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ACEOMMODATION PAPER AS PART OF
THIE CAVEPPAL OF CORPORATIONS,
FIRMS AND INDIVIDUALS,

- o———

An addeess delivered by Mre. Smbley, of
tihwe Peaple’s Saving Bauk of Detrolt, e
the fust annud meeting of the Michtgan
bankers eonvention:

The first gquestion that cones up n cone
vection with this subject §s, what s«
Lank? [ take It to be an asseclation of
persons fncorporated under the proper net

commonty  called  stacklholders  Jolted 10~
s ther for the purpose of engaxing in the
profession of flnance the londing of money
and receptlon of deposits belng (wo of the
nain ohfeets,  Generslly speaking, o banl,
shonld eheouragze business aud foster legit-
fmate enterprice by temporary louns, tor
pensonable tinie, on souud keenrity: provig-
ed, of course, that the woneys they lend
1o 1his purposce o not perform oy other
than the proper function of bLanking e
ty, the  eivenlation  of  conunaditles 1he
Wringing Infa existence, of at  least  an
egual value, of commodities or the trans
Yerenes of thetn from one sef of fututs to
another, on thele progress from tie  pro-
dueer to the consumer,  No bank was ever
Infended to furnish  eapita)”  oither  to
eorporations, firgs or pdividuals If saeh
B required g weneral or special partner
shonld be wken e bt mwany hauks do
farnish ity involuntarlly perhaps, but never-
heless I Is furnished. In ware cases tlan
ane by Injudicions leading, ont of propartion
to the borrower's e s, or 11 beeses o
embedded In and fMersd through 1.6 wark
ans ramitications of the enstomer's pshiess
that B Is hmpossible 10 wet It bacs withoas
serlonsty cmbarrassing, and po-Sibly sprsh.
tnge, kb, \What s saelr an advanes but
capital supptled, and of what nse wonld
such paper be to any bank in the evemt
of necessity requiting i1 shondd be pabd.
ar even In the event of requiring to copvert
by resdiscount temporsrily

The next question is, what {s accomma-
dation paper? It may generadly be stated
puper for whichh no vt has pussed—{i
contradistinetion {o <bong Ade™ comtnercind
paper. where fomls hate been had amd
teceived §n value far the paper given: {f
scecotmpodation paver is single aned, {t
fx, us au roje. evident on the face if cn-
dorsed, it s werely the lending of  ine
name to another  But there is no vatue
~1 genuine trade HIE must represent value
wiven and received,

One of the wmore Innnedinte causes of the
widespread inerease of accomusdation pa-
per i3 “auwise competition™ and cuncheck.
od ereditine™ 1 guote from a well Knnwn
Lvpker as follows:

“The uatural right  of preseribing  the
Hults of horrowing shouhl clearly rest with
e lender, not with the harrower—if there
ic a ose, Itwill 4l an the lender, not on
the Barrower. the Litter eannol lose what
hee never hmd, Llmits are assigned to ale
wast overvthilng  else, even saciety Inoxt
lubyrinth of chiceks, cornter-checks  and
i, but to “meceantle eredlt™ there IS

abgoiutely, as things are naw, o checek
whatever: auseesn atd upsuspected, §toex-

pands and  spreads untidl it permancenty
pervades the whole vast extent of our camne
e relal system, until flaadly, ke tivedangs.
it hecomes kuawn by explosion only.”

Urineipally, however, for the reiuson that
the meney raised by aceanmodation paper
ig so often used in speculative ventures of
afl Kinds in which  the  monvy  becowies
tocked up in Tt or plant, ete, and insuch
cases all the parties to the paper arve ei-
wired § a0 vemture, the failure of which
waitld afect cqualiy  their tinauelal posy-
o,

1t Is a question of evhdence betweed the
tna fortus of diseounts--in the one there
i< the platu evidence of coiugodities ex-
elanzed and the finanecial responstvility of
twe imdividuals  whose  posittons are hat
feet to rIsk of Impaitment from he
s sotiree, while I the atlier there s
e passibitity apparent  that  the parties
way be engnged In oseme enterprise. te
2 ther in swhieh banking fands shenld nat
Br Lt stake.

Thatg you witl all readily see that the
evervise of the mwost wminkte «are is teees.
cary in deting ot credlt on accomuiada-
ot papwer 1L S the eastest thilng in the
wnrdl for <ucl paper to degenerate inte *z
fork P30 ated ta lockenp®t Is very often thie
predecessar of 2 “had debt”

That there 1s, and {t i< richt there shouid
b, legitimate accommmiation paper ot
without sayluz. Take, for Instane s o welt-
condiiete)  lumletman’s aeveunt,  In the
il the bank wmakes hilm advances for the
warpeese of putting i his camps and other-
wise prepating for the winter's ent—these
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wdvances have to he kept up antfl  weld
Into the following year—-untll such time a8
ke beging to ship his hwnber. For the Ium-
hepr sold he obiaing eash or commercial pa-
per, Whh elther one or the oiler he re-
pays the bank the advances hefore  ob-
talned, and thas “cleans n{)“ hig accounnt
year by yeuar, earryting out the old rale that
“HoIs a pood thing to see the color of ot
whia's money onee w year ! Jeasy”

But such o tranxaction ean very readlly
be turned fnto an Hlegithnmte amd very m.
deslrable one,  Suppose the borrower ns
sotten oul all hls Jogs: they are at the
nti, partiadly converted fnto lumber, have
boen amd ave helnge shipped; that e s
dealing withe an easy-goltgs bank  otlleer,
amd prevatls upon that oflicer 10 let kg
use the money for whnt he ealls *ceatend-
fye his business,** by purchusing move piae
Iandx, or making other Investments of s
pernanent mitare,  Now, this s Just the
puint where thie “banker's temporary Joan®
bicomes practieilly $the Jumberman®s cap-
11a1,°* beeause the woney which shonld have
beeny employed i repsying the temmporary
Advanee s pnt Into pruiwrl,\'. frous which Rt
van only be recoversd by o very slow pro.
ecens: 11 becomes, as o bave already ~ald,
*n Jock-up'- -an unavailing asset of
practical use to the banker, 11 IS an oy
sore, and to the borrower a poshthve detrd-
M.

1 quote froin Mr. Jueg G, Cannon, when
spreaking of custotmers’  {labitities  as fol-
fows:

“it is very Impurtant to know if  am
portion of this Habitity I to bunks In
whieh the i bas an account, ov whether
tite Item reprosents notes =old on the open
market At his own bauk a erehant
sometimes expects rerewals il the con-
tinuation of his discounts, bt fram  the
publle he I lable at any thame to be en
tively deprived of his . ceommodatiens in
ease af prules or sven an ordiery Db
mouey market, For  thig reaselr many
iouses prefer to xeil their owit paper
the opent warket, and Keep their hanks open
for accommodation when they are unabe
te secure ontslde eredit. If 11 is a4 ease of
buying paper and not 31 eredit 1o a custom-
er of o bank, It I8 haportant o Knew
where the bank accounts are kept,  ard
if their bank gran: thewn continaus Hues
of discount throughont the whole year, Nes
cemmadattions of this Kind partake of the
rature of capltal furnished by banks, rhis
practice, in my opinion, is not o aecora
with zood banking privciples, as it is mn-
taally detrimental in s vesnlts to the bank
aml 1o the enstomer. for a tank 1s nol
onanized for the purpoase of  furnishing
fixedd capltal to any firm or corparation,™

I cannot emphiasize tao strongly these re-
wmarks,  ‘Phey are absalutely sounnd tu thelr
reasaninr, and any hanker wha neglects
sueh common Setise eadangers the safety
af hls bank, Mr. Canuon igore espoeckatly
refers to ssingle matge paper here, atd in
Qealingg with this class of paper It must
he apparent that while In the azgregate 4
large awmount of information way he ob
talned  concerniniz  the  name offered LY
areful, persistent. ditigent Ingulry, yet one
can hardly ascertain (e definite  position
of a borrawer fa well a8 he can tlud of o
customer doing busitess directly with and
conflnipg his borroewings te his own hank.
Now this purchasiug of paper on the ume
af 2 Arm only s practieally sunpixing cap
Hal, unless 1t s intended to b but towm.
porary., and {t very often hocomes tixed,
The first questions, fherefore, that waentd
vaturally accour to a banker when ofter.
«d such paper are:

1. 1= the conecern enlitled to offer W8
single-named paper to a2 bank ar on the
street at ali?

2. T 3t In 2 position 1o mect this paper
under any clrenmsianees?

No rencwals  are  barmuined for.  Yhe
hanker regards it as so mueh cash to be
paid In at a fature specified date to nssist
Wt wmeeting i own  oblizntiong . T
there 1= the smallest doulit in the banker's
mind of ability tn pay, primarily from the
CORCOTR OWN TOSONTECS, ar Sreandarily Ly
belng able to command a loan elsewhere,
cven In the event of o tizht money market,
than e had better,  wihhont ‘the least
shadow of a1 doubt, declitie the transaction,
sl let some ane else--less particular—sup.
Wy the capital.  The ways employet and
the modes adopted fn the commereinl wworld
for the oltainin. af n caontinnons suppiy
of wmoney are many and devious, irms
and corporate hodies Jda so throngh vanous
sources, and frequently  throush  brokers
awld from hankers In cities &ltuated whle-
ir apart. The mere fact thiat it is drawn
frome various sourcek, and that Paul Ik
aften barrowed feant (o pav IPeer, Dgtes

| it nane the less capital supplied, ¥ should

{ never advise a banker, and nu conservative

banker wounld accept the adviee If 1 gave
VI e taite a continuous Hao of accommo-
datlon Y:uwr from uuy concern, but more
especlally where be falled to approximately
aserriain from rellable sources the aggre-
gate amount  yenerally  borrowed, Sl
whether It fluctnated up or down according
to the seasons, or remutned Nxed or nearly
so,  Suppose the case of a prosperous house
whileh pays cash for all purchases Dorrows
but moderately, nlthuug’h coniinuousty, a
Huetnmting amount, and which furnlshes
0 balances sheet to Its Lanker amdl Reeps
kit posted as to the mmount of s totid
burrowings from thuce to thme. Fhere are

suel eases, and §|othink them legithnate
anad destrable custowers,  ‘They are, hows-

ever, the exeeptlon,

Aada, I0 a0 banker ascettalus that any
comvert, baving due regurd to the course
of the money market ut the thne, bas
bueen compelled to pay ut rale of fnterest
high for the position the flem Is supposed
o veeapy, It should be sutticlent reason for
callitg o halt before aceeptlng such paper.

t uiey be the dem was fotreed to pay olte
bunk by borrowing at an abnormal rate
frow snother. 1°avr better o keep roat
quick ateset in your vault than to take sueh
an evident ebance of adding to the mer.
chunt’s tixed capital,

Grave dellberation s necessary, aud ade
dittonal cautlon shomdd e observed when
the paper of any great (ruast or combinge,
with ramifications a1 over the country, Is
offered, or when the paper oftered e that
of a coucern depending on, or which has
been fmvored by, speelal legislation,  Un-
1ess the corporsttion can be consldered as
=tply  beyuied all gquestion, tue tavarnable
rale shotid be o insist upon tae {udividua)
thdorsement  of  responsible sturkholders
1f this be refused--that s, if the parties
themselves  interested decline to take any
rish upon it coticern about which they are
supposed  to kuow  everything—liow  can
they eapeet u banker to take the risk, with
meney, too, for which he Is only trustee:s
In other words, why should he do what
they are afradd 0 Qo  1f he should yleis,
IxY o 1 he taurns what might have been
a canvertible assel In case of necessity nto
permesient  esplial, which e eamot con-
vert, no satter what bis necessity, for the
same causes which affect him affeet them

In dealing with and disconnting for «
merehant his  *bils recetvable,” one
wonhl jmagine thal *Hxed or permanent
aphal™ confd hatrdly get a2 foothold there,
but It does In a very insidons and danger-
ers away. I refer partieularly to ssuppiy
areomns:”t houses practieally owned by the
parent concern, In thelr power, awiay turge
st and having no jmlependent  chotee
af where to buy goods; houses which iy
owe the pare: U coneern one sum, sl e
prevatled upon to sceepl for perhaps twice
e qmouni, when the latter wanls *“pui-
per.'”  The proper course would be to weed
ant sueh paper. A 10t of It Is always under
diseount when houses run such accounts,
aml in reallty forws & part of, the mer-
chaut's capltal. It doees not partake of
the charneter of *hona thde™  customer's
notes, and it would be wiser to take the
stralght paper of the nierchant hlmself.

In former times the merchiant, when he
had fully completed a sale of goods, If his
custaer peeded time, took paper. ‘Chis pa-
per then Lecame the *bills receivable™ of
the merchant. and, in turn, wlhen money
wis needed, either 1o purcliise goods ov
viovide for some of the merchant’'s own
*hillz payable” become the *bills disconut-
ed” of the bank. Thiz was the nutural,
businessdike course.  To-dax this practice
hins almost wholly censed—for goods solt
the merchant hias nothing to show but a
lot of open acconnts.  Now he cannot use
Ope.e iecounta, 5o e hak to zet his bhanker
should hie need money, to make hlin o e
reet loan on accommodation paper. 1o my
wmind, the old practice wax intiultely more
preferable,

ist. It was_ more busioessiike.  Each
transaction had a2 bezinning and an enl
inz, and there was a tauzible somelliing
nl; ‘lho way throngh in show for the goods
Sold,

2nd. When a merehant had gotten  to-
zether a reasonable 1ot of paper he ftonk 1t
1o his hanker. discounted it. and took up
his own paper. Nowadays he Is prevalled
apon very often to let n custamer’s account
ran, and thercfore leis hig own paper run.

ard. The average man having a note pay-
able at n bank in hix own city. right under
Lis unse, is much more likely to take care
of it than he IS (o remit for an open
accotnt hie may owe a merchant residing
miles away, n fact. T know that iner-
chants in the present day have objectad to
giving nates imply beeaunse they  knew
they wonll have to take care of them whea




