits. 

In the event of any liquidation or dissolution or winding 
up (whether voluntary or involuntary) of the corpora
non; the holders sf the preferred stock shall be entitled 
to be paid in full both the (par amount) of their shares, 
and the unpaid dividend accrued thereon, before any 
amount sha11 be paid to the holders of the common stock, 
and after the payment to the holders of the preferred 
stock of its par value, and the unpaid accrued dividends 
thereon, the remaining assets and fund sha11 be divided 
and paid to the holders of the common stock according 
to their respective shares. 

v. The names and post-office addresses of the in-
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corporators, and the numbe~ of shares of stock for which 
severally and respectively we do hereby subscribe (the 
aggregate of our said subscriptions being thousand 
dollars; is the amount of capital stock with which the 
corporation will commence business), are as follows: 

(Here follow the names and post-office addresses of 
each of the incorporators, and the number of shares of 
stock subscribed for by each). 

VI. The duration of the corporation shall be per
petual. 

VII. The number of Directors of the company shall 
be fixed from time to time by the by-laws; but the number 
if fixed at more than three, shall be some multiple ot 
three. The directors shall be classified with respect to 
the time for which they shan severally hold office, by 
dividing them into three classes, each consisting of one
third of the whole number of the Board of Directors. 
The Directors shall be classified with respect to the time 
for which they shall severally hold the office, by dividing 
them into three classes, each consisting of one-third of 
the whole number of the Board of Directors. The Direc
tors of the first class shall be elected for a term of one 
year; the directors of the second class for a term of 
two years; and the directors of the third class for a 
term of three years; and at each annual election the 
successors to the class of directors whose terms shall 
expire in that year shall be elected to hold office for the 
term of three years, so that the term of office of one 
class of directors shall expire in one year. 

The number of Directors may be increased as may be 
provided in the by-laws. In case of any increase of the 
number of directors the additional directors may be 
elected as may be provided in the by-laws by the directors 
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or by the -stockholders at an annual or special meeting; 
and one of their number shall be elected for the then 
unexpired portion of the term of the directors of the 
first class, one-third of their number for the unexpired 
portion of the term of the directors of the second class, 
and one-third of their number for the unexpired portion 
of the term of the directors of the third class, so that 
each class of directors shall be increased equally. , 

In case of any vacancy in any class of directors through 
death, resignation, disqualification, or other causes, the 
remaining directors by affirmative vote of a majority of 
the Board of Directors, may elect a successor to hold 
office for the unexpired portion of the term of the 
director whose place shall be vacant until the election 
of a successor. 

The Board of Directors shall have power to hold their 
meetings outside of the State of New Jersey at such 
places as from time to time may be designated by the 
by-laws or by resolution of the Board. The by-laws may 
prescribe the number of ·Directors necessary to constitute 
a quorum of the Board of Directors, which number may 
be less than a majority of the whole number of Directors. 

Unless authorized by votes given in person or by proxy 
by stockholders holding at least two-thirds of the capital 
stock of the corporation, which is represented and voted 
upon in person or by proxy at a meeting specially called 
for that purpose, or at an annual meeting. The 'Board 
of Directors shall not mortgage or pledge any of its real 
property or any shares of the capital stock of any other 
oorporation; but this prohibition sha1l not be construed 
to apply to the execution of any purchase money mortgage 
or any other purchase money lien. 
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As authorized by the Act of the Legislature of the 
State of New Jersey passed March 22 1901, amending 
the seventeenth section of the Act concerning corpora
tions (Revision of 18g6) any action which theretofore 
required the consent of the holders of two-thirds of the 
stock at any meeting, without notice to them given or 
require their consent in writing to be 61ed, may be taken 
upon the consent of, and the consent given and 61ed by, 
the holders of two-thirds of the stock of each class 
represented at such meeting in person, or by proxy. 

Any officer elected or appointed by the Board of 
Directors may be removed at any time by the affirm
ative vote of t he majority of the whole Board of 
Directors .. 

Any other officer or employee of the corporation 
may be removed at any time by vote of the Board 
of Directors or by any committee or superior officer 
upon whom such power of removel may be conferred 
by the by-laws or by a vote of the Board of Directors. 

The Board of Directors by the affirmative vote of 
the majority of the whole Board, may appoint any 
other Standing Committees, shall have and may ex
ercise such powers as shall be conferred or authorized 
by the by-laws. 

The Board of Directors may appoint not only other 
officers of the company but also one or more Vice 
Presidents, one or more assistant Treasurers, one or 
more assistant Secretarys, and to the extent provided 
in the by-laws, the persons so appointed respectively 
shall have and may exercise the powers of the Vice 
President, of the Treasurer, and of the Secretary 
respectively. 
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The Board of Directors shall have power from time 
to time to fix and to determine and to vary the amount 
of the working capital of the company; and to direct 
and determine the use and disposition of any surplus 
Or net profits over and above the capital stock paid 
in; and in its discretion the Board of Directors may 
use and apply any such surplus or accumulated profits 
in purchasing or acquiring its bonds or other obliga
tions, or shares of its own capital stock to such extent 
and in such manner and upon such terms as the 
Board of Directors shall deem expedient; but shares 
of such capital stock so purchased or acquired may 
be resold, unless such shares shall have been retired 
for the purpose of decreasing the company's capital 
stock as provided by law. 

The Board of Directors from time to time shall 
determine whether and to what extent, and at what 
times and places, and under what conditions and 
regulations, the accounts and books of the corpora
tion, or any of them, shall be opened to the inspec
tion of the stockholders, and no stockholder shall 
have any right to inspect any account or book or 
document of the corporation, except as conferred by 
the Statute or fixed by the Board of Directors or by 
a resolution of the stockholders. 

Subject always to by-laws made by the stockhold
ers, the Board of Directors may make by-laws, and 
from time to time may alter, amend, or repeal any 
by-laws; but any by-laws made by the Board of 
Directors may be altered or repealed by the stock
holders at any annual meeting, or at any special 
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meeting provided notice of such proposed alteration 
or repeal be included in the notice of the meeting. 

IN WITNESS WHEREOF, we have hereunto set 
our hands and sea1s the day of~----
19II• 

(Signatures of the Incorporators.) 



CIIAPTER VII. 

VOLUNTARY ASSOCIA nONS. 
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HOW TO ORGANIZE UNDER THE 
DECLARATION OF TRUST. 

T HE Declaration of Trust is a document devised 
ro allow a large number "0'£ persons to partici
pate in an enterprise, without incorporation. 

The Declaration of Trust is a document devised 
to allow a large number of persons to participate in 
an enterprise, without incorporation. 

It has been developed chiefly in Massachusett.., 
where the laws prohibit a corporation from dealing 
in real estate and where buildings and real estate 
are owned by many proprierors, especially in the city 
of Bosmn. Its use is confined principally ro the owner
ship of land and buildings where there is little or no 
practicaltiability as a partner, and where the management 
is in the hands of trustees who perform few executive 
functions. 

It is done in this way :-A building is erected or land 
purchased, and 100 or less people subscribe for different 
-amounts. The property is put in the name of one or 
more trustees, who hold the property for the benefit of 
the subscribers in proportion ro their respective shares. 
The sub.;·....jbers choose the trustees; it being usually pro
vided that each subscriber may vote in proportion to his 
subscription corresponding as far as possible to the rights 
of stockholders in a corporation. 

While. this form of agreement is adapted to the 
ownership of buildings and land it has also been resorted 
to in carrying out other commercial enterprises. 

The original form of a Deed of Trust for the purpose 
of developing land and large buildings, is said to have 
been perfected by Hon. Richard Olney of Bosron, 
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formerly Attorney General of the United States and 
Secretary of State. 

So far as it is legally possible, it is a device to exonerate 
the trustees and shareholders from personaI liability 
beyond the amount of their contributions to the trust, 
leaving the property only liable for obligations incurred 
in carrying out the purpose of the Trust. 

If this conld be entirely accomplished under the 
"ommon law, there would be no need or use for corpora
tions; and while the courts have not adjudicated the 
questions of liability arising under form of a Deed of 
Trust, yet it is the general opinion among lawyers that 
the shareholders, and possibly the trustees are personally 
liable for obligations incurred in behalf of the enterprise; 
but as these questions seldom or never arise in the 
handling of large buildings, and real estate, the question 
has never been determined by the courts of last resort. 

It is an ideal arrangement for those interested apart 
from possible personal liability; there is no corporation 
to form, and no annual reports to make to the State, 
thereby making public the business of a private enter
prise. The risk of personal liability for those interested 
will never make this form of doing business a popular 
one in lines of business where there exists the ordinary 
commercial hazard. 

The trustees manage the property the same as trustees 
under wills and ordinary Deeds of Trust for heirs and 
legatees. They are accountable to their shareholders as 
beneficiaries, but the shareholders have no power in the 
management of the property other than in the choice of 
trustees. The following Agreement and Declaration of 
Trust may be copied and used with the exception of a 
few minor changes, as the name of the company, pur
poses of company, amount of capital. etc.: 
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FORM OF AGREEMENT AND DECLARATION 
OF TRUST OF THE NORD REALTY TRUST. 

This agreement made and entered Into this day of 
, 1911, by and between 

(Insert here names of Subscribers, usually five.) 

together with their heirs, executors, admInistrato... and 
assigns, hereinafter called "Subscribers" &Jld 

(Insert here names of Trustees, usually three.) 

together with their ~ successors, herelnalter. deSignated a. 
''Trustees'' 

WITNESSETH, that 
WHEREAS, It Is desired by the "Subacrlbers" hereto o.d 

their assigns and auch others as may become shareholders 
hereunder to engage in the business berelnafter Bet forth. 
and to contribute therefore property or otherwise for their 
Interest herein as set forth by the shares set after the names 
ot each respectively, and 

WHEREAS,. it Is desired by the said subscriber. that 
the said persons named as Trustees herein sball act aa 
Trustees under the terma and conditions hereinafter set 
forth for the purpose of carrying on said business, and of 
holding all property which may come Into their handa as 
Truatees as aforesaid; and 

WHEREAS, the said perSODa berein aamed aa Trustee. 
are wllUng to accept the said Truste as hereinafter set forth 
and upon the following terms and conditions. 

NOW THEREFORE, the Trustees hereby declare that they 
Will hold said property 80 as to be transferred to them, 
DB well as all other property which they may acquire DB such 
Trustees, together with the proceeds thereof, In trust, to 
manage and dispose of the same for the benefit of the 
holders from time to time of the certillcates of shares Iss".,d 
hereunder, In the manaer and subject to the stipulation. 
hereinafter contained, to wlt:-



J98 AMERICAN FINANCIAL METHODS 

NAMJll OF ASSOCIATION. 

FIRST. The Trustees In th.1r coll.ctlv. c .. paclty .hall 
be d •• lgnated as THE NORD REALTY TRUST and under 
th .. t name .haIl, ... far as pracUcab1e, conduct all busln •• s 
and ex.cute all Instrum.nts In wriUng I.R the performance 
of their trust. 

TRUSTEES-ELECTION. 

SECOND. Th. Truste.. .haIl be thr.e In numb.r or 
more and .hall b •• hareholders hereunder; and .ald Tru .. 
t •• s .hall hold omce for the term of oae year or unUI such 
furth.r time as their succe.sors have heen duly elected 
and lluall1led and have acc.pted this Trust. 

In c .... of the d ... th, r •• lgn .. Uon or inability to act of any 
of the said Trusteea, the remaining Trustees mar accept 
any realgnaUon and fill any VacaDcr for the un-explred term. 

Upon a vacancr In the number of Tru.teee for any cause 
the power orlgtnally given to all of the Trustee. hereunder 
shall veat In the remaining Trustee, or Trusteea pending 
the due appointment of a Tru.tee or Trusteee to fill soch 
vacancy or vacancies. 

In the event of a vac&ncr OCCurring In the Board of 
Trustees, the .ald vacaacy .haIl not be filled except In the 
manner pre.crlbed by the term of thI. agreement and 
dec1araUon of trust so long .... any Trustee remain he ... 
under; and It shall he In the dI.creUon of the maJority of 
the appolnUng body whether they shall at any, parUcular 
time fill such vac&ncr, and their judgment shall he IbIaI In 
the matter. 

The fact that a person who Is a shareholder hereund.r 
has been elected or appointed a Trustee hereund.r, ahall 
he fIna1 &8 to all other parUes hereto &8 to the fltn .. s and 
capacity of such p.rson to act &8 Trustee, and to capacity 
of such peraon shall be reviewable only by the body appoint.
Ing or elecUng him. 

Th. removal of a Tru.tee Is soleI,. a lluesUoa for the bodl 
appolnUng nch Tru.tee, and any removal mu.t he for cause 
shown by a vote of two-thlrde majorlt,. of the appointing 
body; auch vote shall not be reviewable In .. court of law 
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or equil;r, and apon 81ICh a _ being taken. the pow ... or 
Trustee sbaJl thereby fOrthwith cease and he sbaJl Ipso flIcto 
eeaee to be "rru..-. 

.AD resigDatloua of Trustee sbaJl be IB writing, delivered 
to the ~ of the _ or Trustees or b1a _t
either IB hand ... deposited IB the U. S. Jl[aD. SUch reaIgDa
tIoD need DOt be expected to be elfected, as the same sbaJl 
take elfeet at 0IIC8 as of the _ or b1a letter or resigDatIo ... 

and he c&Il be held thereafter 0Dly to acccnmt 1ID.der the 
terms hereof for b1a plior dmnga with and COIlC8l1llJlg the 
proP8I"tT of tb1a trust. HAl BhaIJ, apon demand or the _ 
or Tr1IBteM, gIye a quitclaim rel_ or aD b1a IBtereat .. 
Trustee IB the prope~ or tb1a trust. 

As IOOIl as """ TrUsteee have accepted tb1a traat, the trust 
estate sbaJl yeat IB the D.8W Trustee or Tr1IBteM, together 
with the contIIlaIBg Tr1IBteM, without IID7 torther act or eon
"'7BDC&. 

POWERS OJ' TRUSTEES. 

THIRD. The Trustees sbaJl hold legallJ' the title to aD 
propert;r at IID7 time beIoagIag to tb1a traat, and sbaJl haYe 
and exercIee the exclusI .. e III8IUIg8IIl8D.t ad eontrol or the 
IllUDe without ad"ffoe or dINctIon from or being 8IIjoIBed 
by action of the shareholders h8l"81lllder, or their aaaigII8; 
they sbaJl usume, bIlt not _D8Ily, aD COIltracts for and 
obllgatloDS aad 1labD1t1ee IB eo_on with or growIBg out 
or the Parcb.aae of the propert;r or contracts acquired here
_81' and hereafter; and the shareholders h_der sbaJl 
haTe DO rights "_81' agaInat ncb or IUI7 at:raDgeno to 
tb1a trust; and to the extent and value or aald eontracts and 
propert;r, bIlt not _D8Ily, the wd Trustees sbaJl _ 
to hold IUI7 and all __ ted or acting with them 

harmI_ and lndemnl1lecl from and agaInat IUI7 10811, coet 
or IIabD1I;r upon, by ........ n of or lB· connection with IUI7 
ncb propert;r or contracts; they _ adopt and use a com· 
mon Mal; they _ B1I8 for, reeeI .. e and reeelpt for all euma 
or _ at any ~ coming due to tb1a Trust; they mal' 
employ COUD88l; they _ begIn, proeecute, defend and aettle 
B11Ita at law, IB 811.u11;r or otherwlae, and mmproml8e or 
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refer to arbitration any claim tn favor of or agatnst this 
Trust, In such manner and upon such terms as they may 
deem wise. 

POWERS TO TRANSACT BUSINESS. 

They are hereby empowered to purchase, sell, mortgage 
and deal in real estate and mailltaln buUdlngs therein. 

Tbe aald Trustees may do any, all and each at the acta 
and tblngs aforesaid as principal purposes, and also as 
incidental to anyone or more at the purposes aforesaid In 
wblch, for the time being, principal operations are being 
coaducted, and further and as incidents! to any, each and 
all of the aforesaid purposes, and In the same manner they 
may borrow or raise money; they may Issue motos, bonds 
or other obligations for money 80 borrowed or In payment 
thereot, or in exchange for any real property, r1ghts or 
franchises acquired or other value received; and they may 
secure such obligations by pledge, mortgage, deed of trust 
or otherwise upon the whole, or any part of the property 
for the time being held by this trust, and thereafter to be 
acquired; and they may pledge or sell such bonds or dl. 
count such Dotes or other obUgatfons tor sucb price and In 
such manner 8S they may deem fit; and tn general they may 
do any and all things else now or hereafter which may be 
lawful 

LIABILITY OF TRUSTEES. 

In dealing with the property of tbls trust &ad In the 
management of the buslne.. hereunder, the Trustees shall 
not be held to the ueUal standard of care for Trustees, but 
only to the standard at care of an ordinary individual (as 
It the said Trustees were the absolute owners of the prop. 
erty hereunder) dealing with his own property and havlag 
due regard to reasonable buslneal and specniative chanceo, 
with tbe nltlmate view of a general Incr_ by means of 
frequent or otherwise turnings or COD versions or employ
ments. 

The' Trustees need not keep aU at the funds and prop. 
erty of thl. association fnll:!' and productively tn .... tAOd; 
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tIIey are authorized to aDd IDlQ' set apart such property or 
1mDeJ' or both B8 they may deem neceB8IIl"J' from Ume to 
tll!J.e tor a B1U'lIlus account, aInkIDg fund acoount, workiDg 
ca.ltal or othenrIse. 

ASSIGNMENT TO CREDITORS. 

The Trusteea may make a general assignment ot the 
aaseta of thIe trust tor the benellt of. the credlwre of thIe 
truet, when D. the opinion of the ~ occasion IDlQ' 

d_, and such assIgmnentB ehaIl he blndiDg "- the 
BharehoIdere hereunder. So far B8 etrangere to thIe traat 
are eoneerned. a reeolution of the Trusteea anthorlmlg a 
particular act to he done ehaIl he concIwdve evidence tu 
favor of such otraBgere that such act Is wlthtu the power 
of the Trustees, aDd Is a lawful act of the Board. 

TRUSTEES POWER TO ACT. 

iD all mattere pertalDIDg to thIe trust and iD their exer
cise of Ita powers, the Trustees shall have ab80lute dis
cetion In the matter of whether or not to act; they ehaIl he 
the 60le judge of the adequacy of cowdderation; their 
Judgment .haIl not he onbject to review except when dis
honeoUy formed. 

Any Trustee hereunder shall he deemed to he act:lD& D. 
good faith wben be actB open hefore all other Trusteeo 
and makes a dtacloonre of all material facta ImDlFJl to him· 
&elf. The wbole Boord of Trustees shall he deemed to be 
act:lD& tu good faith when they act honesUy according to 
their judgment without regard to the relationo of any one 
of the TrnBteea with the 8ubject matter under colUllderatioD. 

MEETINGS OF TRUSTEES. 

FOURTH. Stated meetiogs of the Trusteea ;mall he held 
at the olilce of the Trwiteea on the first )(oncI.a:r of each 
month; aDd other meetiogs may he held from Ume to Ume 
upon the call of the President or any two of the Trueteeo. 
Notice of other than regelar meetiogs ehaIl he ginn by the 
8ecret&r7 when requested by the President or any two or 
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the Trustees. No notice shall be required for the regular 
monthly meetlag. At any other time, If all of the Trustee. 
are present and sign a waiver ot notice of the meeting, a 
meeting may be 'held and business transacted as If due 
notice of said meeting had been given. 

A majority of the Trustees shall constitute a quorum, and 
the concurrence of all of the Trustees prese .. t sball not be 
necessary to the valldlty of any action ta.ken or done by 
them, but the wish of the maJority of the Trustees, being 
present and voting at any meeting, shall be conclusive. The 
Trustees may hold their meetings at any place they may 
deem fit. 

BY·LAWS. 

Tbe Trustees may make, adopt, amend, or repeal auch 
By-laws, rules and regu!atlo.s not Inconsistent with the 
terms of this Instrument as they may deem necesaary and 
advisable for the conduct of their business and the gov. 
ernment of themselves, their servants, agents and repre
sentatives. 

ELECTION OF OFFICERS AND AGENTS. 

FIFTH. The Trustees shall elect annually from among 
their number a President of the Board, a Secretary and a 
Treasurer, the Secretary and Treasurer may be the same 
person; and they shall have authority to appoint auch other 
omcers, servants or agents 88 they may from time to time 
deem necessary or expedient tor the couduct of their busl· 
ness, and they may grant and delegate nato them and nnto 
all or any of their oftlcers such duties, discretionary or min· 
Isterial or both, as they may deem fit. They sball bave 
anthority to accept resignations and 1111 any vacancy In oftlce 
of President, Treasurer and Secretary and other oftIceB and 
agents for tbe naexplrecl term. and .hall likewise have 
authority to elect temporary oftlcere to serve during the 
absence or disability of any of the oftloers. 
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DUTIES OF OFFICERS-SALARlES. 

The Preeldent, Treasurer and Seereta:ry shall bave the 
authority and perform the duties 11BU8ll7 incident to these 
olllcers In the C&B8 of corporatlo.... so far as appUcable 
bereto, and sball bave such other authority and perform 
such other duties as may from time to time be determined 
by the Trasteea. 

The Trustees are authorised to take re&BOJI&ble salaries 
for thelr time devoted to the buslneBS of this trust. 

SHARES. 

SIXTH. The Sb&reB bereln shall be of the par value of 
'5.00 _ and they shall be 6,000 Ia Ilumber. As evidence 
of the OWIlersblp of said shares, the Truetee shall cause to 
be Issued to __ older a Ilegotlable (except as be .... 
Inafter set rorth) certIlIcate or certIlIcates, wblch certlllcate 
&ball be In aubetance In the following form, to wit: 

FORM OF CERTIFICATE OF SHARES 

THE NORD REALTY TRUST 

Not Subject to Assessmellt. 
NO. Shares. 

This certilles that Is the bolder 
0----.I1areB In THE NORD REALTY TRUST 
wb1ch be bolds subject to an agreement and a 4_011 of 
trust 4&ted the A. D., 1911, an4 
011 lIle with the Truatees at their olllce in Boston. CoUllty 
or Suffolk and Stete of lIIaeaacbusetta, wblch agreement \s 
hereby referred to and made a part of this certillcate. 

No traD&fer of this certlllcete shall be of any etreet as 
re_ds the NORD REALTY TRUST UIltll this certillcate 
haa been surrendered and the traIlefer recorded 'on the 
books of the Trustees. 

IN WITNESS WHEREOF, the Trustees Ullde. the said 
agreement and 4eclarstiOll of trust, bereln 4eaignated &8 
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the NORD REALTY TRUST, have caused their common 
seal to be hereto a1IIxed &lid this certl1lcate to be executed 
In their common name and behaJt of their President and 
attested by their Secretar;y. 

THE NORD REALTY TRUST, 
Trustees. 

By--------------
President. 

Attest: By --------
SecretarY. 

FORM OF TRANSFER. 
For value received, I hereby sell, assign, transfer and 

deliver to shares 
of the within named shares of the NORD REALTY TRUST 
and hereby request that said transfer be recorded on the 
books of the NORD REALTY TRUST, Trustees. 

Witness my hand and 8eal this day ot 
A. D., 1910. 

Witness: 

SEVENTH. The Trustees may sell and Issue at public 
or private sale, and upon such terms Bnd conditions and 
tor such prices BS they may deem expedient, the shares 
hereunder. 

LOSS OF CERTIFICATE. 
In case of the loss or destruction of any certl1lcate or 

certl1lcates Issued hereunder by the Trustee.. the Trustees 
may, upon such terms Bnd condltiOBS as they may deem 
expedient, Issue B new certl1lcate or certl1lcates In place 
of the one loat or destroyed. 

DIVIDENDS. 
EIGHTH. The Trustees may from time to time declare 

and pay dividends out of the capital. or principal 01 thlJl 
trust or the net earnlngB from Ume to time received by them, 
but the amount of BUch dividends and the pByment of u..m 
ahall be wholly In the dlacretloa of the Trustees. 
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ANNUAL MEETINGS-NOTICES. 

NINTH. The ftscal year of the Trustees abaII end on 
Ibe _ Monday of -of _ year. beginning 

with the year 19IL 
Annual meetlDga of the shareholders for the electioo of 

Trosteee. the hearing of reports. and the transaction of 
other husiness which may properly come before the meet
ing will be beld on the third MOBda;y of of 
_ year begiDDiDg with tI;1e year 19lL The annual _. 

ing of the shareholders abaII be held in aa1d at 
the oftIce of the Trustees; and notice of these meetlDga 
shsU be given by tlie Secretary to each aharebolder by 
malliDg the same to bls ""glstered address at least ten 
days before ssid meeting. The notice ehall contain a list 
of proposed buslneas. 

At least onee each year. at the annual meeting of the 
shaMhoid....... and 80 mueb oftener and at sueb times as 
the Trustees may deem exPe.nent. the Trustees shall mate 
a statement of the aIfaIrs of the trnst. whieb atatement 
abaII be in the following form. to wit: 
~ LmbllitiM 
CurMnt Espenaea 
CurreBt Income 
Losses 
Improvements 
GaiDa 

SPECIAL MEETINGS. 

Special meetings of the ehareholders may be called at 
any time upon seven daya' notice as before atated. when 
ordered by the PresIdent or Trustees. 

VOTING POWER.. 

At all _tings of the ehareholden, each bolder of eharee 
shsU be entiUed to one vote tor each ehare held by him. 
and any shareholder may vote by proxy. 

No busiDeae sball be transacted at any meetings of the 
sbareholders unlesa notice of neb business has been c1ven 
in the call for sueh meetine-
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No business shall be transacted at any meetings of the 
shareholders unless notice of such business has beea given 
In the call for such meeting. 

No business. except to ad.fourn. shall be transactsd at any 
meeting of the shareholders. until a majority of the .hares 
outstanding are present In person or proxy. 

DEATH OF SHAREHOLDER OR TRUSTEE. 

TENTH. The death of a sbareholder or Trustse during 
the continuance of this trust shall not operate to detsrmlne 
the trust, nor shaIl It eBtitle the legal representative of the 
deceased shareholders to an accounting. or to take any action 
in the courts or elsewhere against the Trustees; but the 
executors, admln1stratora or assigns of any deceased share
holder shall succeed to the rights of such decedent under this 
trust upon surrender of the certilicats. of share. owned by 
hlm. 

The ownership of shares hereunder shaIl Bot entitle the 
shareholders to the right to call for a partition or division 
of the property at any time nor for an accounting; nor advise 
or direct the Trustees. nor take action to enjoin the Trustees 
from acting excepting as hereinbefore stated. 

PERSONAL LIABILITY OF SHAREHOLDERS AND 
TRUSTEES. 

ELEVENTH. The Trustees sball bave no power to blad 
the shareholders personally. and all persons. assoclstlons 
or corporations extsnding to. contracting with. or bavlng 
any c\a.lm against the Trustees, sball look only to the funds 
or property of the Trust for payment of any debt, damage. 
judgment or decree. or &IIy money that may otherwise 
become due or payable to them from the Trustees. 80 that 
neither the Trustees nor the shareholders present or future 
shall be personaI\y Hable under or by reason of sucb order. 
,-",,,tract or obHgation. 

In the event of liability being c\a.lmed against the Trusts .. 
Cr shareholders or any of them as individuals. It sball be the 
duty of the Trustees hereunder to defend against, any sucb 
claim of liability at the expense of the property of tbIs 
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trust, and to settle forthwith any final decree or judgment 
or execution based on such a claim out of the property and 
a&&ets of this trust. 

RATIFICATION OF CONTRACTS. , 
The Board of Trustees, In Its discretion, may submit any 

act or contract for approval or ratification at any anauai 
meeting of tbe shareholders or any meeting of tbe share
bolders _d for tbe purpose 'of collllidering any such act 
or contract, and any act or contract of any description which 
aball be ratllled or approved by a vote of tbe holder. of tbe 
majority of tbe capital stock of tbts aaaoctstlon, which Is 
represented at such meeting In person or by proxy (provided 
that a lawtul quorum of shareholders Ihall be tbere repre
sented In perlon or by proxy) shall be as valld and binding 
upon tbts aaaoelatlon and upon all of tbe shareholders as 
tbough It had been ratllled and approved by every share
holder of tbIa aaaocatlon. 

TERMINATION OF TRUST. 

TWELFTH. ThIa trust shall continue for tbe period of 
twenty-one 7<I8J'8 after tbe deatb of tbe last survivor of 
tbe said Trultees lIl8Med herein and such other persona now 
living as aball hereafter become Trnatees of tbase presente 
before any person or persona not now Uving shall have 
become tbe only Trustee or Trustees bereunder; and, If tbe 
rules of law so permit, It shall further continue until tbe 
expiration of the terms of any contracts or 1881.... which 
may be tbm Bl<IstIBg In relation to tbIa trnst or tbe trnst 
property at tbe expiration of tbe time so limited; at which 
time the tbm Board of Trustees aball proceed to wind up Its 
aIraIrs, Uqu1date Its assets, and distribute tbe same among 
tbe holders of tbe shares hereof, provided however, that If, 
prior to tbe expiration of the said period tbe holders of 
f011l'1iftba ('-6) of the shares tben outstanding shall at any 
meeting ealled for the purpose vote to terminate or con· 
tlnue tbe trust, and such vote ts accompanied by the written 
COll8Ollt of tbe then permanent Trustees hereunder, then tbe 
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said trust shal either be terminated or continue In existence 
for such further period as may be determined. 

For the purpose of winding up their a!falr. and liquidat
Ing the aseets of this trust, the then Board of Trustsee shall 
continue In olHce until said duties have been fuUy performed. 

AMENDMENTS. 

This agreement and declaratloll of trust may be amended 
or altered at any annual or special meeting of the share
holders with the consent of the holders of at least four· 
IIfths (4-5) of the shares then outstanding. provided notice 
of the proposed alteration or amendment sball have been 
given In the call for the meetlag, and provided the asset 
of all of the trustees hereto 10 obtained In writing; and In 
case of such amendment or alteration the same shall be 
attached to and made part of this agreement, and a copy 
thereof shall be filed with the Trustees as aforesaid. 

Wherever the Trustees hereunder may be engaged in buai· 
Dess and wherever aa attempt fs made in any manner to com
pel the Trustees hereunder to do any act or otherwtle. or 
wherever any claim Is made lnvolving the proper construc
tion of the terms of this Instrument and the respective rights 
and duties of the parUel hereunder, this declaration and 
agreement of trust shall be construed aod governed according 
to the laws of the 

IN WITNESS WHEREOF the partlee hereto have her ... 
unto set their hands and seals and acknowledged these 
trusts, and the Trustees by their signatures here do hereby 
accept theee trusts. 

(Signature of Trustees.) 
There personally appeared the above named 

known to me, and acknowledged the foregoing Instrument 
10 be their free act aod deed. before me, thIa 
day of A. D., 191L 

(Seal) 

No1ar7 PubliC. 
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We, the undersigned, the cestui que trust, holding the 
number or shares set OPP<IBlte our names hereunder I'8IIpec> 
Uvely; hereby approve the fo~ing Declaration and ~ 
ment of Trust, and agree, each with the others and with the 
Trustees, for valuable consideration received by each from 
each respectively, the receipt whereof Is hereby acknowl· 
edged. for ourselves, our beirs. legal representatives and 
assigns, to be bouIld by the asld truste and agree that It con
tains all the truste and the only trust upon which the prop
erty therein mentioned Is heleL 

IN TESTIMONY WHEREOF we hereunto set our hands 
as aforeoald on the day and date above written. 

------------.,'-----------" --
------------" ---
-------------" ---
-------------" ---

----,--.,--



CEAPTEIl VITI. 

STOCK EXCHANGES. 
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HISTORY AND METHOD OF BUSINESS. 

A STOCK EXCHANGE is an institution where 
sales and purchases may be made of securities 
of corporations and muriicipalities, and, in some 

cases, of certificates representing commodities of trade, 
such as silver bullion, petroleum, etc. In their origin, 
stock exchanges appear to have been free to the use of 
anyone who wished to buy or sell, and it was prob
ably wi~h this function in view that some of the older 
exchanges, notably the Paris Bourse, were located in 
buildings erected at the public expense. It was quickly 
discovered, however, that in order to enforce bargains, 
some formal organization was necessary. Membership 
in Stock Exchanges, therefore, came to be limited on the 
general basis used by clubs and other associati"ns. As 
the profits of the use of the exchange became large, 
possession of membership became a valuable privilege. 

As far back as 1493 there were daily gatherings of 
traders who took their places in a public square of 

\Amsterdam. They traded among themselves and for 
clients. This open air exchange continued for ninety
nine years. In 1592 the Dutch monarch regulated these 
meetings by law and sixteen years later the members of 
these gatherings built an exchange in the modem sense 
of the term. Business in bonds and shares formed the 
regular occupation of about 100 men and it is recorded 
that whoever required considerable sums for enterprise 
of any sort would apply to these men. 

Here also, speculation or trading on margin originated, 
the first big deal being in the stocks of the Indian 
companies which were the first share organizations in 
modem Europe. One might dwell at length upon the 
influence which the Amsterdam stock exchange exercised 
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on international politics toward the close of the seven
teenth century and especially during Holland's ferocious 
war with France. 

Frequently the price obtainable at Amsterdam for the 
various Dutch government debt certificates and their 
negotiability determined the nature of the alliances which 
Holland was able to conclude in consideration of 
subsidies, which, through the exhaustion of its hitherto 
abundant resources, it was compelled to satisfy in bonds. 

There has been some rather notable diversity in the 
business of the New York Stock Exchange and other 
American exchanges. For example, the Philadelphia 
Stock Exchange has long .been noted as the market for 
various street railway securities. This was because 
Philadelphia capitalists had interested themselves particu
larly in that form of investment. For similar reason, 
the Boston Stock Exchange, though not an organization 
which commanded the resources and capital of New Yor~ 
monopolized for many years and largely controls now, 
the trading in shares of copper mining companies. 

Stock Exchanges in Continental Europe have in general 
devoted themselves to transportation enterprises of their 
own countries, to their own Government securities and 
to securities of other European governments which came 
to those markets to raise capital. More recently the 
Stock Exchanges of Paris, Berlin and Vienna have 
followed London's example in taking up on a large scale 
shares of incorporated industrial enterprises. These 
have been extensively exploited in this fonn. Stock 
Exchanges as an institution had origin at the time of 
the creation of public debts on the modem plan, at the 
close of the seventeenth century. The incorporation of 
the East India Company in London further developed 
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the possibilities of the raising of public capital for 
corporate uses through the medium of stock exchange 
trading. 

In 1720 the enonnous public speculation in the shares 
of the South Sea Company in London and of the 
Mississippi Company in Paris, brought stock exchange 
trading to a height never before conceived of. No city 
at that time, however, possessed a stock exchange in the 
sense now attached to the tenn. In London, transactions 
in stocks were conducted through stock brokers, whose 
headquarters were at Jonathan's and Garraway's Coffee 
Houses in Change Alley. There does not appear to have 
been any fonnal organization among these brokers. 

The London Stock Exchange building was not erected 
until lSoI; the Paris Boutse not until 1826. The New 
York Stock Exchange, even after it had become a fonnal 
organization, conducted its business in hired rooms until 
December, 1865, when the building was erected on Broad 
and Wall Streets, which has been replaced by the new 
structure on the same site, dedicated in April, 1903. 

The history of stock exchanges is very largely a mirror 
of the financial history of the community in which they 
are sitnated. The New York Stock Exchange rose to 
a position of real prominence only after the Civil War. 
Even at that time the fact that it did not deal in gold 
as a commodity threw a great part of the community's 
highly speculative business over to the Gold Exchange, 
which was fonned for the purpose exclusively. The 
dramatic incident of this period was the gold panic on 
Black Friday in Septembel-, 186g, when a combination 
of several unscrupulous speculators, among them James 
Fisk, Jr., and Jay Gould, attempted to corner and put 
to extravagant figures the gold supply of the market. 
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Operations on the stock exchange proper at that time 
were largely made up of the personal struggles of rival 
capitalists, notably in connection with the Erie and New 
York Central Railroads. 

The completion of the Pacific Railway (1869) 
caused extensive speculation in the shares of the two 
trans-continental railways, and as capital increased 
and the railway mileage of the country extended, the 
transactions of the Exchange became more of a 
national rather than provincial character. 

The New York Stock Exchange devoted itself dur
ing most of its history almost exclusively to securities 
of railway enterprises, even the dealing in U. S. Gov
ernment bonds and in other American public secur
ities being chiefly conducte4, outside the exchange. 
In recent years, however, along with the development 
of the London movement of industrial incorporation, 
the New York Stock Exchange has largely been util
ized for the exploiting of shares of American com
panies of this nature. This mO\·ement which flagged 
during the hard times of the early nineties was re
vived in enormous volume during the great "boom'· 
in trade which followed 1897. In the course of this 
time listing of industrial securities on the N ew York 
Exchange attracted an immense business to that 
branch of its activities. The New Yorlel Stock Ex
change has never dealt to any extent in foreign 
securities, thereby reflecting the general tendency of 
American investors. 

METHODS OF BUSINESS. 

Stock Exchanges, as at present oonstituted, are 
limited in membership and governed by strict rules 
which cover both methods of business, rates of com-
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mission to be charged, and conduct on the floor. The 
rules governing methods of business in New York 
prescribe a minimum commission of one-eighth of one 
per cent., on the face value of securities purchased for 
outside customers, one thirty-second of one per cent. 
for purchases made on account of' fellow members, 
and one-fiftieth of one per cent., for purchase made on 
the order of another member on the floor. 

In New York the Stock Exchange member may 
both transact business on the floor of the Stock Ex
change and solicit business from outside customers. 
In London these functions are divided between the 
functionaries known as "jobber" and "broker" which 
correspond to the divisions in other English profes
sions; as for example, the barrister and solocitor at 
law. Members of the London Stock Exchange are 
forbidden to advertise; New York Stock Exchange 
houses advertise freely. Agents de change in Paris 
are forbidden to solicit outside business. 

Acceptance of a bid or offer of stock makes the 
transaction official on a Stock Exchange and holds 
each participant to the fulfilment of his bargain. 
Stocks thus sold must be delivered to the buyer by. 
2.15 P. M. of the ensuing day. The New York Stock 
Exchange practices daily settlement of such accounts. 
In London settlements are made fortnightly, 'the bar
gain being carried for the account, that is to say, on 
credit, during the intervening period. 

No security can be dealt in on the stock exchauge 
which has not been formally listed by the commitlee. 
In New York, a statement of the company's condi
tion, with a balance sheet, is required before listing; 
also proof that proper facilities for transfer and reg
istry of shares have been provided, and with bonds 
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that the mortgage has been properly drawn and re
corded. Corporations unwilling to make public state
ments, have, however been allowed since 1885 to 
obtain a place in what is called the "unlisted depart
ment." Since stocks in this department enjoy all the 
facilities of "listed stocks," the discrimination has 
been' entirely futile. 
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REQUIREMENTS FOR LISTING STOCKS AND 
BONDS ON THE NEW YORK STOCK 

EXCHANGE 
, 

The requirements for the listing of securities on 
the New York Stock Exchange a.re as follows:. All 
applications to list securities must be addressed to the 
Committee, and should be filed with the Secretary of 
the Exchange on or before the Wednesday prior to 
their consideration. 

REQUIREMENTS FROM APPLICANTS. 

In all cases of application for an original listing of 
either stocks or bonds of railroad companies, it is re
quired that there shall be filed a statement of the loca
tion and description of the property, and when pos
sible also a map thereof. Said statements should give 
title of the company, when the corporation was organ
ized and by what authority, route of road, miles of 
road completed and in operation, contemplated exten
sions, equipment, liabilities and assets, earnings, 
amount and description of mortgage lien or other in
debtedness; also a statement of and liability for any 
leases, guarantees, rentals or car trusts, and terms of 
payment thereof; also the number of shares of capital 
stock authorized, the par value thereof, a list of 
officers and directors, the office of the company, trans
fer office and registrar, together with names of trans
fer officer and registrar. If it is a reorganization of 
another company, the particulars should be stated. 
Seven copies of this statement in type, or typewrit
ten, signed by an officer of the company, should be 
furnished to the committee, together with a. like num~ 
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ber of copies of trust deeds, mortgages or other 
agreements pertaining to the application. 

Applications to place bonds on the list (seven cop
ies required) must give a description of the bonds, viz. 
The amount of authorized issue, names of trustees, 
date of issue and maturity, the par value of each kind 
of bond issued, series of numbers, rate of interest, 
when and where payable, whether the bonds are sub
ject to earlier redemption by sinking fund or other
wise, whether bonds are issued in coupon or reg
istered form, and whether they are transferable into 
other forms, and name of transfer agent and place of 
transfer, if said bonds have privilege of registration. 
The application should also state disposition of pro
ceeds of the issue, and must be accompanied by a bal
ance sheet and a statement of income account of a 
recent dat~. Seven copies of the mortgage, one being 
certified by the trustee to be a true and correct copy, 
together with evidence that it has been duly and prop
erly recorded as a lien upon the property, and similar 
copies of other corporate documents must also be fur
nished. Bonds upon complete mileage only will be 
issued. 

When application is made to place the securities 
of any railroad corporation upon the list, the appli
cant must present a certificate from a duly qualified 
civil engineer stating the actual physical condition 
of the property as of a recent date. 

When application is made to list securities of a 
corporation which has been insolvent or has been 
reorganized, the exchange will require a full and 
complete financial statement of said corporation or of 
its predecessor, for a period covering at least one 
year prior to reorganization-i. e., a detailed state-
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ment of earnings and receipts from every source, a 
detailed account of all expenditures, and the amount 
of all outstanding indebtedness of every nature in 
detail, and a balance sheet of the books of the reor
ganized company; also the amount and description 
of the various securities issued by such reorganized 
corporation, and the purposes and terms, in detail, 
under wbich they are to be or have been issued. If 
the property has been sold under foreclosure copies 
of the order of court confirming such sale, with a con
cise history of the proceedings, must be furnished, to
gether with certificate from counsel that the proceed
ings have been in conformity with all legal require
ments and that the title to the property is now fully 
vested in the new corporation and is free from all 
liens and incumbrances, except as distinctly specified. 

Wben bonds are issued which by their terms are 
intended to replace one or more authorized prior 
issues, the Exchange will require evidence of the sat
isfaction of such prior liens, or a cancellation or cre
mation certificate of the bonds retired, as a condition 
precedent to listing. 

Application for listing additional amounts of secur
ities of railroad companies, already represented, upon 
the Exchange, should state the amount and character 
of the additional issue, the authority therefor and the 
application of the proceeds; if for the acquisition of 
new property, the application should describe said 
property. 

In every case of listing bonds, the Committee must 
be furnished with a certificate from the County Qerk 
of each county in which the mortgaged property is lo
cated, that such mortgage has been recorded in each of 
such counties. Should the laws of the state in which 
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the property is located not require a record to be made 
in the several counties, a certificate of the Secretary of 
said state of the proper record of the same, or a copy 
of the mortgage with such certificate of record endorsed 
thereon, and certified by the trustee to be a true copy, 
will be required. 

Original applications to list any securities of industrial 
or manufacturing companies must be accompanied by a 
copy of charter or act of incorporation, by-laws of the 
company, opinion of cpunsel that the securities have been 
legally issued, statem~nt whether this is an original or
ganization or a consolidation of several previously ex
isting firms or corporations. If a consolidation, statement 
of financial and physical condition of constituent com
panies must be furnished; a full description of the pro
perty, real, personal and leased; nature and character of 
product, and general statement of the business proposed 
to be transacted; opinion of counsel that real estate 
owned is free and clear, except as to stated liens; report 
of responsible expert accountants, showing results of 
business each year for the period of at least two con
secutive years if possible, and a balance sheet showing 
assets and liabilities of recent date; statement of special 
rights and privileges of directors, as conferred by charter 
or by-laws, and agreement that the company will not 
dispose of its stated interest in the constitUent companies 
except on direct authorization of stockholders, and that 
it will publish at least once each year a properly de. 
tailed statement of its income and expenditures for such 
preceding period; and also a balance sheet, giving a de
tailed and accurate statement of the condition of the 
company at the close of its last fiscal year or of recent 
date. 
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Applications to list securities of all other companies 
must be accompanied with like information, as to pro
perty, financial condition and results of business, as in
dicated above. 

Every application for listing securities must be ac
companied by a check for the amount of $50 for each 
$1,000,000 or portion thereof, of the par value of each 
class of security presented for listing. Said checks 
should be drawn to the order of the "Treasurer of the 
New York Stock Exchange," and will immediately be
come the property of the Exchange. 

TRUSTEES OF MORTGAGES. 

The Committee recommends that a trust company or 
other corporation should be appointed trustee' of each 
mortgage or trust deed. When a state law requires the· 
appointment of a local individual trustee, then a trust 
company or other corporation should be appointed as 
co-trustee. 

The Committee will not approve of an officer of an 
applicant corporation as a trustee of securities issued 
by it, nor will it regard such officer as counsel in regard 
to any legal question affecting the corporation. 

In all places where two or three liens have been placed 
upon the same real property of a corporation seeking the 
listing of its securities upon the Exchange, each lien 
must be represented by a trustee or trustees entirely 
separate and distinct from those to whom any other 
liens upon the same property, either in part or entirely, 
have been entrusted. . 

The trustee must present to the Committee a certifi
cate acknowledging the acceptance of the trust and giv
ing the numbers and amounts of bonds executed in 
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accordance with the tenns of the motgage; in case the 
trust deeds shall require the deposit of collateral as 
security for the mortgage, the trustee shall certify to the 
deposit of such collateral, specifying it in detail. In 
the matter of additional issues of bonds, the trustee 
must certify that such increase has been made in con
formity with the tenns of the trust deed, and that the 
lien of the mortgage has been duly recorded against any 
new property acquired, or that the required additional 
collateral has been duly deposited. 

It is requested that a trustee shall furnish opinion of 
counsel approximately in the following form: 

"We have examined the mortgage, dated,.-----
made by the Company to the-e ----
Trust Company of as trustee, to secure 
an issue of bonds of said company to an 
amount not to exceed $--. We are of opinion that 
the actions of the directors and stockholders in respect 
to this mortgage were in conformity with the laws of the 
State of , and are in accordance with the 
laws of all states in which property so mortgaged is 
situated, and that the mortgage and bonds therein 
referred to are in all respects valid and binding obli
gations of said company." 

ENGRAVED CERTIFICATES REQUIRED. 
The face of every bond, coupon or certificate of stock 

must be printed from steel plates, which have been en
graved in the best manner, and which have such vari
eties of work as will afford the greatest security 
against counterfeiting. 

For each docwnent or instrument there must be at 
least two steel plates, viz., A Face Plate containing the 
vignettes and lettering of the descriptive M promi.s9ory 
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portion of the document, which should be printed in 
black, or black miked with a color; also a Tint Plate from 
which should be made a printing in an anti-photographic 
color SO arranged as to underlie important portions of 
the face printing. 

These two printings must be so made upon the paper 
that the combined effect of the whole photographed 
would he a confused mass of lines and forms, and so 
give as effectuaJ security as possible against counter
feiting by scientific or other processes. The imprint of 
each denomination of bonds must be of such distinctive 
appearance and color as to make them readily distinguish
able from other denominations and issues. It is re
quired that for each class of stock issued there shan be a 
distinctly engraved plate of one hundred shares, with 
said denomination engraved thereon in words and figures; 
and for certificates issued for smaller amounts than one 
hundred shares there shan be similar plates, distinctive 
in design and color, for each issue, and there shall be 
engraved thereon some device whereby the exact de
nomination of the certificate may he distinctly designated; 
and they shaII also have conspicuously engraved thereon 
the words "Certificate for less than One Hundred 
Shares." 

It is required that a sample of each issue of stocks or 
bonds sought to be listed shaII be referred to the Com
mittee for acceptance as to form, character and work
manship prior to application for their listing. No form 
of stock certificate or bond wiII be accepted unless it 
has been carefully engraved by some bank-note engrav
ing company, whose work the committee on stock listing 
has heen authorized by the Governing Committee to 
accept for admission to the Jist. 



226 AMERICAN FINANCIAL METHODS 

REGISTRATION. 

The Constitution of the Exchange provides that all 
active stocks must be registered at some institution satis
factory to the Committee; each application must be ac
companied by a letter from the registrar stating the 
amount of .stock registered at the time of application. 

The Exchange requires that a trust company, or other 
agency, shall not at one and the same time act as regis
trar and transfer agent of a corporation. The duties of 
such offices should be performed by different companies 
or agencies. 

In any case of increase of capital stock, except for 
convertible bonds already listed, at least thirty days' 
notice of such intended increase must be given in writing 
to the Stock Exchange, and application must be maile 
through the Committee on Stock Listing to the Govern
ing Committee to have such new stock admitted to tha 
list; the registrar will not be authorized to register any 
new stock until notified by this Committee that such 
stock has been duly listed. . 

All signatures upon securities must be written. 
Stamped signatures upon securities will not be accepted 
by the Committee. 

CERTIFICATES OF STOCK. 

The power of attorney endorsed upon a certificate of 
stock must contain a full bill of sale, must be irrevocable 
and must contain a power of substitution. 

After a stock has been placed upon the list, any change 
in the form of certificates or place of registry or transfer 
must receive the approval of the Committee on Stock 
List. 
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All alterations or amendments proposed to be made 
to bonds or certificates of stock, subsequent to the original 
issuance thereof, must be submiued to the Committee 
as to approval in form and printing, as a condition pre
cedent to listing. 

The Committee will not favorably consider any impres
sion . which has been made by a hand stamp upon any 
security. 

The Governing Committee may refuse to make new 
issues of stock a good delivery or allow dealings therein, 
and it may suspend dealings in the capital stock or in the 
bonds of any company, either for a time or permanently, 
as the case may seem_ to require. 

CERTIFICATES OF DEPOSIT TRUST. 

Institutions, firms or corporations which are deposi
tories Qf securities under plans of reorganization, pro
tective or associate action, are requested to accept on 
deposit only such securities as are good delivery in the 
exchange; provided, however, that in any case where 
said depositories find it necessary to accept securities 
which are not a good delivery, they shall issue therefor 
a distinctive certificate which will indicate such fact. 
Agreements for deposits or securities for protective or 
associate action must be limited to a specified time for 
continuance, within which a plan or reorganization or 
adjustment will be presented to the certificate holders 
for acceptance, or in default thereof such holders will be 
granted opportunity to withdraw the securities repre
sented by their certificates, and their assent to said agree
ment thus terminated. Penalty for delay in depositing 
securities under any agreement should not be imposed 
until all holders of such securities shall have had reason-
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able opportunity for so depositing, after the listing of 
the depository certificates upon the Exchange. 

When bonds are deposited with institutions, firms or 
corporations which are depositories under plans of re
organization, protective or associate action, certificates 
therefor will be considered as representing the depOsit of 
coupon bonds. When certificates are issued for deposits 
of registered bonds, said certificates must bear on their 
face evidence of such fact. Certificates of deposit for 
securities, whether for reorganization, protective or as
sociate action, or for voting trustees, must bear the coun
ter signature of some institution or registrar, in same 
manner as certificates for stock. 

RECOMMMENDA TIONS. 

The Exchange recommends to the various corpora
tions whose securities are here dealt in, that they print, 
pUblish and distribute to stockholders, at least fifteen 
days prior to annual meetings, a full report of their oper
ations during the preceding fiscal year, together with 
complete and detailed statements of all income and ex
penditures, and a balance sheet showing their financial 
condition at the close of the given period. The Exchange 
requests that stockholders of the several corporations take 
such action as may be necessary for the accomplishment 
of this recommendation. 

UNLISTED SECURITIES. 

All applications for quotation in the unlisted depart
ment must state name of corporation, date of incorpora
tion, the state in which it is incorporated, if personallia
bility attaches to ownership and if stock is full paid; 
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authorized capital; preferred stock (cumulative or non
cumulative-per cent.); nature of preference or pre
ferred over common stock in regard to voting, dividends 
and assets; amount of common stock; amount of each 
outstanding; par value of shares, preferred; par value 
of shares, common; transfer agent in New York and 
registrar elsewhere; also if certificates issued else
where are transferable in New York without dis
charge. 

State how generally stock is distributed, about number 
of stockholders, and if any stock is in the hands of trust
ees for stockholders of acquired or constituent companies; 
divided rates and dates of payment; balance sheet last 
issued, if of recent date. If incorporation is of recent 
date, a statement of the net earnings of the acqnired or 
constituent companies for a period of three years must 
be made; if there is bouded indebtness, give particulars 
-date of maturity; rate of interest; sinking fund re
quirements; amount authorized; amount outstanding, and 
if interest has all been paid. Bonded indebtness of ac
quired or constituent companies (with particulars as 
above). State if acquired or constituent companies are 

'owned in fee; if not, give amounts of various acquired 
or constituent companies' stock owned, also amount 
authorized. Give history of corporation (and if com
posed of old companies name them), location of plants, 
character of buildings, acreage and nature of business 
conducted at each plant. Give address (city only) of 
board of directors (classified, if in classes), list of of
ficers. Furnish sample each kind of stock certificates. 
Furnish letter accepting transfer agency from transfer 
agent; letter from registrar accepting office; letter from 
counsel in re-legality of incorporation and by-laws. 
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The Committee will require that the articles of incor
poration or the by-laws provide that the company shall 
not deal in its own shares or the shares of constituent or 
acquired companies, and that an annual report to stock
holders be issued. 

Every application for a quotation in the Unlisted De
partment for securities must be accompanied by a check 
for the amount of fifty doHars for each $1,000,000 or por
tion thereof, of the par value of each class of security. 
Checks should be drawn to the order of the "Treasurer 
of the New York Stock Exchange." 

RULES FOR THE DELIVERY OF STOCK ON THE 
NEW YORK STOCK EXCHANGE. 

The rules for delivery of stock on the New York Stock 
Exchange are as foHows: 

Securities admitted to dealings upon the New York 
Stock Exchange, registered and transferable in the 
Borough of Manhattan, City of New York, in conformity 
with the requirements of Section I, Article XXXIII of 
the oonstitution, are a delivery: 

(a) Certificates of stock for 100 shares or odd lots 
aggregating 100 shares, with irrevocable assignment for 
each certificate, and in the name of a member or his firm, 
registered and doing business in the Borough of Man
hattan. Certificates for the exact amount or aggregating 
the amount of an odd lot~ 

(b) Or with irrevocable assignment witnessed by, or 
oorrectness of signature guaranteed by, such member or 
his firm. 

(c) Or with irrevocable assignment and power of 
substitution, and a separate guarantee by such member 
or his firm, for each power of substitution. • 
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(d) Coupon bonds payable to bearer, in denomina
tions of $500 or $1000 each, with proper coupons of the 
bond's number secur~ly attached. Small bonds, under 
$500, only in special transactions. 

The money value of a missing coupon may be substi
tuted only with the consent of the Committee on Se
curities for each delivery. 

(e) Registerable coupon bonds in denominations of 
$500 or $1000 registered to bearer, or when transfer 
books are closed with an assignment to bearer for each 
bond by a member or his firm or witnessed by a member, 
or the correctness of the signature guaranteed by a mem
ber or his firm, registered and doing business in the 
Borough of Manhattan. 

(f) Registered bonds in denominations not exceed
ing $10,000 properly assigned. 

Securities contracted for in amounts exceeding 100 

shares of stock or $10,000 in bonds may be tendered in 
lots of 100 shares of stock or $IO,OOO in bonds, or any 
multiple of either, and must be accepted and paid for as 
delivered. 

Securities with assignment, or power of substitution, 
signed by an insolvent are not a delivery. During the 
close of transfer books, such securities, held by others 
than the insolvent, are a delivery if accompanied by an 
affidavit for each certificate or bond that said securities 
were held prior to the insolvency. 

Securities with assignment, or with power of substitu
tion, guaranteed by a member, or his firm, suspended for 
insolvency, are not a delivery and must be reguaranteed 
by a solvent member of his firm. 

Securities in the name of a deceased person, or a firm 
that has ceased to exist, are not a delivery except during 



232 AMtRICAN FINANCIAL METHODS 

the closing of the transfer books. The assignment must 
be proved or acknowledged before a notary public. 

Securities with either the assignment or any power of 
substitution witnessed by a deceased person are not a 
delivery. 

Securities assigned, or a power of substitution, by a 
firm that has dissolved and is succeeded by one of the 
same name, are a delivery when the new firm shall have 
signed the statement, "Execution Guaranteed," under a 
date subsequent to the formation of the new firm. 

Securities in the name of a corporation, or an institu
tion or in a name with official designation, are not a de
livery unless assignment is sworn before a notary public. 
The notary public must also make a deposition that he 
has seen the minutes of the institution authorizing the 
person or persons signing to make the assignment. A 
certified copy of the resolutions of the proper authorities 
of the company in whose name the security stands, author 
izing the assignment and giving date of adoption, must 
accompany the security. 

Securities with an assignment, or a power of substitu
tion, signed by trustees, guardians, infants, executors, 
administrators, assignees and receivers in bankruptcy, 
agents or attorneys are not a delivery. 

Securities signed by a married woman are not a de
livery. A joint assignment and acknowledgment by hus
band and wife before a notary bublic will make such 
security a delivery only while the transfer books are 
closed. 

Securities in the name of an unmarried woman (with
out the prefix "Miss") or a widow are a delivery only 
when the assignment is acknowledged before a notary 
public. 
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Securities of a company whose transfer books are 
closed indefinitely for any reason, legal or otherwise, the 
assiginnent and each power of substitution must be ac
knowledged before a notary public. 

Securities in "the name of foreign residents are not a 
delivery on the day the transfer books are closed for pay
ment of a dividend or registered interest, and reclamation 
can only be made on that day. 

Securities in the name of foreign residents must be 
accompanied by an acknowledgment before a United 
States Consul or J. S. Morgan & Co., London, when 
required by transfer agents. 

Several companies having transfer offices at Grand 
Central Station, New York, make this requirement. 

Certificate of stock on which the name of a transferee 
has been filled in error may be made a delivery during 
the closing of the transfer books by ruling of the Com
mittee on Securities. Necessary form of release, can
cellation and reassignment will be furnished on applica
tion to the Committee on Securities. 

An endorsement by a member or his firm, registered 
and doing busine~ in the Borough of Manhattan, or the 
signature as a witness of such member, of a signature 
to an assignment or a power of substitution is a guarantee 
of its correctness. Each power of substitution, as well 
as the assignment, must be so guaranteed or witnessed. 

The receiver of stock may demand delivery by transfer 
when the transfer books are open, and must give ample 
iime in which to make the transfer. The seller may de
mand payment for the securities at the time and place of 
transfer when personal liability attaches to ownership. 

When a claim is made for a dividend on stock after the 
transfer books have been closed, the party in whose name 
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the stock stands may require from the claimant present
ing the certificate a written statement that he was the 
holder of the stock at the time of the closing of the books, 
a guarantee against any future demand for the same, and 
the privilege to record on the certificate evidence of the 
p:lyment by cash or due bill. 

'~Coupon bonds issued to bearer, having an endorse
ment upon them not properly pertaining to them as a 
security, must be sold specifically as 'endorsed bonds,' 
and are not a delivery except as 'endorsed bonds.''' Ex
tract from resolutions of Governing Committee, adopted 
May 23, 1883: A definite name of a person, firm. corpora
tion. an association. etc., such as "John Smith,'· "Brown, 
Jones & Co .... "Consolidated Bank," appearing upon a 
coupon bond, and not placed there for any purpose of the 
company by any of its officers, implies ownership, and is 
an "endorsed bond" under the above resolution. 

Any endorsement on a coupon bond, stating that it has 
been deposited with a State for bank circulation or in
surance requirement. may be released and release ac
knowledged before a notary public; it will then be a de
livery as a "released endorsed bond." 

"Rights" to subscribe. Assignment of "rights," with 
the signature of the assignor witnessed and guaranteed in 
the same manner as other assignments as provided in 
these rules, are a delivery. 
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THE. SYSTEM OF THE STOCK EXCHANGE 
CLEARING HOUSE. 

In recent years the system of "clearing" stock ex
change transactions, on the plan of the bank clearing 
house, bas been generally adopted by stock exchanges. 
As introduced in the New York Stock Exchange in 189z, 
the system provides for the offsetting of securities which 
he may have contracted to receive. Thus if Broker A 
has sold 1000 Union Pacific shares to B and bought 1000 

of the same shares from C, the two transactions are 
settled by the delivery of a thousand shares by C to B. 
The price may be different in the two transactions, but 
such differences are adjusted by the clearing house, to 
which the broker is "debtor" or "creditor" on his daily 
sheet. The same principle is followed even where the 
amounts bought and sold do not agree. Thus A, in 
the above case, may have sold 500 shares to B and bought 
1000 from C. In that case, C delivers 500 shares to A 
and 500 to B, and payments are made accor<\ingly. The 
economy consists in the lessening of the number of in
dividual checks which must be drawn for settlements, 
and against which bank balances must be maintained. 

The plan was adopted by the Frankfort Stock Ex
change in 1867, at Berlin in 186g, at Hamburg in 1879, 
at Vienna in 1875, at London in 1876, and by various 
American Stock Exchanges between 1880 and 1887. 

THE CURB EXCHANGES. 

The "Curb" is an institution which has grown to con
siderable proportions in recent years. "Curb trading" 
is so called because the transactions are usually con
ducted on the street outside of the entrance to the Stock 
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Exchange. Just recently the "Boston Curb Exchange" 
has been reorganized and now transacts its business in 
a building erected for that purpose. 

In London, Paris, New York and Boston this trading 
has at times reached very large proportions, although the 
system which it represents is radically different in the 
four cities. In London, curb trading is utilized for the 
sake of dealing in foreign shares whose home market is 
open after the official closing of the London Exchange. 
For example, trading in American securities is conducted 
in Shorter's Court, behind the London Stock Exchange, 
frequently until six o'clock or later, the New Lork Stock 
Exchange, on account of the five hours difference in 
time, being actively at work at that hour. In Paris, the 
curb market, under its French title, the "Coulisse," has 
had a longer history. It has represented virtually a 
rival exchange, not subject to the numerous and rather 
vexatious limitations of the elder Bourse. The Coulisse 
has frequently been supressed by law, but has invariably 
revived, and has probably conducted a larger total busi
ness than the Bourse itself, except perhaps, in Govern
ment securities. At present, the Coulisse conducts its 
operations on the portico of the Bourse and is a re
cognized institution. In New York and Boston, curb 
trading devotes itself exclusively to securities which have 
not been admitted to the list of the Stock Exchange. In 
this category are comprised many important enterprises;. 
including shares of the Standard Oil Company and of the 
various banks. The Curb also provides a market for 
newly organized enterprises which have Dot reached a 
stage where they can apply for a place on the Stock 
Exchange list, and it gives an opportunity for fixing 

. values of a forthcoming security before the shares or 
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bond certificates are fonna1ly issued. In the collVersions 
of the United States Steel Corporation stock. for in
stance, the shares and bonds were bought and sold "when 
as and if issued" on the Curh. and on these terms their 
values fluctuated in some cases 14 or IS points before the 
security itself ever legally existed. There is no restric
tion of the right to deal in the Curb Market. but in prac
tice its privileges are limited to regular and responsible 
parties. whose position or credit is known to the other 
party to a hargain. 

The New York Curb Market is an altogether out-of
door market. Its origin dates back about So years when 
a few brokers began to congregate on the curbstone out
side of the Stock Exchange. 

At that time only a few stocks were dealt in. most of 
which were also traded in upon the Stock Exchange. 
This practice graduaJly died out. then only stocks which 
had not been listed or had been thrown out of the Stock 
Exchange were dealt in. These stocks became known as 
unlisted securities. principal among these heing hank. 
street railway. industria1 stocks and bonds of every na
ture; in fact, a market for almost any security could be 
obtained from some broker. Unlike the present day curb. 
very few minig stocks were dealt in. 

The growth of this curb market was gradual and 
healthy. There was no pretense of organization or 
membership. Any responsible broker could trade. most 
of these coming at 10 A. M. and staying until 3 P.· M. 
were representatives of Stock Exchange houses. 

This condition continued until the early years of 1900. 
when the great mining boom started. and the New York 
Curb instantly began to grow with a marvelous speed 
until. today. roped off in the center of Broad Street. just 
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below Exchange. Place, there are congregated about 500 
men and boys. This growth was entirely too rapid and 
reached its climax about 1905, when the first steps were 
taken to clean out the fake mining companies and their 
promoters. The City of New York also lent a helping 
hand at this time by roping off the present space, and 
keeping the brokers separated from the general public. 
This also allowed ample space for traffic, and therefore 
the New York Curb broker has no disturbing elements to 
interfere with trading. 

The expense of maintenance is defrayed by subscrip
tions, and only brokers paying these subscriptions, are 
allowed the privileges of the Curb. Another income is 
derived from the fee charged for listing a new stock. 

Although there is a list of regularly listed stock quo
tations, which are printed on the Cnrb sheets, any stock 
can be bought or sold on the curb, but no record will be 
made of such transaction; and much confusion arises 
through the fact that two sheets are published by differ
ent concerns giving these sales, and it rarely occurs that 
the sales reported by each will agree in every detail. It 
occurs, frequently that one sheet will record sales of a 
stock, and the other sheet will have no record of such 
sale. This is caused to a great extent by the method of 
reporting sales, which differs in the New York Curb from 
methods employed by Stock Exchanges. 0 

The methods employed on the New York Curb are 
such that the "specialist" in each stock reports periodi
cally during the day to a reporter from each sheet the 
sales he remembers in the particular stock in which he 
specialized. Therefore, it becomes guess work, 'but for 
all this the results are very favorable. 

The New York Curb has a book of rules covering 
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the trading, which rules are similar to those used in the 
New York Stock Exchange. The rules are lived up to 
strictly, and even before these rules were put in print 
they were in use, ail trading being conducted under the 
rules of the larger Exchange; and although no penalty 
was attached to any violation of them, they were never 
disObeyed, because every broker conducts his business 
with another broker on his word only, and his word is 
his largest asset. Once broken, it is worthless forever, • 
and he will be unable to conduct his business except 
in a very inconvenient manner. In other words, he 
would be considered unreliable, and would be compelled 
to produce either the securities or cash or its equivalent 
before anyone would trade with him. 

These rules constitute nothing more than a clear con
ception of right and wrong, and this is one of the first 
things a boy learns when he enters the employ of a 
brokerage house. These rules become second nature 
to him as he grows up in the business, and when the 
time comes for him to become a broker it is much easier 
to obey them than to violate them, and it is safe to say 
that the few times they are broken, the chief offenders 
are brokers who did not learn the business from the 
bottom up. 

A man who has started at the bottom learns to realize 
the value of this privilege of trading in millions of dol
lars' worth of securities, for which he gives no security 
at the time of the trade other than his word, and if the 
public refused to trade with brokers who had not started 

. at the bottom, there would be less suffering from dis
honesty on the part of "so-called" brokers. These men 
only become brokers because they see some scheme by 
which they can rob the public; and if all the fakirs and 
dishonest brokers could be gathered together, and their 
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past looked into, the percentage would show that not 
one-tenth of one per cent. of them had entered the 
brokerage business after leaving school and had stayed 
at it, working their way up. 

This does not apply to Curb brokers alone but applies 
to all brokers generally throughout the world. 

While the stocks traded in on the New York Curb 
are mostly mining stocks they are in general of a much 

• better class than those listed on the Boston Curb. Many 
of these mining stocks are listed on the Boston Stock 
Exchange, and in addition to these there are a number 
of industrial and railroad stocks and bonds actively 
traded in on the New York Curb. Among these selling 
at a price over $100 per share are Standard Oil, Bor
den's Con. Milk, Am. Light & Traction and American 
Tobacco. 

The Boston Curb Market came into existence Octo
ber, 1905, when the mining boom was well under way. 
A few, perhaps half a dozen, employees of Stock Ex
change houses, congregated on the curbstone at the 
back of the Stock Exchange on Exchange Place in prac
tically the same manner as the New York Curb started. 

It was only a matter of a few days before the mem
bers of the Mining Stock Exchange, which was then 
directly across the street in the basement of the State 
Mutual Building, came out and joined them. The last 
member of that organization to come out and join 
hands with the new-born Curb Market was Charles 
Dole, an ex-mem'ber of the Boston Stock Exchange, 
who later became the head of the new Curb Market, 
and through his efforts and knowledge of the business 
the Boston Curb sprang from obscurity to prominence. 
This was also due to the existing conditions, and in 
1!J06, when the mining boom was at its height, the Bos-
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ton Curb became a prominent institution, and a bless
ing to those who traded in unlisted securities, because 
they could be certain of getting a fair market for their 
stocks. 

The Boston Curb started with a few stocks which 
were good ones. These stocks quickly grew in quan
tity, but not in quality, as many "wild cat" and "bogus" 
stocks were sold to the public through irresponsible 
corporations and promoters who had their stocks listed 
on this Curb. Although several efforts have been made 
to clean the Curb of these issues, not much progress 
has ever been made, or at least they have never been 
entirely eliminated. The real cause for this can be 
found in the fact that the list is composed almost entirely 
of mining stocks of the cheaper class, and mining stocks 
at their best are very uncertain; and added to this the 
inexperience of the committee who had charge of the 
work, and the great amount of other·work they were 
called upon to do at the same time, it is not surprising 
that they failed to weed out all the undesirable stocks. 

During its short existence the Boston Curb has had 
a very lively time from many causes. In its early life 
everything was serene, there being a minimum of 
trouble and a maximum of business. Its first troubles 
were caused by some people who complained to the 
police about blocking up the .sidewalk. Shortly after 
this, in 1907, the panic came to disturb business, and 
in the same year the Stock Exchange divorced the Curb 
and withdrew all representatives of Stock Exchange 
houses. This was a severe blow and came near putting 
an end to the Boston Curb. It was at this time that 
Thomas W. Lawson came upon the scene and offered 
his support. This caused" split in the Curb. A meet
ing was held with little result, and later a conference 
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was arranged between about a dozen Curb members 
and Mr. Lawson at Young's Hotel. That night another 
informal meeting was held where only Curb members 
were present, when a plan for the following day was 
discussed. The following day a meeting was held to 
either accept or reject Mr. Lawson's offer, and also to 
elect a governing committee. After a close fight and 
a stormy discussion the committee was elected and 
IIIr. Lawson elected as chairman. 

From this time on the Boston Curb took on the 
appearance of an organization, resulting in an associa
tion bound by an agreement which each member signed. 
Regular commission rates were decided upon, and each 
member was compelled to deposit $500 as a security in 
a trust fund. Each firm had the privilege of taking out 
as many memberships as desired, depositing $500 for 
each one, and the number of representatives each firm 
could have on the floor was limited to the number 01 
memberships owned. 

IIfeanwhile, new trading apartments had been fitted 
up at Nos. 5-23 Doane Street-Adams Building
and on March 21, 1910, the Boston Curb Association 
formally opened its new quarters to the public. 

The new building is a five-story stone and brick struc
ture, which has been remodelled entirely for the pur
poses of the Boston Curb Exchange. The Curb itself 
occupies the fourth and fifth floors of the building, 
which have been equipped in an' up-to-date manner for 
the- rapidly growing business of the institution. The 
room is two stories in height, with a large skylight in 
the center and well lighted from both sides by the win
dows opening on the two side streets. 

Everything that can possibly be desired in the way 
of light, heat and ventilation is provided. There are 
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nearly 4000 square feet o( floor space in the trading 
room. Around it are arranged all the private telephone 
booths of the members, while in an alcove adjoining 
are the Exchange switchboard and public telephone 
station. 

The efforts of the present governing committee have 
been untiring (rom start to finish, and today, when 
peace reigus supreme on the Boston Curb Exchange, 
much praise is being attributed to these gentlemen, and 
all others who in any way helped to make the new quar
ters what they are, and to bring the Exchange up to 
its present high standard. 
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GLOSSARY OF STOCK EXCHANGE TERMS. 

The Stock Exchange has a dialect or slang of its own, 
much of which had its origin at the time of the South Sea 
speculation in 1720. 

REGULAR-Applied to stock sold for delivery the 
foUowing day at or before 2.15 P. M. 

PRIVILEGES-S. 3, B. 3, occurring in stock quota
tions, indicates that the buyer or seUer, as the case may 
be, has the right to take or deliver the stock at any time 
within the number of days specified. So that S. 10, B. 60, 
records that the seUer can deliver at once or at any time 
within IO days, and the buyer can claim its delivery at 
once, or at his option, at any time within 60 days. 

BULL-This term is applied to those who are pur-
. chasers of stock for long account, with the purpose of 
advancing prices, as a buU is supposed to desire to ele
vate everything within its reach. In other words, a "buU" 
is a buyer of stocks which he hopes to seU at a higher 
price. He may buy altogether with his own capital; but 
if he is merely a Stock Exchange speculator he borrows 
most of the requisite funds, depositing the purchased 
stock as security. He can usuaUy borrow 80 per cent. 
of the stock value of his shares; the difference, 20 per 
cent., being his "margin." If the price faUs, the lender 
caUs on him to "make good his margin." If he fails 
to do so, and the margin continues "impaired," he is 
"closed out" by the sale of his coUateral 

BEAR-This term is applied to those who selJ stock 
short, with the purpose of depreciating values-as the 
instinct of a bear is for pulling and tearing things down. 
The "bear" is a seUer of stocks which he hopes to 
obtain, later on, at a lower price. He may be selling 
his own holdings and delivering them to the purchaser. 
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But if he is a speculator he may borrow stocks as the 
"bull~ borrows money. Generally he obtains the stocks 
by lending their equivalent in money to the owner. He 
is said to be "short" of stocks, where the "bull" is 
"long." The "ibull" realizes when he sells to take his 
profits; similarly the "bear" "covers" when he buys in 
the market the stock in which he has been speculating, 
and returns the shares which he has borrowed. 

LONG AND SHORT-If you buy a stock for an 
advance, you are, while holding it, said to be ''long" 
. of the stock. If you sell stock not in your possession, 
for delivery at some future time, believing that mean
while you will be able to buy it in at a lower figure 
to meet such delivery, you are said to be "short" of 
that stock. 

CARRYING STOCK-A broker, when he retains 
a stock in his possession until ordered to sell, is carry
ing the stock for his customer's account. . 

BORROWING STOCK-When you have sold short 
you will be compelled to borrow the stock where you 
can, for delivery to the purchaser, depositing with the 
party from whom you borrow, the moneyed value, to 
insure its return when called for. 

CORNER-When a stock has passed into the pos
session of a Pool or Clique, which is a term applied 
to a combination of speculators who have bought it up 
for the purpose of advancing the price, any person who 
has sold for future delivery will find himself in a Comer. 
The pool can force him to pay any price for the stock 
with which to meet his contracts, possessing as they do 
the control of it. 

EX-DiVIDEND-Indicates that the stocK is sold 
without the dividend about to ibe paid on the same. 
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BOOM-A "boom" is a successful upward movement 
of prices; this term is of American origin. The oppo
site of a "boom" is a "slump." 

A "manipulated" market is one in which the specu
lators have caused an artificial appearance of real buy
ing or selling. A "rigged" market is much the same 
thing, though in a more intensified form. 

"Wash" sales are transactions in which buyer and 
seller are employed by the same person, with a view to 
creating a semblance of activity. They are prohibited 
under severe penalties by the Stock Exchanges, but are 
rarely detected and are very frequently utilized. 

STREET. 

"Tbe Street said so and so;' "The Street was uneasy," 
and such like expressions arise from the use of the 
term "Wall Street"· or "State Street," which designate 
the financial centers respectively of New York and 
Boston. Throughout the country at large "Street" 
means the financial cellter or pulse of New York. 



CHAPTER IX. 

BROKERS. 
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DUTIES AND LIABILITIES OF BROKERS. 

A BROKER is an agent to make bargains and con
tracts between other persons in matter~ of trade, 
commerce and navigation for a compensation com

monly called brokerage. When a broker is employed to 
buy or sell goods he is not intrusted with the custody or 
possession of them, and is not authorized to buy or 
sell in hi. own name. In this respect he differs from 
a factor and an auctioneer in two particulars. 

(A) A broker may buy as well as sell, but an auc
tioneer can only sell. 

(B) A broker cannot sell personally at public auc
tion, for that is the appropriate function of an auction
eer; but he may sell at private sales, while an auctioneer 
does not. A broker is strictly a middleman, or inter
mediate negotiator between the parties, and for some 
purposes he is treated as the agent of both parties, but 
primarily he is deemed merely the agent of the party 
by whom he is originally employed. As soon as the 
negotiation is concluded he makes a memorandum 
thereof, a copy of which he gives to each party. If the 
transaction is a sale these copies are called bought and 
sold notes. 

Brokers are of .various sorts, such as bill and note 
brokers, merchandise brokers, real estate brokers, ship 
brokers and the like. As a rule, the name of each class 
fairly indicates its peculiarities. 

A STREET BROKER is a Ibroker between offices; 
one who buys from one banker and sells to another. 
These men have their uses and are frequently called 
upon by bankers to hunt up some security not dealt in 
actively upon the Stock Exchange. The bankers can 
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\Jetter afford to pay the small commission asked them 
than to devote the time to that end themselves. Again, 
a banker may wish to get control of certain bonds and 
prefer to deal through a "street broker" rather than 
disclose his own identity. 

A. BOARD MAN is a broker, being a member 01 
some exchange who goes upon the floor 01 such an 
exchange and transacts business. Such a man may 
buy and sell for his own firm or for some other; that is, 
a firm need not necessarily send upon the floor of the 
exchange some one of its members possessing a seat 
thereon, but may employ at fixed rates of commission 
some other member of the exchange to act in its stead. 
In any event the one actually doing the business upon 
the exchange itself is called the "board man:' 

TWO-DOLLAR MAN-A great many brokers, al
though owning Stock Exchange seats, may wish to 
employ others to buy or sell securities for them, and 
consequently employ brokers to act in their stead, to 
whom they pay a reduced commission amounting, usu
ally, to $2 per one hundred shares. There are excep
tions to this rate, however, for the commission is less 
for stocks selling below certain fixed prices. Brokers 
acting in such capacity for others are known as "two
dollar men." Brokers acting one for the other as above 
must be members of the same exchange. 

A CURB BROKER is one who usually, not being 
a member of the Stock Exchange, transacts business 
upon the "curb" or by going from office to office. 

TRADERS are those who make a business of buy
ing and selling securities upon their own accounts. 
They must not be confused with bankers who sell to 
regular clients or with brokers who execute orders on 
a commission for others. There are several classes 
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of ""traders," so called; first, those who are not Stock 
Exchange members; second, professional traders, who 
differ from the first named only in owning Stock Ex
change seats, who also have their orders executed by 
some other Stock Exchange members, and to whom 
they pay a very much reduced commission, in accord
ance with the Stock Exchange rules, 'but do not go 
upon the Roor of the Stock Exchange to execute their 
o\\n orders, although they would be privileged to do 
so, in which latter event they would become third room 
traders, that is, those upon the Roor of the Stock Ex
change who buy and sell securities for their oWn ac
count. Such, of course, must be members of the Stock 
Exchange. 

TIPSTER is one who advises another what to buy 
or sell, with the expectation of making a profit if the 
advice is followed, either by the business being done 
by the one giving the "tip" or being given an interest 
in the profits of any. Beware of a "tipster." An adver
tisement of ones being able to furnish "tips" on stock, 
returning fabulous wealth to thoses seeking the adver
tiser"s advice, is a thing to be avoided like the small
pox. No legitimate broker does anything of this kind. 
A member of the Stock Exchange so advertising would 
be penalized by the officers of the Exchange. In the 
financial world there is no such thing as an "absolute 
certainty for the making of money." If it existed there 
would be no need to advertise regarding it. 

A good example of a circular sent out by an irre
sponsible member of society of this kind, who adver
tised that all trades were made on either the New York 
Stock Exchange or the Consolidated Stock Exchange, 
is one which reads in part as follows: 

"The funds are operated by us for our clients on 
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information which we receive, and which we are sup
posed to use for our benefit, and which we are not 
supposed to retail to the public at large. At the present 
time a certain low-priced railway stock has been cor
nered. It will mean a profit in from five to ten days 
of 200 to 300 per cent. In other words we will return 
every dollar you send to us, with 6 per cent. interest, 
inside of ten days if the movement does not take place 
as scheduled. If it does, we will return all the money 
you send, with the profits, less 5 per cent. of the profits, 
ollr commission. Why such generosity? Just to get 
acquainted with you, to get you for a permanent cus
tomer." 
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RIGHTS OF BROKERS. 

Brokers in exchange or board transactions are bound to 
obey their clients' instructions and they are responsible to 
the latter for any loss resulting from a breach of duty. 
To charge the broker, the instructions must have been 
communicated to him, and they must not have been 
waived or revoked by the principal. The liability of 
a broker depends upon the peculiar terms of his in
structions, the construction of which, if in writing, is 
a question for the court. A broker cannot as against 
his principal, cancel an original contract for the future 
delivery of a commodity without the substitution of 
another person in the place of the party released, as 
provided by the rules of board of trade. If a broker 
acts through a correspondent, the latter is the agent 
of the broker and not the principal, although he takes 
orders directly from the principal. 

In the absence of a special contract, the authority 
and duty of a broker depends upon the course of deal
ing in the particular community. A customer giving 
authority to a broker to negotiate a transaction in a 
certain market is presumed, in the absence of evidence 
to the contrary, to have authorized the broker to trans
act the business in question in accordance with the 
rules, customs and usages prevailing in that exchange; 
and this is so although the client does not in fact know 
what they are, provided that the rule or usage. is one 
that merely regulates the mode of performing the con
tract of agency and does not change its intrinsic char
acter, in which case the client is not bound unless he 
has knowledge of it when he employs the broker. 

A broker is bound to act in compliance with his prin
cipal's instructions, in accordance with the customs and • 
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usages prevailing in the market where he deals; and 
he must act as promptly as the nature of the case 
demands. Where, for example, a broker is ordered to 
purchase certain stocks, it is his duty to purchase 
promptly, report the transaction to the purchaser, re
ceive the stock, and have the certificates ready for de
livery whenever the purchaser shall pay for them. ;rhe 
broker must account to the principal for unexpended 
funds received from the latter and for all profits made 
in transactions entered in the principal's behalf. If a 
broker is employed to buy goods for the principal 
which are not in existence, and the price is paid, the 
principal cannot recover hack from the broker, but must 
take action against the seller. So a broker employed 
to buy stocks does not necessarily guarantee it, genuine
ness. The usual way of reporting the transaction to the 
purchaser or seller is by sending him a "bought" or "sold" 
slip, with a short letter of notice calling attention to the 
fact of the enclosed slips. 

It is always well to keep a duplicate of the slip sent, 
thus having a receipt of the notification. These slips 
may be bought in blocks already printed from station
ers in the large cities or may 'be printed to order with 
very little cost. 

I! a broker employed to invest money on good secur; 
ity falsely and fraudulently represents that a proposed 
security is ample, he is liable to the principal for the 
resulting damage. It is a fraud for a broker to make 
only fictitious purchases and report them to the prin
cipal as genuine, and in case he does so the principal 
may recover back any deposits he may have made with 
the broker. A broker is ordinarily liable for a sub
agent employed by him. 

If a broker buys stock for a client, it is his duty to 
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deliver the same to him on demand on payment of the 
sum due him thereon. His obligation is to keep at all 
times on hand or under his control ready for delivery 
to the client on his paying him the sum due him there
for, either the particular shares purchased, or an equal 
amount of other shares of the same kind. He is not 
bound to keep the identical shares bought for his client 
separate from his other stocks, but it is sufficient if he 
keeps on hand an equal number of the same kind. 

A broker may repledge collateral deposited with him 
to secure advances on margin transactions, but he may 
use the collateral only so that he can at any tmie 
promptly return it to the client when the latter pays 
his debt. Consequently a sale of the collateral is in
valid. The principal is not entitled, when sued by the 
broker for the balance of an account, to have the value 
of the co\1ateral deducted, but the broker is entitled 
to hold it until the debt is in fact paid. 

A good many brokers use an especia\1y prepared 
Buy or Sell Order complying with the foregoing. 

Where a broker agrees for a commission and upon 
a deposit of a stipulated margin to make a short sale 
for a client, he is bound to carry the stock for a rea
sonable time so long a~ the margin remains intact. 
So a broker buying on margin has no right to sell with
out the client's authority while he has sufficient margins 
in his hands. If a broker agrees to carry an account 
for a certain time or until a certain event without fur
ther margins, he is liable in damages for closing the 
transaction before that time. A broker who agrees to 
make a short sale for a client on margin may, if the 
margin is not kept good, upon demand and notice, close 
the transaction by buying to cover the sale. So a 
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broker who makes a purchase on long account for a 
client on margin may sell the stock upon the client's 
failure to make the necessary advances on demand. 
, After a client has refused to put up margins the 
broker is under no obligation to prevent loss either by 
making advances or by closing the transaction by a 
purchase or a sale according to the nature of the trans
action. Nor is a broker who has borrowed stock to 
cover a short sale bound to require the lender to put 
up margins to secure the seller against a decline of 
stock so loaned. To justify a broker in closing out 
the transaction upon depletion of the margins, it is 
incumbent upon him first to make demand of the client 
for further margins; and if a broker waives a default 
in complying with such demand, he cannot close the 
transaction until a new demand is made. In New York, 
if a broker buys on long account on margin he cannot 
sell the stock without notice, even though he has de
manded additional margins and the client has failed to 
comply therewith, in the absence of a special agree
ment or a usage authorizing the sale. In other parts 
of the country a contrary view is taken, andnotic~ of 
sale in addition to a demand for further security is not 
necessary. In addition to demand for additional mar
gin and notice of an intent to sell, a broker who buys 
stocks on long account on margin cannot sell them out 
upon depletion of the margin without tender of the cer
tificates and demand of payment of the balance due, in 
the absence of a waiver by the client of some one of 
these requisites. 

A broker desiring to close out a transaction for short 
account on margin need not give notice to the client 
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of the time and place at which he will buy to cover the 
account, such notice being required only where stocks 
are pledged for the payment of a debt. 

COMMISSION AND COMPENSATION. 

To entitle a broker to compensation he must have 
been employed to negotiate the transaction in connec
tion with which his services were rendered. Compen
sation for services rendered may be recovered under 
an oral contract, and need not be in writing; but this 
rule has been changed by statute in some States and 
it is therefore advisable to use a form of an .order for 
either buying or selling. Should the transaction be other 
than Stock Exchange or Curb where the rates of com
mission are fixed by these institutions it is well to stipu
late the amount of commission agreed upon. 

COMPENSATION OTHER THAN COMMISSION. 

A broker may be entitled to compensation other than 
a commission. Thus a broker employed to find a pur
chaser may be entitled .to the reasonable· or agreed 
value of services rendered under the contract of em
ployment, although he does not effect a sale himself, 
and even though no sale is effected. 

A broker who, in executing his orders, pays out or 
advances money on his client's account is ordinarily 
entitled to reimbursement. If the principal fails. to 
deliver property which the broker has sold pursuant to 
the contract of employment, the broker may. recover 
the amQunt in which he is obliged to answer to the 
buyer for the failure to complete the sale, or he may 
go into the market and buy like property at the best 
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price at which he can obtain it and hold the principal 
for any resulting loss. So a broker may recover from 
the principal the amount of moneys advanced in pur
chasing stock for him, and if the principal refuses to 
accept the property so bought, the broker may sell it 
at the best price obtainable and hold the principal re
sponsible for any resulting loss. If a broker pays out 
money for his principal in a settlement of differences 
in a transaction on a stock or produce exchange, he 
is entitled to reimbursement thereof. If the principal 
fails or refuses to put up margins on demand, the 
broker may close out the transaction by buying or sell
ing to fulfill the principal's contract and hold the latter 
for any resulting loss. So the broker may close out 
the transaction on the principal's becoming insolvent. 
The amount of the broker's recovery is not limited to 
the margins in his hands, but he may recover the full 
loss resulting from the operation; nor is it limited to 
what he has actually paid in the principal's behalf, but 
be may recover the amount for which he is legally liable. 
A broker is not entitled to reimbursement for losses 
sustained through bis failing to follow the principal's 
instructions, or for expenses incurred by him beyond 
the limits of his authority, in the absence of ratification 
or estoppel. A principal not in default is not liable for 
a loss resulting from the transaction's being closed out 
before the settling day upon the broker's becoming a 

• defaulter on the exchange, unless he ratifies the closing 
of the account before the settling day. The broker 
cannot claim reimbursement, however, where the trans
action in question was fictitious, and no actual pur
chase or sale was effected. So if a broker having nego
tiated a time option contract for his principal cancels 
it before maturity by settling off against it contracts 
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held by him on the other side of the market, without 
substituting some person for the one from or to whom 
he may have purchased or sold originally, he cannot 
recover of the principal losses subsequently sustained in 
the operation. 

THE .BOARD ROOM is a room in a broker's office 
where customers may obtain quotations of sales made 
almost immediately after the transactions are made 
upon the various exchanges. "Tickers" are installed 
in all these rooms, but the method of displaying the 
information differs in various firms. In some the cus
tomers read it directly from the '''tape;'' in others a boy 
copies the quotations as fast as received, upon large 
sheets of especially ruled paper, with columns headed 
with the names of the securities, and in others the quo
tations are displayed upon a blacklboard similarly ar
ranged, that all may see from the various parts of the 
room. From the latter custom arises the name "board 
room." This term is also applied to the trading room 
of an exchange. 

THE TICKER. 

The ticker is a small printing machine operated by 
telegraph by which the outside world obtains reliable 
information as to the purchase of securities and com
modities dealt in upon the principal exchanges of the 
world. It is the broker's' never-failing source of infor .. 
mation. The results are read from a narrow strip of 
ribbon or paper, which automatically unwinds as needed, 
and after passing between type-bearing wheels, runs 
out into the basket set for the purpose. This ribbon 
is called the ''tape.p The quotations appear on the 
"tape" in printed form, the name of each security being 
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abbreviated. The sale of ten shares of common stock 
of the Union Pacific Railway at 1I0 per share would 
be recorded: "10 U. P. 1I0." Men group about the 
"ticker" in the various offices, and follow the unwind
ing of the "tape" with keen interest, and the faster the 
"tape" travels, and the more audible the sound of the 
ticking, the greater the attention it attracts, as it indi
cates increased market activity or something of im
portance happening. Beside the stock "ticker" there 
are similar machines which furnish quotations upon 
various commodities, such as grain, cotton, coffee, etc., 
as the transactions take place in the large exchanges 
where such commodities are handled. The "ticker" 
was first introduced in 1857. The reading of the tape 
as it comes from the "ticker" Is a somewhat difficult 
task even for those who have had more Of" less experi
ence. To the average man it is a mysterious combina
tion of letters and figures. The following is a full ex
planation of the readings as they appear on the tape. 
To begin, we will-give full explanation on the general 
arrangements used to denote "sales," "bids" and 
"offers." When a price f01lOws the name of a stock 
directly and has no intervening number between the 
name of the stock and the price, that means that exactly 
100 shares were sold of the stock named, and at the 
price or figure that directly follows the name of the 
stock; thus, U. S. 55 means that 100 shares of United 
States Steel Corporation have been sold at $55 a share. 
The figures 55 may be followed by other figures, thus: 
U. S. 55 100. This means that 100 shares were sold 
at $55 a share as explained above and that another lot 
of 10 shares were sold at 550 or $55.SO per share. 
Now, when an error has been made by the telegraph 
operator in regard to the price of a certain stock, snch 
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as this."U. S. 55~. and it should have been U. S. 55". 
the last figure will be repeated several times. thus: 
U. S. 55~·~ ~; when that appears on the tape it 
means that there was an error in the price. 

A ''bid~ alone without an "offer" is fonowed by the 
letter B. thus: U. S. 55B. meaning a bid for 100 shares 
United States Steel Corporation at $55 per share has 
been made. Now. when an "offer" alone without a 
''bid'' is recorded on the tape it will appear thus: 
U. S. 0 55. meaning that I()() shares of Ul1ited States 
Ste!'l Corporation have been offered for sale at $55. 
When a ''bid'' and "offer" appear on the tape together 
it will appear like this: U. S. 175 .•• ~. meaning that 
100 shares of United States Steel Corporation have 
been bid for at $175 and offered at $175.50, the bid and 
offer being separated by three dots. 

When the number of shares sold and the price of the 
stock are so nearly alike that they may be taken for 
two sales, the amount of the sale will be followed by 
the letter "S" and a dot, thus: U. S. 55 S. 55, meaning 
that 100 shares were sold at $55. 
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THE SYSTEM OF BUCKET SHOPS. 

The regular broker, who is a member of some Stock 
Exchange, when his customer sells "short," borrows 
the stock against such sale, being secured by the mar
gin deposited by the customer; if the customer pur
chases, the broker buys the stock. In this way the 
broker is at all times prepared to complete the trans
action, having the actual stock under his control. 

On the other hand, a "bucket shop" is a place where 
no actual buying or selling is done, but where bets are 
made on the advance or decline of stocks dealt in upon 
the regular exchanges. The customer deposits his 
margin, which may be from one to ten points or per 
cent., and "buys" or "sells" the specified stock. The 
dealer accepts the margin and simply "buckets" the 
order; that is to say, he agrees to pay any losses that 
he may sustain should his customer make a winning 
bet; and while on the other hand if the cu~tomer loses, 
the bucket shop proprietor profits by the exact amount 
which the customer deposited as a margin. 

Within the last few years bucket shops have been 
prohibited by the laws of most of the States, and the 
maintaining of them is a criminal offence. A contract 
between the customer and the bucket shop proprietor 
is a gambling contract forbidden by law and cannot 
be enforced in the courts. Bucsket shops have been 
engaged in business for more than thirty years, and, 
until recent legislation forbidding them, they expanded 
to great proportions; it is conservative to say, even at 
the present time, that millions of dollars are annually 

lost in this form of stock gambling. 
In consequence of the laws making the maintaining 

of the bucket shop a crime the proprietors of these 
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places usually equip their offices with all the furnish
ings usually seen in brokerage ollices, such as telegraph 
instruments, tickers, etc., in order to elude the vigi
lance of the police. There are several ways in which 
the business is carried on, the simplest of which is the 
one which caters simply to local trade, and conducts 
business with no pretense of buying or selling the stock 
upon the exchange; and until within the last four or 
five years, before the present criminal laws were enact
ed, this was the most familiar type. They frequently 
operate a private wire system from large centers like 
Boston and New York to the small country eities and 
villages, where they maintain an agent who takes orders 
from local customers and transmits the orders .to the 
home office. The same wire also furnishes the ticker 
service, that is, the quotations of the last sales upon the 
regular exchanges. 

Another and more common form of bucket shop is 
the one that poses as "bankers and brokers," advertis
ing extensively, but having no exchange memberships. 
Their methods of business are in elleet the same as 
those mentioned in the first class, only they make a 
pretense of conducting a regular business when in fact 
they do not. Several cases have been exposed where 
these concerns have telegraph instmments in their offices 
apparently being operated during businesS hours when 
in fact they have no connection at an with the outside 
world. The purpose of this deceit is to induce the ens
tomer and the police authorities to think that stock is 
actually being sold npon the exchange. 

Another e1ass of bucket shops are run by exchange 
members. While this is against the rules of the ex
change, and subjects a member to expulsion if found 
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guilty, yet it is practised to a greater or less extent by 
some hous'es. 

'The more common practice, however, among mem
bers of thci exchange who desire to reap the benefits 
of pucket shop methods and at the same time not to 
subject themselves to the liability of the practice is 
to "sell their customers out." It is accomplished' in 
this way: The brokerage house carrying a line of stocks 
"long" for different customers conceives the idea that 
the market is going down, and they go upon the ex
change and sell the stocks which they are carrying 
"long" for their customers. If the market declines, of 
course the brokerage house wins; if it continues to 
advance, they lose. This plan is resorted to occasion
ally for self-preservation. In a rapidly declining market 
the customers may for one reason or another fail to 
respond when called for more margins, leaving the 
broker with the stock on his hands, which he cannot 
sell in time to protect himself-the reason being that 
sometimes within an hour the stock will decline in price 
a great deal more than the margin deposited by the 
customer; and in such panics it is impossible at times 
to have orders executed on time to protect the seller. 

The usual cause of the failure of stock brokerage 
houses is the practice of selling their customers "short," 
which is practically, though not technically, "bucket
ing." 

The bucket shop appeals to several classes of specu
lators, notably: 

I. The small trader whose account is refused by 
legitimate concerns. 

2. The trader who believes that he can more advan
laii:eously trade on board quotations than on open mar-
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ket quotations. The small speculators supply the bulk 
of the bucket shop business. 

Bucket shops as a rule have been run by men with 
little honesty of purpose. The real proprietocs are 
usually concealed under some such name as "The New 
York Banking & Brokerage Co.;p or again, the busi
ness may be run in the name of clerks who have no 
financial interest beyond their weekly compensation. 

The business when carried on with sufficient capital 
has been usually highly profitable. The amount of cap
ital required to conduct a bucket shop depends on the 
volume of its business. It must have enough to with
stand any initial losses with customers. Anywhere 
from five thousand dollars to one hundred, thousand 
dollars is required to make the investment reasonably 
safe for the proprietors. 

Some theories of successful bucket shop proprietors 
are: 

That four out of five speculators lose money in stock 
speculation and that the steady player is sure to lose. 

That the most certain losers are the small speculators 
and those who operate on a margin. 

That the smaller the margin the greater the chance 
of loss by the speculator, hence the preference for small 
margins. 

That to encourage a speculator to pyramid on his 
success and enlarge the scope of his transactions is to 
win all his money in the long run. 

That it is policy to payout winnings promptly to new 
customers, who, once satisfied of financial responsibility, 
are forever after credulous. 

That speculators rarely draw down their profits, but 
persist invariably in wanting more, and in this fact 
exists the bucket shop operators' safety. 



266 AMERICAN FINANC1AL METHODS 

"Of course," explained a bucket shop broker to the 
writer, "this is a gambling game. There are thousands 
of tricks to it. The average speculator is a fool in be
lieving that he can guess a game which he knows noth
ing about. For example, suppose a large bucket shop 
has persuaded its customers to buy in the aggregate 
10,000 shares of Sugar on small margins. It is short 
just that much on the books. The operator will then 
make a play in the open market. He will send in a 
broker he employs to the Sugar crowd, and there are 
times when he has his own representative on the ex
change, to .sell the market off a couple of points in 
order to wipe out his customers' accounts. He is will
ing to lose $1000 to make $10,000. This has been done 
many times. And then again I have known clever ad
venturers to work precisely the same game with the 
bucket shops. They have planted orders in all the 
bucket shops and then have hastily manipulated the 
stock market to successfully execute a heavy winning 
play." 

In conducting a bucket shop it is practically impos
sible for the proprietor to win in a rising market, for 
the reason that almost all bucket shop speculators are 
bulls. In a rapidly shifting market or in a declining 
market the bucket shop almost invariably wins. 

The bucket shop has no use fOl" customers who trade 
and take small losses. They want customers who win 
take long chances, and those who will pyramid their 
profits; the theory being that the customer who pyra
mids his profits is sure at some time to lose his total 
investment, for there always has been and always will 
be fluctuations in the market sufficient to wipe out the 
operator who is carrying his stock on sman margins. 

Experience teaches a bucket shop operator that the 
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average speculator will play the game in this way: He 
is a bull and buys stock.. He is successful and runs 
$roo into $r,ooo. tie then writes for or demands in 
person his principal and profits. The money is prompt
ly paid. The successful speculator then concludes that 
the firm is financially sound. He believes that he is 
the one man in one thousand who can call the turns of 
the market. Fortune is in his grasp.5uccess makes'~ 
iiimconceited, less careful and more daring. He re
turns the $r,ooo and possibly more. He may interest 
One or two friends to try the same ..p~!!.d!.£..a2 to for
tune. He resumes trading on the bull side. 

Giving him the best luck possible, we find that 'he 
has increased his $1,000 to $2,000. The chances are 
that he is now overtrading, or scattered all over the 
board-trading in too many stock&-and so extended 
that any sharp setiback in the market will wipe him out. 
Along comes an unfavorable development. The mar
ket breaks J, 2, 3, 4 or 5 points, and our speculating 
country customer is wiped out. 

The lesson does not prove to be a valuable one. 
The speculator tries again. He has abandoned his idea 
that he is going to make a fortune. He now humbly 
aspires to "get event or in other words to recover his 
lost money. In the attempt to get even he loses more 
money, and then sensibly quits gambling in stocks or 
becomes a confirmed "piker" and a victim of the gam
bling habit. Once acquired it is as hard to shake off 
as a taste for strong drink. 

A contemporary writer says: "The large number of 
gambling places in the country known as ibucket shops, 
with their frequent failures and resultant disclosure of 
their unscrupulous methods, yet with a train of victims 
which seemingly is larger after each new exposure, is 
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causing a great deal of moralizing these days, provok
ing inquiry whether the American people are more fool
ish and ignorant than they are usually thought to he, 
and whether this folly and ignorance is growing. 

"There is no doubt that among the customers of 
these bucket shops there are many of the gullible sort 
who spend their lives and what little cash resources they 
possess in attempting to extract wealth from one vis
ionary project after another. But the fundamental 
reason why bucket shops flourish is that American 
people as a people are irresistibly fond of financial spec
ulation. While our countrymen can in no wise be called 
a nation of gamblers, and while great speculative 
manias, such as the South Sea Bubble, the John Law 
scheme or the tulip craze have never possessed the 
whole country, as each in tum swept over parts of 
Europe in the last two centuries, there exists a strong 
element in our national character wherein th~)ove of 
venture and the dominance of a lively imagination hold 
full sway. This tendency, of course, is most noticeable 
i; -a period of great prosperity like that which so hap
pily exists at present; and the most natnral direction 
of this manifestation is in the shares of the great rail
way and industrial corporations through which the 
country's prosperity chie8y pulsates. 

"The bucket shop offers the readiest road of specu
lation. The man in a country village who would besi
tate to put $10 upon a roulette wheel would willingly 
buy ten shares of a railway stock in the office of one 
of the numerous 'investment companies' or bucket shops 
of similar high name which are located in this town. 
Stock speculation through the regular channels 01 a 
Stock Exchange house is costly and complicated. The 
commissions and interest charges are 1arge and most 
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of theses houses do not care to accept sman amounts 
or to deal in less than one hundred shares of stock, 
save for very well-known customers. It is carried on 
with difticulty by a speculator living in a small town 
where he does not have frequent access to market re
ports. And the customer of a Stock Exchange house 
may, if the market goes heavily against him, lose not 
only the margin of his investmeot, but find himself 
heavily in debt to his broker besides. 

"Bucket shops do business on a very different prin
ciple. They neither buy nor sen the stocks upon or
ders given to them by their customers, and in very 
many instances they make no pretense of assuming to 
do this, nor do their customers have any idea that their 
'orders' to buy and sell are obeyed. Both parties to 
the operation look upon it in its true light of a simple 
bet made that a stock quoted upon the New York 
stock Exchange win go up or down "within certain 
limits. The commission charged by the bucket shop 
keeper is much less than that of a Stock Exchange firm. 
The bucket shop man is wining to deal in very small 
lots of stock, accepting very sman margins. He charges 
his customer no interest for the money which, if the 
business was done in the usual way, would have to be 
borrowed to pay for the stocks actually purchased. 
Moreover, the bucket shop keeper allows his customer 
to begin 01' close his trade at a definite quotation as it 
appears upon the ticker of the Stock Exchange opera
tions, and he closes the customer's account instantly 
upon the exhaustion of the margin, so that the cus
tomer is assured that no further claim is to be made 
upon him in case the market stiD continues to go against 
him. The bucket shop keeper, however, for his part 
often declines to allow an ac:camulated profit in certain 
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stocks to run beyond a certain figure, and he is gener
ally willing to deal in but small lots of stocks. His 
whole system of doing business is one which presents 
very great inducements to the small speculator, and 
if these inducements could be offered by any responsible 
house having a membership in the Stock Exchange, 
that house would very soon have a monopoly of specu
lative operations conducted by the outside public in 
Wall Street. 

"Where, then, does the bucket shop keeper make his 
money? In this, simply that, as his operations are, in 
reality, those of a series of bets with his customers, the 
bets, so far as the customers are concerned, take the 
form of guesses as to which way the stock market will 
go; and experience has demonstrated that such guesses 
of the general run of people are in the main incorrect, 
and that there is a steady, average profit to be had in 
miscellaneously accepting, or, as the slang of Wall 
Street has it, 'coppering' them. As most of the out
siders are 'lambs; as they are called in Wall Street, 
they buy stocks rather than sell them, so that the cus
tomers of bucket shops find their greatest profits and 
the keeper of the concern his greatest loss in periods 
of prosperity and advancing markets. Then if the 
bucket shop man is a dishonest individual, as he usually 
is, he finds it convenient to fail at the proper time, 
sweeping into his own pocket all the margins and paper 
profits of his patrons. Many of these patrons, indeed, 
are far from being innocent and unsuspecting lambs. 
They have no ilIustions on the score of the game they 
are playing, and they know that the bucket shop keeper 
is probably a pretty 'crooked' person. They are apt 
to belong to that unbappy class of individuals known 
as the 'ghosts' of Wall Street, that is, men who once 



AMERICAN FINANCIAL METHODS 27i 

did business there on a large scale, but have lost the 
money they won and are forced to gamble, if they 

• gamble at all, in a very humble way. The question on 
which most of these men concentrate their attention 
is the possibility of the bucket shop fa,i1ing, and after 
a prolonged 'buU' market, when they know that the 
proprietor of the concern is probably losing heavily, 
they take their profits in cash, if they have any, and 
beware the shop as a very dangerous locality. 

"It is very clear, therefore, that the business of try
ing to speculate by means of bucket shops is extremely 
hazardous. If a man feels he must speculate, he ought 
to become. a customer of a house having membership 
in the Stock or Con!lblidated Exchanges. And it is 
still as true as it ever was that the best way to make. 
money is not to speculate at all." -_. ---

TICKER' ABBREVIATIONS. 

FOil NEW YORK, BOSTON, CHICAGO, PHILADELPHIA AND 

PITTSBURG. 

Alleghany Valley 
American Railways 
Ann Arbor 
Atlantic City R.R. 
Atchison, Topeka & Santa Fe 
Atlantic Coast Line 
Baltimore &. Ohio 
Boston & Albany 
Boston & LoweU 
Boston & Maine 
Boston & Providence 
Boston Elevated 
Boston Sub.· Elevated 

AV 
• ARC 

AN 
ATL 

A 
AX 
BO 
BA 

L 
BM 
BP 

LV 
BS 
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Boston & Worcester Elevated 
Brooklyn Rapid Transit 
Buffalo, Rochester & Pittsburg 
Boston & Susquebanna 
Bnrlington C. R. & No. 
Canada Southern 
Canadian Pacific 
Central of Georgia 
Central of New Jersey 
Chesapeake & Ohio 
Chicago & Alt. 
Chicago City Railway 
Chicago & Eastern D1inois 
Chicago Great Western Railway 
Chicago, Indiana & L. 
Chicago & Northwestern 
Chicago Railways 

WO 
B 

BR 
BSP 

BC 
CS 
CA 
CC 

J 
CO 

ALT 
CRY 

CE 
CW 

CI 
NW 

CRY 
Oeveland, Cmcinnati, Chicago & St. Louis Ry. 
Cmcinnati Ham. & Day 

CC 
CRD 
PTT 
CLW 

Oeveland& Pittsburg 
Oeveland Lac. & Wheal 
Colorado & Southern 
Colorado Midland 
Connecticut & Pass 
Connecticut River 
Continental Pass 
Consol. Traction of N. J. 
Cripple Creek 
Delaware & Hudson 
Delaware, Lackawanna & Western 
Denver & Rio Grande 
Des Moines & Ft. Dodge R.R. 
Detroit & Mack. 
Detroit United Railway 

ex 
CM 
CP 
CR 

CTL 
NJTRC 

'CCK 
DH 
DL 

D 
DES 
DE 
DU 
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Erie 
Fitchburg 
George Ry. & Elect. 
German Pass 
Gr. Bay & W. 
Gulf & Sh. Island 
Great Northern Ry. 
Halifax Tram 
Hav. Elevated Ry. 
Hook Valley Ry. 
H. P. Mt. Joy & L. 
Hunt & B. T. 
Illinois Central 
Indiana, Illineis & Iowa 
Indiana Street Ry. 
Indiana Un. Tract. 
Interborough-Metropolitan Co. 
Inter. & Gt. No. 
Inter. Tract. 
Interstate Rys. 
Iowa Central 
Kansas & Michigan 
K. C. Fts. & M. Ry. 
Kansas C. Ry. & L. 
Kansas City Southern 
Kansas C. M. & B. 
Keokuk & Des Moines 
Lake Erie & Western 
La. Sh. & MS. 
Lake St. Lawrence 
Lehigh Valley 
Little Schuylkill 
Long Island 
St. Louis & Nashville 
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ES 
. FIT 

GA 
GMN 

GN 
GF 

GNR 
HX 
HN 
HV 
HP 
HR 
.IL 

INA 
IND 
IUT 

IB 
IT 

INT 
IS 
IA 

KM 
KU 

KORL 
KSU 
KMB 

KK 
EW 
LS 

LAKE 
LV 
LS 
LI 
L 
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Maine Central 
Manhattan Ry. 
Massachusetts Electric Co. 
Met. St. Ry. 
Met. W. S. E1. Ch. 
Mexico Central 
Mexico Tram. 
Michigan Central 
Mine H. & Sch. Hav. 
Minneapolis & St. Louis 
M. St. P. & S. S. M. 
Missouri. Kansas & E. 
Mo. K. & Tex. 
Missouri & Pacific 
Mobile &P. 
Montreal St. Ry. 
Morris & Essex 
N. Ch. St. Louis 
Nat. R.R. of M. 
Newark Pass. 
N. Y. Central 
N. Y .• Chicago & St. Louis 
N. Y .• Lack. & W. 
N. Y .• N. H. & H. 
N. Y .• Ontario & Wisconsin 
N. Y .• Phil. & Nor. 
N. Y., Susquehanna 
Nor. & West. 
Northern Central 
Northemwestem Elevated 
North Pacific 
North Penn. 
North Ry. 
Nor. & Wor. 

MC 
M 

ME 
MR 
MV 

MXC 
MXT 

MC 
MH 

MGE 
MSM 

KS 
K 

MP 
MO 
ST 

ME 
CH 

N 
NEW 
CEN 

SL 
NL 
NH 
OW 

NYP 
SW 

N 
NN 

NWL 
NP 

NPN 
NOR 
NW 
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Old Colony 
Peun.. R.R. 
Peoria & East. 
Pere Marq. 
Philadelphia, Baltimore & Wash. 
Philadelphia Company 
Philadelphia & Erie 
PhiL & Trenton 
Phil Rapid Transit 
PhiL Traction 
Phil., Wit & Balt. 
Pittsburg & St. Louis 
Pittsburg, Ft. W. & c. 
Pittsburg, McK. & Y. 
Providence & Wor. 
R.R. Securities 
Rys. Co. Gon. 
Reading 
Ridge Avenue 
Rio de Janeiro Tramway, Lt. & P. Co. 
Rio Gd. West. 
R.och. Ry. & Lt. 
Rock Island 
Rome, Wt. & Og. 
Rutland 
Sao. Pt!. & P. 
Sav. Electric Co. 
St. ]es. & G. I. 
St. Louis & Santa Fe 
St. Louis S. W. 
Seab. Air L 
Seattle E. Co. 
Second Avenue of Pittsburg 
Second & Third 

275 

OC 
PA 
PE 

POT 
PEW 

PH 
PE 

P&T 
PRT 
TRC 
PWB 

PT 
FW 

PMY 
PW 

RSY 
RC 
RG 

. RAP 
RIO 
RO 

RRL 
R 

RW 
RV 
SP 

SAV 
]G 
SF 
ss. 
SB 
SE 

2d Ave 
S&T 
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So. Side El. 
Southern Pacific 
Southern Ry. 
Syracuse Rapid Transit 
Texas & Pacific 
Term. of St. Louis 
Third Ave. 
Third & Fifth Pass. 
Tal. & O. Central 
Tal. Pea. & W. 
Tal. Ry. & Lt. 
Tal. St. L. & W. 
Toronto Ry. 
Tri-City Ry. & Lt. 
Twin City R. T. 
U1. & Del. 
Un. Elec. Ry. (Lon.) 
Union Pacific 
Union :rraction 
Union Traction (Ind.) 
United of N. J. 
United R.R. San Fr. 
United of St. Louis 
Un. Rys. Inv. Co. 
Vandalia R.R. 
Ver. & Mass. Ry. 
Wabash 
Wabash, Pittsburg T. Ry. 
West. Chicago St. 
West- End St. 
West. Jer. & S. S. 
West Maryland 
West Penn. 

SSJ.. 
SP 
SB 

SYR 
T 

TAS 
TAV 
T&F 

Y 
TP 
TO 

TOW 
TY 

TCPR 
TW 
UD 
LU 

U 
UT 

UTI 
NJ 

UNR 
USL 
UW 
VN 
VM 
WA 
WP 

WCH 
WER 
WJS 
WM 

WPR 
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West N. Y. & Pa. WNY 
Wheel & L. E. WL 
WinD. E1. Ry. WV 
WIS. Cent. we 
Worcester N. & R. WNR 



CHAPTER X. 

TRADING ON STOCK AND COM
MODITY EXCHANGES. 
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TRADING ON EXCHANGES .. 

ALL American development is the result of specu
lation. To go back to the first principles; even 
the discovery of America was a speculation on 

the part of the Spanish Queen. The sacrifice which she 
made in pawning her jewels to provide Columbus with 
ships and men bore fruit not alone to her and her 
people, but to all posterity, and it is to her extremely 
great speculative risk that this great nation, with its 
hundreds and thousands of millions of wealth, owes its 
existence. 

Merchandising, manufacturing and in fact all busi
ness is speculation, for the simple reason that it is 
anticipating the future wants of others. Likewise the 
same principle applies to all investments, and on the 
correctness of the judgment exercised depends the suc
cess and profit of the undertaking. 

Merchants buy goods for the purpose of trade and 
profit; they hold them for all advance, and generally 
sell when it comes. Men buy stocks on the same prin
ciple and sell for the same reason. & they engage in 
trade to make money, so they buy and sell stocks to 
make money. 

Every man has seen- in his own experience the results 
of speculation which go by the name of business enter
prises. Take, for example, the man who decides that 
there is room for another hat store in the town in 
which he lives. The rent which he pays, the money 
which he invests for his stock and fixtures, the credit 
whkb he obtains from the manufacturer, are ALL a 
speculative risk, based upon his belief that a good active 
man can successfully carry on a hat business in oppo
sition to the existing store. If he takes the trouble to 
study conditions, if he advises with his friends as to 
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the wisdom of the location which he has selected, etc., 
he makes a success of his venture. We refer to this 
instance because the conditions are identical with a 
speculation in securities. He has his original invest
ment of capital just as a speculator in stock puts up a 
margin. He buys very much in excess of what he pays 
for in cash, just as the speculator buys very much more 
stock than his capital would pay for. In one case, the 
manufacturer supplies the money and borrows it from 
the bank, and in the other case the broker supplies the 
money and borrows it from the bank. The man who 
starts a store does not rely upon his own capital alone, 
but, based upon that capital, obtains credit from the 
manufacturer from whom he buys his goods. We mean 
the successful merchant does this. A man with $1,000 
or $2,000 can hire a store, stock it with a small amount 
of goods, and make a living, but no great mercantile 
concern ever developed from such methods. The suc
cessful merchant puts his own money into his business, 
goes to the manufacturer and tells him just how much 
capital he has, and obtains a credit, with which he buys 
many thousands of dollars worth of goods upon his 
investment of $1,000 01' $2,000. He is not buying upon 
credit, but is basing his purchase upon his own original 
capital investment. He is in the position of the man 
who buys stocks upon margin. 

TRADING ON MARGIN. 

We have spoken about the similarity between buying 
a $10,000 stock of goods for a store, on a capital of 
$1,000, and buying $10,000 of securities on a capital 
of $500 to $1,000. The one instance you recognize as 
business credit; the other is ca11ed trading on margin. 
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To buy stocks on margin is to take advantage of 
one's credit, and it enables a man to secure all the 
profits as fully as though he had paid cash for the 
article, hence the great bulk of trading on the New 
York Stock Exchange and other exchanges is on the 
margin plan. 

Instead of your .paying the full value in cash you 
deposit five per cent. or more of the par value-that is, 
five dollars or more f~r each share that you :buy-and 
the balance of the money to be paid in full for the stock. 
your broker will supply, and hold the stock for your 
account until it is sold. A margin of $500 will buy just 
as much stock and secure just as much profit as the 
suin of $Io,ooo-were you to pay in full for the pur
chase. Your risk is a decline in the price of such stock, 

. low enough to use up or exhaust your deposit of margin; 
in which instance you either put up more margin, or 
the broker is forced to sell to protect himself. 

On the Stock Exchange there is, we will say, a stock 
selling at $40 per share that has never yet paid a divi
dend. But you have reasons for thinking that a divi
dend will soon be paid, and at a rate sufficient to war
rant an advance in the price of that stock to $50 per 
share. You have, say, $2,000, and with this sum you 
purchase 50 shares. 

When you bought 50 shares of stock at $40 a share 
with your $2,000 the certificates were delivered to you, 
and you own this stock. But as far as dollars and 
cents are concerned you bought those 50 shares on 
margin of 40 points. On each share you paid just $40. 
On a $40 stock, 40 points would be too much margin. 
Ten points would be perfectly safe, and there would 
not be much risk in buyitig a security on a five-point 
margin. To illustrate the point, let us assume the deal 
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to be made on the latter plan. With your $2,000 you 
purchase 400 shares of that same $40 stock and the 
certificates are delivered just the same as in the first 
instance-except that the broker retains possession of 
them, instead of handing them over to you, because 
you have made a payment on them of only $5 per share, 
and the broker pays the remaining $35 per share out 
of his own pocket, provided he is not bucketing. So 
he keeps the stock as security for the amount you owe 
him, or $35 per share. 

When you buy 50 shares of a $40 stock outright you 
require a capital of $2,000. With that same amount 
of money you can buy 400 shares of the same-stock 
on a five-point margin. Now, just figure out where you 
stand in each case in the event of an advance of five 
points-which means $5 per share-in the price of the 
stock. The man who has bought 50 shares outright 
makes a profit on such an advance of $250. The man 
who has bought 400 shares on margin makes a profit 
of $2,000. Quite a difference-and each man's capital 
was identically the same. 

MANIPULATION. 

To men of some temperament, buying a stock for 
a long upward swing is as difficult as a real estate pur
chase in which they have to wait for several years be
fore the real outcome can be seen. They are the c1ass 
of men who, in mercantile business, like "quick sales 
and small profits. ~ 

It is not necessary for a man to sit beside the ticker 
and watch it every day to take advantage of ftuctua
tions, because if he gets the right conception of the 
manipulator's plan be can usually judge a day or two 
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ahead when an upward movement is likely to meet 
with a temporary setback, and about how much de
cline in prices will create an opportunity for renewed 
purchases from which a new two or three-point profit 
can be made. 

Those of oUr readers who are inexperienced in mat
ters connected with the stock market may ask how 
it happens that such daily opportunities for profit caD 
exist. 

To properly explain both the daily fluctuations and 
the reasons why profits can be made by patient holders 
in certain stocks, it is necessary for me to say some
thing about an individual who is a good deal of a bug
bear to inexperienced speculators, but who is, in fact, 
one of the most essential factors in the creation of mar
kets. I speak ,of the manipulator. In the first place, 
it might be well to say that the manipulator is only an 
agent. He represents and does all the detail work 
necessary to carry out the great plans of the great 
kings of finance. 

The country periodically goes through long periods 
of gradually increasing prosperity, and after prosperity 
has caused undue inflation in prices and extraordinary 
extravagance, it is, of course, followed by a period of 
depression, which, however, is rarely as long or decisive 
as the period of prosperity. 

During this temporary period of depression some 
badly managed railroads, or some which have been 
overcapitalized, undergo reorganization, and their se
curities gradually fall into the hands of large capitalists, 
who, while accumulating these securities, do all they 
can to increase a feeling of public distrust concerning 
them. In just such a manner the securities of 'the 
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Union Pacific Railroad were accumulated by Kuhn, 
Loeb & Co. and the capitalists allied with them. 

The people who bought Union Pacific at the same 
time Kuhn, Loeb & Co. did, or even a year or two after
ward, did it because they recognized that this important 
group of capitalists had. not accumulated these securi
ties to make a profit of one per cent., but had gone 
into the management of this railroad as a tremendous 
business proposition, and the men who bought the stock 
practica!1y bought into partnership with this important 
group of railroad men and financiers. The details of 
the management of the railroad-which was part of the 
partnership business-and the equa!1y important details 
of the management of the stock market and of the busi
ness, were both in the hands of this financial group. 

Impress this thought thoroughly upon your mind. 
When you buy stock with which any important group 
of financiers is identified, and buy it with the idea of 
selling it later at a higher price, you are practica!1y 
going into partnership with these men on that trans-
action. . 

If you buy stock in the Steel Corporation as an in
vestment you are going into partnership with the offi
cers and directors. This you will readily recognize. 

If, on the other hand, you buy Steel stock as a specu
lation, with the idea of selling it at an advance, you 
are going into partnership with the group of capitalists 
who are looking out for the market interests of that 
stock. They may not be taking any active interest in 
the business management of the company. They select 
officers and directors to attend to that, and simply 

. supervise these officers' work, to make sure that the 
business conditions are such as to warrant them in bold
ing their stock in the corporation. Being assured of 
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this fact they entrust the WOI"k of making the stock 
more valuable in the market to an entirely different set 
of employees, who go by the name of "Manipulators." 

Let us take the example of Union Pacific, after all 
the preliminary work has been done. The stock had 
been accumulated, the necessary arrangements for the 
reorganization of the road had been completed, ample 
capital had been provided, and plans for its manage
ment on a sound and economical basis had been ar
ranged. That part having been completed, some one 
of the group of capitalists made their arrangements to 
take advantage of the impro1fement which was bound 
to follow in the stock market values of the stock. To 
do this a manipulator or set of manipulators were 
employed. 

The first thing necessary ·is to make the stock look 
attractive to the speculator and to the investor. This 
can only be done by creating activity. Activity is 
shown by large recorded transactions, and when the 
natural transactions are small the manipulator has re
course to what are called "matched orders" or "washed. 
sales." These transactions are made by . giving· orders 
la-different brokers, one receiving an order to buy and 
the other to sell the stock. There is no real change 
of ownership, although the orders are usually given 
by different persons, so as not to conflict with the laws 
of the Stock Exchange. This expression, "wash sale," 
is very much misunderstood. 

Even the money, or at least a part of it, which is on 
deposit in the savings bank, helps to carry on the busi
ness of the enterprising merchant and the stock trans
action of the progressive man who speculates, because 
every savings bank keeps a certain part of its deposits 
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with a National Bank, which lends to stock brokers, 
merchants and manufacturers. 

When wash sales take place in a. stock in which 100 

shares only are traded in every day or so, the inten
tion may be to mislead the public; but when wholesale 
transactions are made in this manner it is evident that 
experienced manipulators have been engaged by some 
group of financiers to create a big, broad market for 
the stock, and that a ten, twenty, and perhaps thirty
point movement in the stock is sure to follow. 

You have heard many inexperienced people talk of 
the volume of transactions, and more than half the 
time these people do not realize what this volume 
means. It means almost invariably that a great move
ment is pending in the stock, and if the stock bas been 
dull previously it almost always means that the finan
ciers connected with the company have perfected plans 
which are going to make the stock more valuable, and 
that they have employed the manipulators to help cre
ate that added value in the stock market. In other 
words, the commencement of great activity after a 

. period of du1\ness is an invitation to the experienced 
speculator to join partnership with the big operators 
who have employed the people necessary to carry .on 
the business of making that particular stock se1\ at a 
much higher price. 

Of course, the big opera tors in the stock market and 
the men who create markets are just as anxious to se1\ 
at the top and buy at the bottom as the sma1\er oper
ators, and to do this they are obliged to make a great 
number of intermediate minor movements, so that the 
great mass of speculators-known as "the public'
who are trading without the proper kind of advice, wi1\ 
be misled. Therefore, especia1\y during the early stages 
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of a big movement in the market, the manipulator 
makes it seem as if the movement had culminated by 
causing downward movements of two or three per cent., 
which induce a great many speculators to sell their 
stocks and sometimes go "short" of the market. These 
momentary breaks with the rises that follow give great 
opportunities for daily trading. 

An upward movement in the stock market might be 
likened to the incoming tide. A man standing on the 
seashore for only a few moments and watching the 
waves come in and then recede would be unable to tell 
whether the tide were rising or falling. Some waves 
would seem to come in further than those which had 
preceded and his first thought would be that the tide 
was rising. The next waves would not come in nearly 
as far, and the receding water would apparently go 
much further out ot sea, and his thought would be that 
the tide was going out. 

That is the situation in which the speculator who is 
trying to form an opinion without the aid of good ad
vice frequently finds himself. He thinks that one mo
ment the market is getting ready for a big rise, and a 
day later it looks to him as if it were getting ready for' 
a big fall. He is one of the great mass of inexperienced 
or ill-advised speculators whom the manipulator is paid 
to fool 

The man who stands on the seashore, however, for 
even ten minutes, knows absolutely whether the tide 
is rising or falling. The stone which he has been watch
ing and which was dry a few moments ago, is com
pletely covered with water, although in watching each 
individual wave, he has felt in doubt as to whether it 
were an incoming or an outgoing wave. The man who 
has been watching before deciding, and has taken some 
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landmark upon which to base his opinion, is in the posi
tion of the experienced broker. He does not jump at 
conclusions, and when his opinion is formed it is safe 
to follow. 

If a speculator is interested in a security concerning 
which he has the same absolute assurance that the man 
beside the sea has to whether the tide is coming in or 
going out, he is in a position to make his transactions 
in the market with absolute fearlessness. If he knows 
that every little downward movement is going to be fol
lowed by an upward one, and that in the end the up
ward movement will reach a level higher than the price 
at which the stock stands on the day he commenced his 
trading, he feels no hesitancy whatever about taking ad
vantage of these temporary declines to increase his 
holdings of the stock. 

We speak of this because many men miss their op
portunity of money-making in the Stock" Market by 
trying to buy stock at the lowest possible price. The 
most experienced broker in the world, in fact, the mani
pulator in charge of the stock market, movement, can
not tell the EXACT extent of this little intermediate 
upward and downward movement any more than the 
man standing on the seashore just how far each incom
ing wave will rise, or how far each outgoing wave will 
recede. We have seen many opportunities for great 
big profits lost because men were unwilling to buy at 
least some of their ~~iE~ ~t--.!-h.L!!l.ar!<e~JriC!;.. 
Orders to buy one or two per cent. lower have often 
been found to be just one-quarter or even one-eighth 
too low, and five and ten-point movements have been 
missed in this way. 

It is therefore wisest for a speculator to give his 
order for his initial transaction in a stock at the market 
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price, being carjlful not to buy too heavily at first, so 
that he may be in a position to take advantage of any 
temporary recessions to add to his holdings. 

SHORT SELLING. 

The theory of short trading is a thorn in the side of 
every amateur. Anyone can understand how a profit 
can he made by buying something for one price; .but at 
first it is a very difficult matter how you can sell a thing 
before you buy it. 

As a matter of fact when you are selling stock short, 
you borrow the stock you sell, and later on, at your 
leisure, It IS necessary to buy the same s.1:9.£1$)n, orcJer 
that you may be enabled toretum your loan. Nothing 
could be more simple. When'yoltare trading in any
thing the great point is to sell for more than you pay, 
and it does not makl\ any difference whether you buy 
first or sell first. If your selling price is more than. 
your buying price, you make a profit. ..If it isn't, YOll 

don·t. 
People often sell things "short" in other lines of busi

ness without knowing. 
As an instance, a certain man, whom we call Jones, 

was recently in the office of his friend Brown, who is a 
capitalist. Brown remarked to Jones that he was about 
to buy a certain piece of property; said it had a frontage 
of 100 feet on Broadway and was to cost him $2000 per 
foot, or $200,000. He expected to close the deal with 
the agent that afternoon. 

"Who owns the property?" Jones asked. 
Brown's reply disclosed the fact that the owner was 

a personal friend of Jones. 
After a moment's thought Jones suddenly said: "I'll 
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sell you that same piece of ground for $lgB,ooo-a sav
ing to you of just $2000 on the deal." 

"Why, you don't own the property, how can you sell 
it to me?" 

"Never mind about that," replied Jones. "If you 
want the property at those figures, draw up an agree
ment and I'll sign it right now." 

The agreement is soon drawn and Jones agrees to 
deliver to Brown on or before a certain date that identi
cal piece of ground, title clear, for the sum of $lgB,OOO. 
or $20 per foot less than Brown had expected to pay 
to the agent for the same property. 

Jones is now "short" 100 feet of Broadway property 
at $1<}80 per foot, and evidently expects to buy it at 
a cheaper price in order to fill his contract at a profit. 

Here are the facts. The owner of the ground in
structed his agent to sell for $2000 per foot. The agent 
would receive 5 per cent. commission on the sale, or 
$10,000. Therefore, the owner would receive only 
$1900 per foot net, after paying his agent. Jones goes 
to the owner direct, who is a personal friend of his, and 
offers him $1900 per foot for his property. The owner 
takes him up and the transfer is made. Then Jones 
goes back to Brown and delivers the property to him 
at the price named in their agreement, $lgB,OOO. 

As noted above, Jones originally sold 100 feet of 
ground at $1<}80 per foot, and as we have seen, later 
bought it for $1900 per foot, clearing just $8000 on the 
deal. Or to be more exact, he first contracted to sell 
at a certain price, and later he delivered the goods, as 
per his agreement, having in the meantime been able 
to secure the property at the desired figure. 

As an instance of a "short sale" in the stock market, 
we will assume that you have instructed your broker 
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to sell for your account, 100 shares of sugar at 14S, and 
it afterward declined to 125, at which price yon bought 
it back. You would have a profit of $20 per share, or 
$2000. 

Any contIactor in signing a contIact for a building 
sells "short" the labor and materials which he requires 
to fulfill his contract. He agrees to deliver at a futnre 
date a building complete, at a certain price, expecting 
to secure the material and labor necessary thereto, at 
a lower price than he has conttacted for, thereby realiz
ing a profit on his contract. 

"Short" Trading on the Stock Exchange is the same 
thing, except that instead of making a con~et to de

: liver a certain number of shares of stock, the certificates 
I a~_aetually delivered; and not having thestOCJ<'your
, self with which to make the delivery, you borrow it from 
, ~~~e -who has. When you finally purchase a like 

';-uirihei-Q[' slWes with a view to dosing yOUT trade, 
the certificates thus bought go to the man who loaned 
you the stock at the time yon made the sale. 

STOP ORDERS. 

A "stop order" is a limit of price given by the client 
at which to dose his trade in case the market reaches 
the limit. 

This is only employed to stop a possible loss, and 
always secures you against any serious decline in the 
market. For instance, you buy 10 or 100 shares of 
Southern Pacific at 90, with a stop order at 87-the ad
vantages are manifest. If the stock declines to 87-
three per cent. stop order-your stock is sold out and 
you only lose three per cent., whereas had you not 
placed a stop order, and the stock declined ten or fifteen 
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points, your entire marginal deposit would probably be 
wiped out. 

We think it is a good plan to work with stop orders. 
If you believe a certain stock is going up, come to some 
alieement with yourself as to how far it may fluctuate 
in a downward direction without actually indicating 
serious weakness, and then place your order to sell at 
that low point, to stop loss. This is a particularly good 
plan for some people to follow, as we know a great 
many traders who haven't the "Nerve" to say the word 
that will terminate their punishment when the price 
starts against them. These same traders, however, will 
rush in to receive an insignificant profit the moment it 
heaves in sight, and thus they limit their profits. So 
keep to the safe side and put your stop order at the same 
time you enter your original order to buy or sell, as the 
case may be. 

There are two ways of general trading. One is fol
lowed by the man who terms himself a "scalper" and 
operates for small or fractional profits, and lots of 
them. The other is put into use by the trader who de
sires to operate only occasionally and who believes in 
buying or selling to stay for the long pull. 

We favor working on one plan for a while and then 
switching over to the other, just as found advisable by 
existing conditions of the market; sometimes it is well 
to work one plan in one stock and the other plan in 
another stock simultaneously. 

The idea is this: If you are willing to scalp out small 
or fractional profits, place your stop order a good dis
tance from your buying or seIling point. The farther 
away you put it (until you reach a reasonable limit) 
the greater are your chances of success. For instance, 
if you are willing to secure half-points, you would be 
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foolish tD put your stop order only _e-half point away. 
for that woold limit your chances tD exactly five in 
ten. Or. in other words, it would make an even thing 
of it-and hardly even theD---1When the broker's cum
mission is considered. 

If yon put your stDp order ten points away. that is 
going tD the other extreme. As a rule you will find 
that your stop order should he placled from two to three 
points away. when yon are scalping foc profits from 
one-half tD a full point. 

For the trader who bays or sells foc a long pull. the 
stop order should he placled either ~_close .tD buying 
or selling point or else !-.~~way. .or instance, 
if you think a certain stock is likely tD advance about 
20 points, buy and place your stop order ten or fifteen 
points below the figure at which yon buy. Or. place it 
about a point away; if it caught, then wait patiently 
until the price declines two or three points more. Then 
buy again. 

HOW MARKET MOVEMENTS ARE CAUSED. 

It would take a big hook to tell in detail everything 
that affects prices in Wall Street. We all know that 
when business is good, prices rise; when business is 
bad, prices faIl Usually, tight money, that is, high 
money rates, means lower prices, because people can 
get larger returns by selling their securities and lending 
the money, than they woUld by holding their securities 
and collecting the dividends. Sometimes, however. 
tight money does not cause serious declines, because it 
is the result of temporary conditions, which are created 
by general business prosperity, which of course will in 
torn create greater dividends for the securities. In this 
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latter instance, the holders of securities do not sell for 
the purpose of lending money at higher interest rates, 
but hold their stocks for the increased value which will 
follow increased dividends. 

When tight money is caused by ,business prosperity, 
it is not a bear argument. When it is caused by other 
conditions it is usually followed by lower prices. Be
cause of the money conditions the New York Bank 
statement is always eagerly read by investors, specu
lators and brokers. 

THE BANK STATEMENT. 

The Bank Statement is made up by the Oearing 
House every Saturday morning, and is compiled from 
a statement made by every bank in the Clearing House, 
which shows the conditions of each bank in the fol
lowing particulars: The amount of cash on hand
specie and legal tender being separated; the amount 
of deposits, and the amount of loans. The amount of 
cash shown is not the amount on hand on the preced
ing Friday night, but is determined by adding the 
amount on hand each night during the week and divid
ing the sum by the amount of business days. For 
instance, if a bank has on hand at the end of business 
Saturday $1,000,000, on Monday night $1,000,000 and 
on Tuesday night has $3,000,000, and then falls to 
$1,000,000 on Wednesday, Thursday and Friday nights 
-amounting in all to $8,ooo,ooo-that amount would 
be divided by six, the number of business days, and 
that bank's cash would appear in the Bank Statement 
as $1,333,333, while in fact it really only had $1,000,000 
on the day that the statement was made. The deposits 
and loans are figured in the same way. The statement 
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which is published is made up by adding the average 
holdings of cash, the average deposits, and the average 
loans of all the banks. 

The Bank Statement as it is published ends with a 
statement concerning the Reserve. This Reserve is 
a requirement of the National Banking Law, which says 
that a bank in large cities like New York must have 
in its vaults in actual cash at all times an amount equal 
to at least 25 per cent. of its deposits. The intention 
of the lawmakers was that a hank should always be 
prepared to pay any demands, and it was supposed 
that Dot over 25 per cent. of the depositors would ever 
call for their cash in one day. Let us assume that the 
total deposits of the New York banks are $100,000,000 

(they are of course very greatly in excess of this) the 
National Banking Law would require those banks to 
have at least $25,000,000 in specie and currency in their 
vaults, and whatever amount they hold in excess of 
that $25,000,000 would appear in the Bank Statement 
as the surplus Reserve. The Secretary of the Treasury 
. is supposed to DOtify any hank that does Dot keep its 
full reserve on hand, that it must take steps to do so, 
or go out of business. For this reason, when a hank 
finds itself with a deficiency below what is called the 
legal reserve on hand, it is compelled to call on bor
rowers to pay their loans. Consequently, if there is 
ouly a small surplus above the Legal Reserve, Wall 
Street expects that money rates the following week 
will be much higher, because varions banks will be 
obliged to call loans, and the borrowers will have to 
hunt around for some other money lender or sell their 
securities. For this reason, when the surplus reserve 
is low, and the Bank Statement shows a decrease in 
the surplus reserve held, there is usually considerable 
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selling of stock in anticipation of lower prices early 
the following week. When the surplus reserve is 
$10,000,000 or over, a difference 01 a million or two 
either way does not affect speculation, but when the 
surplus reserve is only $2,000,000 or $3,000,000 even a 
comparatively small decrease is likely to cause a sharp 
decline in the stock market. 

Of course, the two ways in which the cash in the 
banks decreases are through their payment to depos
itors in cash, or through their loaning money either on 
stock collateral or on notes made by merchants. Either 
way draws money out 01 a bank. 

The manner in which the cash in a bank is increased 
is through an increase in its deposits, or as a result 
01 a repayment of loans. As banks always like to keep 
themselves in a strong position-that is, with a much 
greater reserve than the National Banking Law re
quires-Wall Street is inclined to feel that when the 
loans are increased at a time when the surplus reserve 
is comparatively low it means that the demand for 
money from influential people is so great that the banks 
feel themselves obliged to increase their loans, when 
business prudence would dictate a decrease. There
fore, when the reserves are comparatively low, and the 
Bank Statement shows an increase in loans, even if 
accompanied by an increase in deposits, Wall Street 
grows somewhat bearish, and stocks are likely to de
cline. If, on the other hand, at a time of low reserves, 
the loans show a decrease, Wall Street heaves a sigh 
of relief and says that the bankers are working out the 
money problem successfully. 

At certain periods of the year, however, bank re
serves are always small, and at others they are always 
large, and while at one period a surplus reserve of 
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$3,000,000 would mean "tight money," at another time 
of year it would simply indicate that the money was 
going to move the crops and would shortly return to 
New York in greater volume. 

PUTS AND CALLS. 

Stock privileges are contracts giving the bearer the 
privilege of buying or selling stock (selected and named 
in the contract) for any time between 10, 30, 60 and 90 
days, or even longer at holder's option. 

They are of four kinds, viz.: Puts, Calls, Spreads 
and Straddles. 

The holder of a Privilege is entitled to all the profits 
of the stock named in the contract, which is virtually 
the same as if he owned the stock itself. 

The object of issuing stock privileges is to enable 
persons of limited means to participate in Wall Street 
operations on such small sums of money as come within 
the reach of everyone. 

Each privilege realizes a profit in proportion to the 
fluctuation of the stock beyond the price of contract 
during the 30 days. A rise or fall of $1 per share gives 
a profit of $100 on a contract for 100 shares of stock; 
$5 gives a profit of $500 on 100 shares of stock, and 
so on. A privilege may be closed at any time during 
the life of the contract; it is not necessary to wait until 
the day it expires, but is good until date of expiration, 
30, 60 or 90 days, as the case may be. 

Al CALL. 

A Call is a written agreement by which the issuer 
agrees to deliver to the holder the stock named in the 
contract within a certain time at a certain price at the 
option of the holder of the call. TIlustration: B signs 
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a written agreement to deliver 500 shares of a certain 
stock to C at 100 at any time within 30 days if C de
mands or calls it. B sells this agreement to C for 
one per cent. ($500). If within the 30 days the price 
of the stock advances so that C can sell it at a profit 
he sells it in the open market and calls upon B to 
deliver it. If he buys it at 100 it must go above 101 
before he can make a profit, because he paid one per 
cent for the privilege. If the stock declines below 100, 
or in fact remains below 101, he would not, of course, 
call it. The object of a call is to CALL THE STOCK 
MARKET at a higher price, plus the price of the call. 
Within the price the customer would not, of course, call 
it, and the call expires. The customer, however, for
feits the $500 paid for the privilege of calling the stock, 
whether he calls it or not. If a stock sells ex-dividend 
during the life of a call, the dividend goes to the holder 
of the call ONLY IF HE CALLS THE STOCK. 
Otherwise nothing is done and the call simply expires. 

A PUT. 

A Put is a signed agreement binding the issuer to 
receive from the holder the stock named in the agree
ment at a certain price within a certain time. A broker 
signs a printed order to receive 500 shares of a certain 
stock from a customer at 100 at any time within 30 
days. The .broker sells this put for $500. If within 
the 30 days the stock declines in price, so that the cus
tomer may buy it in the open market at a profit, he 
puts (or sells) it to the broker at 100, the price agreed 
upon, and buys it in the open market at, say 95, thereby 
making five points ($2500) profits, less the one point 
($500) he paid for the privilege (put). If the stock 
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advances, the customer will not, of course, pnt it to 
the broker for the reason that he then would have to 
buy it at a higher price in the open market. 

The object (in a pnt) is to pnt it (or sell it) at one 
price, and bny it in at a lower price. In executing a 
call the customer CALLS it from the broker at a low 
price and sells in in the open market at a higher price. 
A PUT operates if the market price goes down, while 
a CALL operates if the market price goes np. If the 
customer does not execute his privilege it expires, and 
the amount of money paid for it ($500) is forfeited. 

If a dividend becomes due during the life of a PUT 
the customer pays the dividend to the broker only if he 
puts the stock. If he does not PUT the stock, the divi
dend is neither charged nor credited to the account. 

A STRADDLE. 

A Straddle is a double privilege in one contract, like 
a Spread, with the difference that it is always issued 
at the exact selling price of the stock. As there is no 
consideration of distance in a straddle the cost is great
er and ranges from $150 to $1000, according to the 
activity of the stock. Having a straddle you are able 
to operate in buying and selling at once without wait
ing for it to go beyond the distance. A straddle is 
available at the first variation of a stock-thus, if JOU 

have a straddle on Pacific Mail at 30, which is th'.: 
exact market price at the time of taking, all that the 
stock varies above or below that figure afterward forms 
part of the profit. Many operators for a rise in stock, 
or who are in the bull interest, deal only in puts, which 
seems going by contraries, but it is the same policy 
wllich takes a call for the purpose of selling short 



302 AMERICAN FINANCIAL METHODS 

against it any time when the tendency of the stock is 
downward. If the stock only declines to the price of 
the put you can buy the stock for an equal number of 
·shares, placing the put in security in lieu of cash and 
reap the profits of the advance. If the stock declines 
instead of going up you make by the put aU that you 
would lose by the purchase of the stock you thought 
would advance, and save your money; but if you had 
bought the stock without this protection in a regular 
way, on a moneyed margin, you would lose heavily if 
the decline was serious. Now, if by the illustration 
we have given of the working of a 200-share CALL, 
you had taken a 200-share PUT, and standing on 100 

shares and buying against 100 shares, the profits by a 
decline of the stock would be exactly what they were 
shown to be by means of a 200-share can in an advance. 

A SPREAD OR DOUBLE PRIVILEGE. 

A Spread or Double Privilege embraces both can 
and put in one contract. The se\)er agrees to sell to 
Or purchase from the bearer a certain number of shares 
of a specified stock. If you have a spread on 100 shares 
of Western Union, for instance, at par on the can side 
and at 98 on the put side, and the stock advances to 
loS, you caU the stock on the maker of a privilege, 
realizing as a profit the difference of 8 per cent., or 
$800, less the cost of the privilege and commission. 
On the other hand, should the stock decline to 90 you 
put the stock to the maker of the privilege, realizing 
the difference of 8 per cent., or $800, less the cost of 
the paper and commission. 
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DISTANCES. 

Privileges are always issued at a certain mstaJice from 
the market price, the distance being p!"oportioned to 
the amount o( money paid (or the same, and to the 
activity of the stock selected (Of" speculation. Distances 
are usually greater in stock liable to pool manipulation 
and consequently heavy fluctuations than in purely in
vestment stocks, in which the rise and fall in values 
is graduated by the money market and the amount o( 
general business transacted. Consequently, to the ell'
perienced operator, the greater the distance, within 
reasonable limits, at which a privilege is issued, the 
greater the profit to be apected. These privileges 
are issued by prominent members o( the exchange or 
capitalists, running from one to six months, prices 
varying according to length of time they have to run. 

CLOSING CONTRACTS. 

Opportunities frequently present themselves before 
the expiration of a contract to speculate on them in the 
general market. Thus, if, for illustration, you have a 
spread on P. M. at 39 on the put side and 44 on the 
call side, and the quotation of the stock when the privi- • 
lege is made is 41 and the price of the stock advances 
to 43~, and there are excellent reasons for believing 
that before a future advance is made a decline of one 
or two per cent. may be expected, you can sell the 
stock, putting up the cost difference of one-half per 
cent. between the price of 43~ and 44 (the call side 
of the contract) which serves you against any further 
possible loss. If the stock declines to 40 you close your 
short sale, realizing a profit equal to the difference 
between 43~ and 40. or $350. less commissions, and 
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you can then reverse your tactics, purchasing against 
your put as a margin for an advance. In this way 
many of the shrewdest speculatols on the street have 
realized large amounts, with very light and limited 
risks, besides taking an ultimate profit on the privilege 
itself, by putting to or calling the stock of the maker. 
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GRAIN AND PROVISION SPECULATION ON 
EXCHANGES. 

To understand the simplicity of grain speculation 
it is only Decessary to keep this fact in mind: The 
grain market does but two things; it advances and 
it lowers prices, and it does one directly after it bas 
done the other; and the greater the extreme to which 
it bas done either, the more quickly and surely it will 
do the other. From the founding of the Board of Trade 
there is DO record of prices to disprove this. 

A man speculating in grain might be uninformed 
upon any and all the conditions that influence prices; 
he might be utterly indifferent to all statistics, news 
and gossip, and proceeding solely upon this theory of 
alternating declines and rises he will operate with sur
prising success. It is to the agricultural commodities 
of the farm that this a-bsolute safety most particularly 
applies. 

This is the surest of all ways of speculating in grain 
profitably. Examine the records of the Board of Trade 
and you can easily· prove this to your own satisfaction. 
The continual see-saw and alternating reversal of prices 
which you will find, is an argument unanswerable and 
a fact indisputable. In no other commodities are tHe 
up and down changes more frequent and greater than 
in farm products; and he who buys and sells them on 
this system alone, may be invariably a winner, and 
never of necessity a loser. 

TRADING IN HOG PRODUcrS. 
There is but one difference between trading in grain 

and trading in hog products, such as pork, lard, etc. 
The movements of these products are periodical rather 
than everyday fluctuations. They have months, per-
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haps, of dullness, which. may be followed by a whole 
year of serious decline or excited advance. This is 
owing to the fact that they are manufactured goods and 
not raw material. Just as cotton, wheat, com, oats and 
other such raw materials have a daily change in price 
which does not at once disturb the trade value in mus
lin, flour, meal, etc., so the daily fluctuations in the price 
of Jive hogs is not immediately reflected in the price of 
these products. 

MARGINS. 

Grain and pork products may be traded in on margin 
the same as stocks and other securities, the amount of 
margin required being as follows: 

Wheat-8c. per babel 
Corn-2e. per babel 
Oa~2c. per bushel 
Pork---f1,OO per barrel 
BJbs--Y.ac. per pound 
Lard-42000 per tlerce 

,lIKI 00 5,000 ballllel. 
100 00 5,000 bUllbe18 
100 on 1,000 basbela 
3SO on 2150 barre .. 
2ftO OD M,OOO pODDda 
IlOO OD 3iO tIerce 

COMMODITIES. 

Commodities are dealt in on the Board of Trade in 
the following minimum quantities and in multiples of 
the same: 

Wheat, 
COrD, 
0 .... 
Pork, 
Bib .. 
Lard (149 pound. to • tleree), 

1,000 bUllbetll 
1,000 ballbela 
1,000 bo ... I. 

2:W) barrel. 
10,000 PO'Ulde 

2IiO tlereeli 

Wheat is the only grain bought and sold on the 
Board for future delivery in quantities of less than 
5.000 bushels. Trades of 1,000 to 4,000 bushels are 
made and styled "job lots." These trades may, by 
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accumulation, run into large amounts, but the trans
actions must be closed where opened-in the job lots 
crowd. 

COMMISSIONS. 
Commissions are fixed by the rules of the Board at 

the following minimum rates: 

wbea.t-%c. per buabel round trade 
Cor~ per buahel roUDd trade 
Oat.e---%c.. per b1lBhel rounll. trade 
Por~ per barrel round trade 
Rlbe-25e. per 1,000 POUDd8 round trade 
x.rd--Me. per Uerce round trade 

There is a brokerage of 25 cents on short-time in
demnities of 5,000 bushels. The buyer of a long-time 
indemnity pays $1.25 brokerage on each 5,000 bushels, 
but the seller receives the net price. 

FLUCTUATIONS. 
The smallest variations in the price of commodities 

denote losses or profits upon purchases or sales as 
follows: 

I'luctuatlonL Equal to 
Wheat-4ie. per bUlbe1 ",.21 on &,000 bushels 
Co1'Q-l4e. per batbel 6.26 OD n,ooo busbell 
Oalfl-4flc. per buabel 6.215 on &,000 bushels 
Pork-lAlc. per barrel tL2I on ZO barre" 
t..a.rd--2lI.te per 100 poUDds 21.. on 50 tlereea 
R1~e. per 1.000 poun(la 12l5O on r;o.OOO pound, 

When trades are made in equal multiplies of these 
minimum quantities the commodity may be bought at 
I/I5c. lower, or sold I/ISC. higher, by a purchase or 
sale on what is known as a "split." For example, a 
IO,ooo-bushel lot of grain may be bought or sold at 
the fractional figures ~ to ~, and 500 barrels of pork 
at 2~C. to 5c. This means one-half the lot at each 
price. amounting to 1/16 on a whole lot. 
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HOW TO TRADE IN COTTON. 

Cotton is quoted per pound in cents and hundredths 
of a cent; the hundredths are called points, and consti
tute the smallest fluctuation. The minimum trade is 
made for a contract of 100 bales of 500 pounds gross 
each. At 10 cents the amount represented by a con
tract is $5,000; and at II cents, $5,500; each cent per 
pound is equal to $500 per contract, and each point 
amounts to $5. The commission for the double trans
action, buying and selling, is three points, or $15 per 
contract. To safeguard himself against losses, the cot
ton broker or commission merchant requires the de
posit of a certain amount, called margin. It varies 
from $100 to $500, according to the custom of the 
brokerage house and to the market situation. In a 
sluggish market and at low prices many houses accept 
$100 margin, while in erratic markets an~ at high prices 
a larger margin is demanded before opening the ac
count. A margin of $100 covers an adverse fluctuation 
of 20 points, or, deducting the three points commis
sion, of 17 points net. The calculation of differences 
in New York and New Orleans markets is extremely 
simple. Always reckon by points, and bear in mind 
that one point represents $5 per contract of JOO bales. 
The New York market opens at JO A. M. and closes 
at 3 P. M.; Saturday. at J2 noon. The New Orleans 
market opens at a few minutes past 9 A. M. New 
Orleans, or JO A. M. New York, time, and closes at 
2·30 P. M. New Orleans time; Saturdays at J2 noon 
New Orleans time. 
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NATURE OF USES OF COTTON CONTRACTS. 

Many persons have little or nO idea of Cotton Ex
changes, and the trading in contracts lor future deliv
ery, and many believe that those contracts represent 
no real value and are of no legal validity. To show the 
incorrectness of this view we give below the form of 
the contract now in use in the New York Cotton 
Exchange: 

NEW YORK COTTON EXCHANGE CONTRACT. 

New York, .............. 191 

"In consideration of one dollar in hand paid, receipt 
. of which is hereby acknowledged, ............... have 
this day sold (or bought from) .................... .. 
50,000 pounds in about 100 square bales of cotton, 
growth of United States, deliverable Irom licensed ware
house, in the Port of New York, between the first and 
last days of. •..••••.••. next, inclusive. The delivery 
within such time to be at seller's option in one ware
house, upon notice to buyer, as provided by the By
laws and Rules of the New York Cotton Exchange. 
The cotton to ,be of any grade Irom Good, Ordinary 
to Fair inclusive, and il Tinged or Stained, not below 
LOW MIDDLING with addition or deductions lor 
other grades, according to the rates 01 the New York 
Cotton Exchange existing on the day previous to the 
date 01 the translerable notice of delivery. 

"Either party to have the right to can lor a margin, 
as the variations of the market for like deliveries may 
warrant, and which margin shall be kept good. This 
contract is made in view of and in an respects subject 
to the rules. and conditions established by the New 
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York Cotton Exchange, and in ·full accordance with 
Section 92 of the By-laws.". 

Any person who sells such a contract is therefore 
legally obligated to deliver the cotton during the month 
named, and conversely, any person who buys such a 
contract is legally obligated to receive the cotton at 
seller's option of three days during the month named. 
The fact that the seller can relieve himseslf of his obli
gation by purchasing another contract of the same 
month's delivery, or that the buyer can do the same by 
selling a similar contract, in no way alters the case. 
In each instance the party merely transfers his obliga
tion to another, and while such transfers may continue 
indefinitely, those who are at last parties to the con
tract when the month for delivery rolls around must 
fulfill the obligations they have assumed. 

Moreover, it will be perceived that whoever buys such 
a contract will, when the month arrives, receive his 
cotton and have it for sale or use as surely as if he had 
bought bales and stored them away-the fulfillment of 
all contracts being secured by law under By-laws and 
Rules of the Cotton Exchange, while the variations in 
the market fluctuations are secured by the deposits of 
margin in a trust company. On the other hand, anyone 
who sells such a contract against cotton he expects to 
produce or receive, when the month for delivery arrives 
can deliver his cotton on the contract with the certainty 
that he will receive the price stipulated. 

These contracts are simply a mercantile device by 
which parties dealing in, using or producing cotton 
may secure a fixed price at which on a certain date 
in the future they can buy if desired or sell if produced. 



CHAPTER XI. 

INVESTMENTS. 



HOW TO SELECT AND JUDGE INVESTMENTS. 

I T is a uwguized fact that in times of great pr0s

perity -"*1'" ri ed m.-s asuaIIy bay a large 
-mer of IIIIdesirahIe seauitics. The foIIowiDg 

an: IISII2Ily die two chief IGSIOIIS: 

FJrSI!-Dming sacb periods the cost of IRing is so 
higfl that iaftStors are tempted to gin: too much 
thougbt to the amoaat of their diride:ods or inaJme. 
thas aegiectiug to SI:nItiuize with sufficient core the 
quality of the security to lie afi"orded their principal. 

Sea.I----Ia limes of gnat I*usperity the high pri<::es 
b raw matams. manu:factmed prodatts. etc.. lead 
-.as and proprieIon to 1IeJine that Jarger profits 
coaId be made if safIicieot capital were anilahIe to 
c:xtEDd their .. ,spectite fidds of aper.dioa. The natural 
nsd is iDmI.-atioo. in .......,. instaDa:s IIased largely 
..,... estimated eamiags and dJ"eams of the future.. As 
time goes _ and the ineritahIe dedine in the -rome 
cI ""'""'-s tabs place. with lower rangto of prices aD 
akJug the IiDt. the ~ie:uced ilnestOl" or broker, 
no may haft pIattd a part of his fonds in sacb enter-
prises. &ads himsdf the ____ of a dass of searrities 

frua whidt little or DO iaeome is to he deriYed and b 
..mdo tbotR is ahoooiIIteIy DO market.. 

It is oaIy afu:r apesieac:es of this cbarader that 
IIIaElJ' inft5turs and brokers Ieant to always make the 
qaestioa of suarity the primary coosidentioo.. How
eftr, it sboaId _ lie uaderstood that it is difficuJt to 
make a desirable in,estmc:ut in limes of great pr0s

perity. 0.. the COIItrary, daring sacb periods .......,. 
~ and SIOaDd corpooaboas with whose 
seearitia ~ Dnestors and brokers are 
familiar, fiod it apedieat to ____ be:ny b._as. 
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chiefly for the reason that enlarged facilities are essen
tial to meet the increasing demands of their business. 
If the prevailing rates for money, are high, which is 
usually the case at such times, the corporations have 
no alternative except to sell their securities at attractive 
prices. 

The writer has no intention of digoifying by com
parison with conservative investments, certain classes 
of speculative real estate, mining stocks, plantation 
stocks, and numerous questionable propositions. At 
the same time, considering the hundreds of thousands 
of dollars lost by misinformed investors, it is difficult 
to conceive how one writing upon the subject of invest
ment can pass over such a deplorable condition without 
some comment. 

The writer, therefore, takes this opportunity of cau
tioning his readers against having anything whatever 
to do with such propositions. If the scores upon scores 
of securities were all right, which it is claimed by their 
exponents will yield all the way from 8 per cent. to 
50 per cent. annual income, where sound investments 
of permanent and progressive value only earn from 
30 to 6 per cent., then the promoters would experience 
no difficulty in readily securing capital from reputable 
bankers. The reputable banker with his special knowl
edge and years of training, and with the best investi
gating experts at his command, cannot get for his cli
ents sound investments yielding more than from 5 to 6 
per cent., excepting under abnormal condtiions, when 
large and responsible corporations sometimes find it 
necessary to pay high rates of interest for short loans. 
This applies also the advertisements and literature of 
many companies, stating that they are offering securl-
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ties directly to the public, thus saving buyers the bank
er's or broker's commission. 

Investors who are attracted by very expensive ad
vertisements and large type shopld first make inquiry 
as to whether the business had been submitted to repu
table bankers, and, if so, discover the reasons that 
induced bankerS to decline the purchase. 

Yon should not be misled by the statement, often 
made, that SUbscriptions for such securities will be 
received through certain banks or trust companies. 
Such a statement by the sellers, while in some cases 
having the tendency to inspire the confidence of pros
pective buyers, has no direct bearing upon the subject. 
So long as a company selling its securities directly to 
the public is without bad reputation, any institution 
with which it may carry a reasonably large deposit 
account might ·feel perfectly justified in extending such 
an accommodation. Because of such action it is not 
customM')' in business circles to conclude that the insti
tutions endorse the propositions. It is simply and 
purely an accommodation, nothing more, nothing less. 
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