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Gentlemen~ - ~o ~Evans~ ~ ~ , 

I; 

Gbnt leman ~ 

~e have been studying ~he ~uslne~ Kdm~nlstrat~on 

Course for the pn~po~s ~ o f  ~iv~n~ ~he students a v~w of high- 

lights ~of zndu~trial and oommere!al llfeo Ne ~re plan~qi~ ~ for 

~ndustrlal mobmlmzat~o~ and we h~ve to kne~ th~ Army s~de bf xt 
J 

from begxnning t~ end~ ~e also have to know somethzn~ of &.~e 

~ndustr~al end ~o we can ~ntelii~e~tly talk ~o manufacturers and 

producers with a vi@w~of carrying but t~ei~ program in tim's ~of 

~ar. W~ have also ~tUd~e~ t~e ~unotiena of the ~ar F~na~os Got- 

port,on,In ~ts ~ela~ion to 'essential ~nd~st~ in t~me of War ~n~ 

to ba~s ~0 supported those essential mndus~r~e~. 

%e are no~ a~ a oi in our s~dies of ~hat !hmctxons 

~oU~ eommermial banks have in the v~ of sup~ortlng manuf~ot~rers 

• n c~rrying out their no r~l, everday wor~, 

' , Mr~ ~go~h~a ~ans, Jr,, ~V~e Presmdent of the D~strlet 

National Bank~ ~as~xngt~n, DoCo~ hag taken~some of his valuable 

tmme and has v~ery k~ndiy consen~e~ to talk to us a f~w moments on 
v 
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F~NGTI6NS ON A ~O~ERGI~L BANK, 

CotoRel Cart & OfficErs o f  the  Army Indus tr ia l  Col lege .  

I% ~s not ~' purpose to mak~ a speech ~o you but ! w~h 

to t~Ik~to you in a conversational way on thee subject whmch has 

been assigned to  me and whxoh I in terpre t  as oommeroxai banking 

~n relation tO~)~nufaoturin~° ~ 

First it m~ht be well ~o dwell on' the different types 

of bamkingo In the maan theee ar~ two le~d~n~ ~pes in practioe 

zn thiB country '- co~meroxal banking and ~nvestment banking, 

T~ere migh~ be ~dded to that sav~n@s banking but strictly speak- 
,2 ' 

~ng savings banking is a f~rm 9~ ~vestment banking, In short, 

%he investment basket mohi l i zes  the  c r e d i t  or funds of  the  ~ountry 

which are avaxlabi~# ~o) long time use. In oth~r words the savings 

of the count~ are ~gathe~ed together, se~t for by the investment 

bffnker an~ he, in turn, puts those funds to work ~n the form of 

~gpital - oapital requirements of i~dustry an~ commerce. 

The commeroial banker deals v~th the l~qu~d fund~ , those 

efethe ~untry whioh are put xnto the banks for a short time pend- 

ing their use in business of v~r~ous types° ~ou all kn~w what 

~easo~al~busxness means; ~ ceP~a~n times ~n ~he year ~he manufao- 

tutor ha~ to stook up for the wxnter trad~ he needs money to help 

him arrange to b~ on the most advantageous basis, he borrows that 

money for a period o~ time, 60-d~ys~ ~O-days or ~-months~ on the 

~ ~ . . . .  2o  
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theory that by She. n~ ~f ~l~a~ time he ~I11 have gotten ~n his 

stOO~ of goods, ~'oid ~g ~nd reoe~v~d s~ffio~ent I~nds to l~qu~- 

~ge the loano ,~ 

~ The Investmen~ °~ank~r~ on ~he othe~ hand. put~ h~,s funds 
' 1 ? ¢ 

out on long o~ short ,germ bo~d~ o! ~iI ~revi~e oap~el in the 

Way of ~toeM issue) fo~ ~nduatry and ~ man~feotu~rs~ 

Ne pezh~ps spe~k of~.oommero~al bank~ a~w in a way ~hat ~s 

no~% aunt prbper from the @en~ral p~int of v~eW because nearly 

every ol~ss of bank, s~noe ~he *~perat~on of ~he Federal R~serve 

, Sy~tem~ ~an (under certain oond~ions) ge into that system and 

thus partaze o~ many if not all o~ ~he ~prlvile~es. 

~ ~ V~e f~nd that our f~nano~el sy~;em~ are do~ most every 

olass of banking' they e~n; they seek tho var~o~s k~n~s ~f de~oe~ts; 

the N not only take the money ws ~erm for temporary use, pmya~le on 

dem~nd~ but w~ll ~ake long te~m ~eposi~s, payable x~ ~ months or 

a year, and aaving deposits ~h~oh ~r~e pu~ in fo~ a short ti~.e. 

But ~n effeo~ i 'suppo,se ~he savi~e bank~ have~ ~n reoent years, 

been in'easing monst~ntly so ~ banker h~s oome to regard a large 

proportion of h~s saVxng '~epoe~s a e  b e i n ~  atatu~ory~ thus the eom-  

mer~al b~oomeS an inVest~ment banker. ~ 
a 

~ou migh~ separate th~ ~utt~al Bav~ng~ ~Bank~ whioh are 

known ~o well and hay. ~one sO'muoh ~or~. th~ ooun~ry xn NeW England 

a8 being apal~ from th~ o~d~na~r savgng~ba~k ~ou see now. For 

~nst~noe, we hav~ a O~eroi~l Bank h'sr~ zn Washlng~on, a Natlonal 

, B~nk in Detroit, ~h~oh ~o p~ao%~ogl~y ~ O~mmerolal buslneBs stralght 



through, in the West ~he ~ecurity T~ust and ~8avlr~s ~ank of Los 

An~eles~ one of th@ three bi~ bankxn~ '~nsti%ut~ons of Cal~fornia~ 

has a deposit of two hundred ~nd fifty mlll~on dollars~ but a 

!ar~e proportion of the busxne~ of th ~t bank ~s bomm~rclal although 

• t ~tarted out a s  a ~Sa#~n@s bank and ~rust eQmpany. 

~Th~ two pein~. I want to m~ke very ele~r to you are that 

there ~s a di~tinc~ diTference, ahd every banker ~f he pretends to 

be a commercial ank~r~u~derstands that ~ommeroial credit should 

not be ~sed for capital p ~poses, ~- and b~ that we mean for the 

' building of plants, ~urch~sin~ ef eqUzpme~t and land - any%hzng that 
/ 

~ ~of ~ fzx~d n~,~u~e. ~. O0~neroial credit ~hoUld net be used for 

tha~ purpose~ In ~the~ ~ords, ~h~n a me~uhant Or manufacturer 

comes %~ a commer@lal bank to borrow money he should go w~th a capi- 

~a~ ~took. sDfflolent~y"firm tO~ show ~hat th~ funds he wants tO ~et 

from the comme~olal bank ~ ~or tempo=ar~ Use only, for operatlve 

p~u~p~ses a~ on %he ~he~ry that they w~ll be to tide the manufacturer 
# 

2 

Over a turn-over period, ~o ~sS~st i~ the pUrchase of h~s raw mat~r- 

ials~ ~But ~h~s is nO~ al~ays the case. If the record of %he mana~ 

of the corporation is in the matber of capacity 

ment ie d.emon~tr~ed an~ h~s ab~lit~ to ~arry~a 

proven, then the bamk~i ~ake a little chance 

the  ~oney~ ~o~ operatln~ purposce$ However, let 

such that hxs ~udg- 

prop~osl~on through 
¢ 

On l ettln~ him have 

U~ ~ake a practical 

o a ~ e .  A m ~ n u f a o t u r e ~  ~ ~ ~m~S : ~ o  the bank and ~ a ~ s  $50o0U0 , says 

he has an o~der~ ~to f~il and he~l requlre raw materlals Up to a 

oer@axn amount ~ m hey fOr~ ~ay roll purposes over the period~ and 

makes a pretty good s~atement tb th~ hanke~ tha~ he Will need sQ 
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much money to carry this order through, and w~shes to know how much 

the bank will glv£ h~m~ He will' present a financial statement to 

the banker and the f%rs~ thing th~ banker will do is to look at the 

cash on hand, the acce~nts receivable, ascertain ~hether those ac- 
e 

counts are gcoff, ~hether they are pffst due~ an~ if so why; and a~m 

~o fad ogt the integrity of those assets as to whether they will be 

paid upon maturity ~nd w~ll find the average izfe of those assets° 

In that Way we can v~sual~ze the position of the customer at the 

enid of ~he p~r~od for which he desires to bor~oWo ~he next it~ 
¢ 

~ialmzn~ ou~ attention w£~l be his merchandise or  ~nvengory~ the 

amomnt actually finished ~nd on h~s ~helvesl whether any of it is 

old, t~ying to ~ ~llm~ate tha~ portlon ~. In ct~er ~ords g e t  the item 

down to a point where we know whether or not it w~ll, be sold in the 

regular 09urge of b~slnesSo ~hos~ are the liquid accounts, cash ac- 

counts, b~lls receivaOle, ~nventory and merchandise ~n process or 

in ~nlshed form. 

Them we come to ~he fl~ed assets. £hey are, as I ~ald be- 

~e~e~ those in the nature of land~ buildings and equipment. The com- 

martial banker ~ees not g~ve so much weight ~n granting credit to 

the f~xed assets because, ~artleularly ~ith the manufacturer, in many 

~nst~nees the value *f a manufacturing plant in the event Of fail~re 

or d epresslon in bu~ines~ i~ reduced Very much as to the value of 

the real estate. That is not true in every instance because ~ome 
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That, ~na th~ ma~ ~s the pOsxt~on ~hat many bankers 

take. Y~¢ do ~Ot ~an~ tO go into partnership wi~h you in business 

but we do want tO let you have money t~. pay baok before y~ur ~took- 

holders some in %o ge~ ~he~r ~hare, and ~he~ ~here ge trouble any- 

/ 

~h~n~ left for th@ stookhold~-~ s wxll oome o~% of the J~fxect a ~ s e t ~  

of the ' 

On the Oghe~ s i d ~  we ~il! ~or~tlr/ze Very OIQ~ely the a s -  % 

ootults p~yable ~hg note~ p~y=bl 9 upon merchandise a~ ~hoy always 

g~ve ~h~ flr~% ~ignel ~o ~the ber~ker that he mu~ be very ca~txous 

about lending mons~ ~0 %he man v~ho gives notes for merehandi~ or 

materiaiso ~hose ao%e~ have a maturit~ d~e ang ~hen a man g~vea 

~a note for materials or merchandise i~ many ~ns~anees he gives ~t 

w£~h the under'standing that ~ xf he ~ives a re~eonabl~e ~pa~ent the 

c~l~gation ~xll ~e renewed~ ~n ~otus/ pra~5~oe' these note~ g~t in 

the hsmds of b a ~ e ~ a  and ~hey are the f~rst to know the oong~t~on 

o i  ~ ~h~ mgn~s busxness e ~h~ sxgn~r of tho note, ~ he ~ves it t o  

a third ~arty~ has v~y~ llt~le-to say as to'what he wl!l do when the 

obixge%~on matu~es~ and long ~ e a r s  UE 'practi~e has m~de ~his a 
v 

~nki~,, maxxa - When ~ m~n..~e~n~ ~o borrow ~a%S~de of h$ s bank 
C 

a~d pay on ~otee fo~ ~he~ purpose Whioh Ordinarily has hanker ~houl~ 

f%~vni~h N~m, he O~A~no~ ~xp¢ot t~ get the oons~deratxon which the 

ks ulg gave h~m ~the~e. 

~f the ao~te payebie are lav~e or  pre~ent an amount 

• ,h~ere ~he Cask and e;¢ounts rec~vabie ~k~e greater in amount than 

omn be. reasonably~ ~peotea to. l~gufaate ~e~een. t~em. ~e b a r ~ e r  

sits ~p ~d takes notiae and make~ m very ~olOse inquiry. If the 
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sotU~l'oash~ b, il!s receivable ~nd ~vent~ry foot up ~o $200,U00~ 

the accounts payable are not e~ra~r~naryj ~he moderate amount of 

notes payable and ~hes~ current aasete, ~as T¢~ ~all them, w~ll tle 

the~ogrrent l~ab~l~esy aeooungs ~ayable and notes payable~ then 

the banker w~li take up tha~ statement %s belng "A-!". 
¢ 

ere do not kno~ just exactly who xnvented the basle or had 

~a,~on to s~a~e that as the l~ne of pro~eetffon we should Imv~:, 
J 

"Two-to-~ne liquid ~a~aet~ ~ aga~ns~ ~ current i~abilzt~es"; nevertheless 

that ha~, been the baals upon which battlers have been doing bus~ness 
4 

~+ 'Foe ~nstan~e, at f~s~ we look to see ~f the current as~e~s 

~iI tie ~he curr~ llab~li~es. ~f ~he r~t~o ~a le~s than t~o-to- 

O ~ e ,  and ~f we oa~ find ~nyth~ng ~etter, ~ are nO~ ~nterested in 

the pa~er, The importance of ~hie,~atio e%n be realized when the 
r 

Federal R~erve Banks ~ generally w~!l no~ ~aaep~ for rediscount any 

paper o~ a ~o~rower of a member bamk when that ratio ~ less th~n 

one and one half 'times ~e l~ability or below one-~o-f~fty, > 

d ~ If'you are ~nterested In-y~ur Stu ~t of preparation in the 

~ent of wa~i i~ ~i~ht be well t~ touch upon the practice of the 

~ank, s at that time~. Off.course when %va~ tithe comes the whole bank- 

ing scheme is ohan~e~ because ~erybo~y gets ~nto w~r bu~ness ~nd 

the banker w~ll be more i~beral ~n~h~s vl~ws. The manufacturer ~s 

~rd'ered by the GoV~ nment t~ p~bduoe $1~O00,uuO worth of equipment 

or m~ni%io~%s for the ~ Be ~omes 1~to the bank ~ r p o u e  ~ Of t h e  War o~ 

and ~he banker %ak~s a'little ~T~erent v~wpoxn% than under ordxn- 

eea~se he w~ll 8~ down ~0 ~he bottom of the 
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b u s l n ~  and i f  he ~ n  ~ r~a~ona~]~ ~ s u r a n e e  that  the  Government 

~iI turn ever to the ba~k ~he money a~ns% ~he delivery of the 
e 

~a~n!n~y~ e~o°j (whatever the Government merchandise ~r munitions, ~ ~ 

is buyln~), the banker ~11~bs a. 'little more l~bera! - particUlarly 

i~ ~h~ ~orporatlo~ has had a ion~ per~od of ~uooess demonst~atin~ 

~n ba~k~n~ ~e h~ve %hre~ fa~ors z~ ~rant~n~ credit - 

~hree ~ ses~s~. CharaCter, ~ap~t~ and, ~hzrg, Capital. it ha~ been 

Sa~d that Jo P~ ~r~n l~!d ~rea~ stress upon ~the ~rst ~one a~ be- 

in~ t~e u~erl2in~ p~inolple o~ ~ood banking. Of course ~t ~s a 

~r~a~ sat~sfa~tzon ~ t~e ~bank ~o know it Is dealln8 ~l~h a man 

~h9 val~es his wor~ qui~e as ~i~hly as a bond, The~ we come to .~he 

cap~Ity~ whe~ a m~n has @emonstr~te~ his ability to conduct a busl- 

~ess su~easfully~ ~h~ he knows how to b~y, to look ahead, then we 

~ ~oul~ be much more~iiberel ~nd make loans even below the f1~ure~ of 

i~ %~ 50- ~ ~ Am a m@~er of faCt ~e m~ht make ~he loan when it ap- 

proache~ a~basis for ~ivln~red it to the fixed assets because our 

faith in the~b~r~e~ woui~ ~he such that we would fee! that the r~sk 

e~ h~ no~ ~u~ee~ ~ ~ ~arti~ular case would be so small that we 

WOUI~ ~be '~U~e~ ~n~t~kin~ ~th~ position° 

~. ~here has ~m? "h'~%0 bank~n& in reo~r~ ~ears the finance 

~om~pan!e8 Which eali~h~m elves the commercial bankers but, as a 

ma~ter of fae~ th?~ at4 n/t ~ommerclal bankers~ ~hey do not take 

~epo~ts but ~athe~ %heir ~apital through th~ sale of preferred and 

v e 
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~ogmm0 $ steaks, 
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When~they o f fe~  to loan- to  the  manufacturers they 

U~u~l~y seek ~ou~ ~e man who has g~ne beyond the point where he 
t 

h~s hank 5eoause the oost to the borz ower, through can b~z~ow ~yom ~' 

the ~ f£nanee ,cdmp's~ee,o ~neraily r~Jfis from thirteen to eighteen 

' ~p~r~ento On the o~N~r han~ ~h~ ~ompanies set up an e~oellent a~gu- 

merit that ~hey make-it possible for %he borrower in many £ns~anoes 

t~ ~d!shoun~ hi~ B~I~ end we all knbW ~hat in 8ome meroantile iiz,es 

~he prlf~ in %he~ ~usiness reall~ i~ t~e discount on b~lls that is 

e~rne~ by ha~ing t~e ~ each, read~. 

~hese~!~an~'e~ ~ompenies er~ doing this, to a gr~rat extent. 

"w~%~i, manu~aetu~ers Where their oapi~al is not s~.efi~lently large 

ene it xs not Us~al!y-~po~S~ble ~br them to obtain the necessary 

~ e p [ g e I  wl~huut g~v~n~ ~ ~ ~ " up ~he eoti~rol of the enterpr~Seo ~Te asB~me 

~'a~ ea~e~w~ere ~he manufao~ure~ ha~ me bank ~redit or else so emall 

%hat ~i~ll ~ no~ h~e~h~m. "Ne @oee ~o ~finanoe company ~nd say~, 

~'Here As an order -~ have from a ~ @ood house. We will have you par- 

ONaee the raw mteri,~!s ~or u~ to w~rk W~th; ~fUrn£sh the money for 

operating purpose~; ~n~ we w~l.l ~meure you i~nedlately by an a~sign- 

men~ no~ on~y ~ prOteo~ing you So lap ae we can f~r the  materials which 
J 

you bu~i le%ti~g ~ha~ p~o%eo~Ion run into %he ~f.nzshed ~ " produot, but 

w~!l al~o ~asslgn ~he ~coo~nt of the F~rchaser to you, have hLm sen~ 
% 

~hi~s oheok~ to ,you in'payment an@ i~ ther~ £s anything left over, you 

~ay tha~ to u~. 
\ 

A ~reat deal of the business of the oountry today is done 

~n ~ ~ha~ ba~IS, ~n ghe~-aut~m~b~i~ buslnes~, ~n the ~ell~ng of praet~o- 
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~lly all ~f the mo~orn ~h~ou~eho!d ~mproVement~, payments thereon 

being aQ Io~ ~s f~y ce~ts ~ ~eekw There is a ques~lon new gs 

~0 ~he~h~r ,~e hav~ ne~ 8one ~oo far i~a' ins,tallmen~ selling and 

* .~the..  ~nNers are som~ d~v~deg an Open,on as ~o how f~r away 

~f~m a farm f~unaati~n i~e are @e~g~ng by p~rm~tting ~he buildxng 

up of~the ~gUre~kb~ough~ about by the~nstallm~nt selling. 

" ~g i~ ~S~b~e ~b f~nan~e"the cost ~f an ~r~ole from the 

~ime the ea~ ~a~i~is are %~rge~ into the pl~nt tuntil tl~e finished 

product ~ is ac~uall~,pa~d for b F ~h~ ~on~umer~ ~he acceptance 
k 

oo~po~o~ of toda)~i(ll ~anoe ~he manufacturer and~ in turn, 

the dealor. Th~ealer O f  the ah~omo~ile w~ll execute ~certa~n 

p~p~rs when the ~r~ ~r~ dellV~ed~ giving %~e ac~ep~oe eorpor- 

ataon ~ l~en on t~e, oa~ .~e amount ~,tually pa~d over and above 

~he purchase p~o~ is about ten peroe~t. ~ @ a ear ~il! sell for 

i o <' $900oO0~,~he deaI~r weuld put up 100. O and the acceptance oor- 

~Orati~ will ~ake~oa~e ~of ~he baiffnoe~ wh~n the ogr ~s 'sold the 

pur~ha~er~f ~hg ear will go e~ther ~ direct to a finance company 

W~II flnanae ~e~r~e!~ sale or to the dealer ~ho ~ II take 

h~ %0~ a finance company Kn~ azra~ge fop the sale 09 the SSOO.~O 

~gr for ~!200.00; ~o ~ha~ would" ~ adge~ Insurance, financing eharge~, 

eto.~ running the ~tal up ~:o about, $1278.00. The ~a~h pa:d ~ould 

be abou~ thlr~y-~hree ~d one-%hi~ peroen~ - "some times as low as 

twentg-~ve'p~Zeent. The d~aler ~ tNen able ~to get from the 
( 

~ f~nano~ e~m~ian ~ ~0 ,  ,~nance~ the retail purOh~e a sufficient amount 

e~, r 

% 

/c? 



$~ ~m~edne~m ~e ~hea~epbahoe ~ o r p o r a t ~ o n  and 

~ ~ ~IVe him a l~tle h~$ ~o pay ~he salesman.s ~alesion. The f~-nanoe 
v % 

~ompan~, i n  %~a~ will take %hei~ paper t o  the bank and ~he b a n k  o n  

' the st~sn~%h ef~}~oo~p~ny,s s~atement w%ll give them a certain 

, That is no'~, ~i~iy ~p~aking~ ~he high t~pe o~ oo~eroial 

paper ~%!thot~h~t Ix~qmid~$es i~elf menth!y and in aotual p~aot~e 
4 

~e R~nd t~a~ ~h-e ~h~obile pap'or is well selected upon which mon- 

th!y, ~mentat~re to b~e,~ma~e, ~ecause a~ monthly payments ~e made 

~he ~aper ~e%s a little bit better ~o~ ~n ~he~j, the car wall , ot 

4eprec~%e~ 

~ A s s u m i n g  ~ h ~  ~ h e  p ~ p ~ r  f 8  ~vOlt  s e t e o t e d  a n d  t h e  r e p u t a ~ i o n  

~f~. Ke fi~a~ ~mpa.~y is ~ O o a ,  agproX~mately flf~y percent of the 

caeca that ate hand~e~, are take~ b# chance, #articul~-ly where the 
4 

' fire, nee ehar~e~ ~ h~her ~han,~l~ avorageo This ~ a m e  practice 

, c ~ ~  ~ollcwed thv~t~hou~ ~ith ~ri~eratin~ maoh~no~, ~ash~n G 
P 

¢ 

machineS, ~leo~ie '~epe~a, an~ varlo~ ether Labor sav~ng devices 

a~ %Yell ~ a~~lii~ oi~ t~c~m~s, i~tallln~ eleotrlci~y, etc. ~he 

~" ~ ' ~fi~o@ ~mp~y has $~ ~Imos~ every instance gone Into the fzeld to 

2 

' T h a ~ ,  ZSi~bO~ ~l on %hs~ ~B~ec%, in a ~eneral phase, sO 

~ ye~w~ll ~sk a f~ ques~oms~p~h~ps ~e can t~oh o n  polnt~ more 

, c interes%~_ng to X, ou, , , 

¢ * 

/ / 0  
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Wil~ you ~el~ ~ ~s hew ~ l%ne Of credO% works? 

Xg ~s the praoti~e of ~ a ~ s  ~o give g~ their ~mmer~xal 0 

borrowers ~ ~llne of oredi~ Theae a~e o~ly a few banks who will 

not do tn~So A i~ne of c~edit i~ estab!~shed ~n this m~rmer. 

~he borrower oom~s ~nto ~h~ bank an£ er a~s presents a 

s%atem4n~ that hs ~le n~t sa%~f~ ~ith banking relationships across 
v 

~he ,way an~ w~iI d6 b~sinese w~t~ %his bank provid, ing he can get a 

line of cre~z%~ His ~ta%ement ~Nb~S assets and i~ab~litle~ which, o~ 

~ou~se, ~ve h~s n~% worth, gheg there ~hould be~ g~h~ch ~s all ~m- 

poyte~t, an operating s~sment e~.ow~ng ~hd ~gr~ss receipts of the 

business over the ~l~ev'ious year~ and, on the other side, the d~stri- 

bution of those receiptS, ~ how mu~h spent for %he purohase of raw 

ma~eriais, merchandlse~ labor, in~ranoe~ etc~ all' ohargeable ag~ns~ 

the bus~ness~ also/allowan~es of the net profits. %;e g~t that ooer- 

ating s~emen% f~" as many y~rs ba~k as we ~an, or a s~atement of 

the net earn%ngs of' the business for five ~a~ I~ may be tha~ we 

know ~n a ge~erai way an~ ~iii not in~uir~ particularly into that 
k 

phase~ ~ is generally known th~ th~ firm in question made money 

but we endeavo~ to aseerta~n ~nd put down in concrete form ~he h~s- 

tory of th e bus~ness. ~e w~ll take ~ ~hat ~a~ement and work~n~ 

ale~ tha~ line get a eom~erOxai report upon the bu~nes~ to obtain 

/ 

I 
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p~m~=~ information abou~ same, ~Ahe value of a commercial report 

i s  ~ r e e t e ~  ~ t h a t  re~pec t  xn ~he S~nano~al horizon because I f  

man has been i n  bus~ness over a p~r~od o f  years and there  has been 

anythxn~ w r o n g ~  in hzs m~na~emen~ ~f he has fa~!ed to meet h~a ob- 

11~a~ion~!n a proper way, the credit house usually has a record 

of~ same even as f~r ba~k as ten or fi~e~n yeare~ That ~s a very 

~jortant question in the In~tial ~a~e of the current report in 

respect to ~ 'the g~act~ce of payin~ b~ilso At ~e of value but the 
T 

~nformat~on can usually he bette~ ascertained by d~reot contact 

~th the people f~om whom the customer make~ h~s purchases. ~e w~ll 

&ire a list ~ of references an~ we check those up. ?~e will fxnd that 

h~s statement shows tha~ hls liquid assets are two-for-one~ $~O0,000 

~in current asse~s an~ $!OD,O00 ~ current l~ab~l~t~es ~hidh c~n be 

promptly d~ohar~ed out of ~hose asset~, a~d h~s ~apital is $IO0,O00 
k 

or more. ~e ~0u!d ~ive him a l~ne 0~ef orec~ Sh~t ~ould permit h~m 

to~stay ~i~h~n ~hle tw~t~one ~tlo. H~w~Ver he ~ou!d ha~e to have 
t 

a very ~ine busin~s and th~r~ ~ould h ve tg ~ some substantial 
r 

amount in the Tixed assets because we do not l~ke to loan as much 

~s the capita!° If theater worth was the d~fferenoe between the 

' ~ t ~ ' ~his particular case the 
culrent assets and ourr~nt l~a~iIxties,~ ~n 

\ 

net ~c~th ~ould be $IOO,0OO. Be wou~s~y~ '~e w~ll ~ve you a l~ne 

% ~O~ credit of $50,O00 ~o The ans~e~ ~i~ht b4 ~'That ~s no be~ter than 

I ~ am ~et~n~ across the street". I~ his h~s~ry had been sat~Sfac- 

tor~ and we felt tha~ ~the oond~txons ~ou~a 3ust~ ~t ~e would ~o ae 

~1~h ~a~ $iOU, O00 bu~ i t  ie not likelyo ; 



t 

There a~ anothe~ f~atu~e ~n the ~ta~[$Sh~ng 6~ a line 

o~ areal!to We gO on the theory tIiff~. ~f all 6~r eustomers wan~ 

%0 gorr~w money they have ~o keep ~ome on ~e~osat. ~e ansist 

"~ha~ th~ ~orrower ~eep in bank a balane~ of ~we~ty ~,e~cent of 

the amoGnt tha~ t~er@ ~ ~ ~Gts~nd~ng at any t~ms. Th~ best dom- 

mere~al e~St~mer~ ~i~i n~t only ~ ,  ~o a twen~ N percent Oalance 

dur~n~ th~ Borrow~g N per~e~ b~t will ~m to carry a balance o~ 

ten pereen~ ~hen tg~y ar~e ~0 borrow~ng~ 

QUE~TIONo are there l~ws that ~egt~et bank~ on the onature of paper 

thah th~ey ~ecept$ 

A~S~ER. , In some states ~ertain igst~tu~on~ are permitted to loan 

only on,~l ~st~te ~r a~ri%ie~'. ~he savings b~k~ of N~v Yor~ 

and < Nave En~iand are ~ ~nly permltted to ~nves~ their /unds ~n Gov- 

~rmment and negotiable securities a~d ~e~ta~.n t°pes of bond~ known 

~s ~a~'e 1~ank~ng ~nves~ments, but g~nerall N speaking th~ law~ do 

ao~ prohlb~t th~ bar~ 'from loaning mon~ N as they please exoept~n~ 
2 i 

t~e natlonal b~nks are not permlt~d No make loans on rea~ estate 

beyond a o~rtain po~n~ For ~natanoe~ ~n o.srtaln oase~ we woou!d 

loan a proport~off of our ~a~gs depos~ on rea~ estate when the 

' valu~ of the la~d'~n~ ~rpro~ements £~ no~ less than two hundred 
a 

percent of ~t~n~ 1o~g, O~ a p~e~e ~ proper~g a~pralsed ~t 0100~000 

we ,would be perm~t~d~ to l.~n $50~000 for one year only. However 

there i~ an a~ t now ~ho have thfft r~Str~ut~on r~oved and per- 

mission =iven t~o h@n~ ~or 'l~n~ng on real est~t~ for a p~r~od of 


