October 25, 1913,

MANUFACTURERS AS BORROWERS

H".‘V/New Bank™ Act’s Clauses Deal With Subject—
Borrower’s Own Pledge

pledln View of the protracted_discussiqn of the unregistered
Wholees Or liens, on the security of which manufactur.ers and
Wil bSaIe dealers are accustomed to borrow extensively, it
Bap € Worth while to take note of the claussas of the new
COvereq £~ deal%ng particularly with them. The matter is
For 1, by sections 88, 8 and. go, and subsections thereof.
fineq le Purposes of this article the discussion will be con-
8estg f{rgely to the clauses re}atlng to ;nanufacturers, sug-
Th I. H. M. P. Eckardt, in Industrial Canada.

“Man . DEW act interprets ‘‘manufacturer’”’ as follows :—
lumbznufaCturer’ includes manufacturers of logs, timber or
9 Detrr’ Maltsters, distillers, brewers, refiners and producers,
fish fo fum, tanners, curers, packers, canners of meat, pork,
han;i (st or vegetables, and any person who produces by
‘herCﬁ: It, process or mechanical means any goods, wares or
; _ndISe,”

the ol dls interpretation is identical with the interpretation in

act, which expired on July 1st, 1913.

whole:cilon 88 empowers the bank to lend money _to any
aEric“ﬁ uer Durchaser or shipper of or dealer in products of

=

and . 4T, the forest, quarry and mine, or the sea, lakes

Qegle, 1S, OF to any wholesale purchaser or shipper of or

on ¢ lsn Ive stock or dead stock or the products thereof—
e

Curity of the unregistered lien.

2 of tl}i S€Ction 4 of the new act corresponds with subsection
€old. The wording of this clause has been altered.

A"ty to Lend on Grain. :
the b.f d Subsection 2.contains the newly-granted authority fgr
‘h!es}lnk o lend money to a farmer upon the security of his
Dafticeld 8rain grown wupon the farm. Subsection 3 deals
ay ‘farly Wwith the manufacturer. It reads: ‘““The bank
"holeSend Money to any person engaged in business as a
ul)ou tale Manufacturer of any goods, wares and mer.chandlse,
fachlr © Security of the goods, wares and merchandise manu-
w“'digd by him, or procured for such manufacture.” The
§ 15 identical with that of subsection 3 of the old act.
QuTity ﬁn Subsection 5 of the new act provides that the se-
% th, 'eTeinbefore referred to may be given by the owner
the séc °0ds; and subsection 6 prescribes the form in which
SD'*Cti\;ulrlty is to be given. These subsections correspond re-
oy subey t0 subsections 4 and 5 of the old act. In the old
s’kﬂlri >ection 6 merely stated that the bank, by virtue of such
spe‘itt * Should acquire the same rights and powers in re-
Yty oft € pledged goods as if it had acquired the same by
Sup, - Warehouse receipt. .
Vig? is :?ct}On 7 of the present act, vghich covers tl}ls sub-
p]des thalmllarly phrased; but it contains a rider which pro-
ed&&r ! the wages or salaries of persons employed by the
,u for 5 period not exceeding three months, shall be a
5 .banklfon the pledged property in priority to the claim of
larle > and the bank is required to pay sug:h wages,
&8 0} Or other remuneration if it takes possession or dis-
8 Secti e proparty.
t}?:‘e ag 10;1 89 and subsections 2 and 3 are practically the
W bﬁnk hthe old act. The section itself provides that when
ay of o was taken security in the aforesaid manner, or by
tiu»n“facturarel_lOUSe receipt, on good_s which are subs_equently
itg‘ to theed 'nto a different form, it has the same right and
aq on Manufactured goods, or the goods in process, as
Dlédsll'bse:tt.le raw material. .
Vep Seq rl°n 2 establishes the claim of the bank to the
Aoy~ MOberty jn preference to the claim of an unpaid
€Dt in case the unpaid vendor had a lien upon the
Clay, of ladie time the bank acquired its warehouse receipt,
A e Stat 08 or pledge. However, even in that case, the
Daigxlstingef. that if the bank is without knowledge of such
Vengg, <N its claim would be superior to that of the un-
the ShbsecfposseSSlng the lien.
ty sfb&nk tomn 3 Prescribes the steps that are to bp taken by
“&i:ll the ]s‘afeguard the interest of its debtor if it proceeds
D iy mp ~deed property in order to satisfy its claim. Pro-
% ‘%Au the:de for sale by public auction after due notice.
R s ¢ ee' clauses, as remarked above, are practically the
tq Also C‘lauses of the former act.
i".'ch-s eCtiZ!;,ctIOn 90 and subsection 2 are practically unchang-
dgp, 1S ann 0 Provides that the bank shall not take security
thy The Tll)er to bolster up or support an old or nre-existing
wﬂ of | Ofrower’s own pledge, the warehouse receipt, or
w&sadmg" is declared to be invalid in the bank’s
Sepetd o5 the bank loan or advance secured thgr'eby is ne-
‘%It % by tcl:)ntracted at the time of the acquisition of the
'%yi&?at' thee bank; or upon the written promise or agree-
j S fOr ‘hSe

iy

curity would be given. And the subsection

€ conversion of the pledge or the warehouse
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receipt into a bill of lading if the goods are shipped ; for the
conversion of a pledge or a bill of lading into a warehouse
receipt, and for the exchange of one bill of lading for another.

In the course of the bank act discussion before the bank-

_ing and commerce committee, Mr. H. C. McLeod stated that

he considered the unregistered lien to be more in the interest
of the borrower than of the bank. He said if registration
was required many applicants for credit would be refused and
many business men who now borrow in that way would never
apply for the credits.

Mr. Gordon Waldron, in his evidence, was more disposed
to dwell upon the possible injury to outside creditors when
the bank has a secret lien on the manufacturer’s assets. The
minister of finance, in seeking Mr. Waldron’s views, stated
that as he understood it the business done under section 88
was as follows: ‘“A manufacturer obtains his raw material
and desires to pay cash for it. He obtains a loan from the
bank to make that payment. He gives a lien to the bank on
that raw material, and that lien is a continuing lien upon that
raw material, transformed into the finished product, and until
sold; and then the bank debt is liquidated.’’

Mr. Waldron insisted that the process was somewhat dif-
ferent. “What takes place,” said he, ‘‘is that the debtor
buys merchandise for the purpose of manufacturing it into
goods. He receives from the bank money to pay for it and
gives the lien upon it. He manufactures the goods, or partly
manufactures them, and renews the lien. The goods dis-
appear and other goods come in; and, in practice, track is lost
entirely of the original goods, but the lien is made to cover
other goods and all goods that he may have in his possession
then or thereafter.”

His claim was that the exercise of this banking function
tended to unduly stimulate manufacturers and to fix banking
assets which ought to be liquid. This witness also en.
larged upon the matter of the injury done to outside creditors
of the manufacturer in some cases when the bank had a secret
lien covering practically everything.

Facilities for Manufacturers,

Mr. Joseph Henderson, vice-president of the Bank of To-
ronto, explained to the committee the circumstances under
which the unregistered liens were added to the banking law.
They were introduced at the time the national policy was
adopted. ““The Government desired to give greater facilities
to manufacturers, and the impelling motive that led to these
clauses being put into the act was to enable the manufactur-
ers who had to put a great deal of capital into buildings, and
who required an additional amount of working capital, to
carry on their business; it enabled them to go to the bank and
upon the security of their raw material they could obtain an
advance to cover the period of the working up of these goods
in process of manufacture and distribution.”” He says the
original intention was to keep this confined to large trans-
actions by fairly large manufacturers who had capital; and
he thought the practice should not .be carried too far.

Sir Edmund Walker also gave an explanation of the work-
ing of the lien in connection with manufacturers’ accounts.
He began by saying that the manufacturers of Canada are
well enough off not to need this kind of help now to any great
degree. He then took the case of the maker of an article in
which wood and steel enter largely, and which is made up and
sold to the farmer at a certain season. Quoting from his
evidence: ‘““The expense of buying the raw material and pay-
ing for the wages goes on from the beginning of the manu-
facturing season until the moment when the goods are de-
livered, and even then the bank has to wait, of course, the
final payment by the buyer of the article. In the early days
when a manufacturer began with a capital of $50,000—and
that was quite a large capital then—he might turn out pro-
ducts in one yvear to the extent of $200,000. And the banks
in those days might lend $125,000 or $150,000 to a manufac-
turer whose capital was only $50,000, on his pledge, when
they saw that the money they lent was used in' payment of
the lumber, the steel, and the wages.”’

While he thought the clauses are not now so much needed
perhaps as in former days, Sir Edmund considered that _it
would be a great harshness to the small manufacturer who is
trying to start in competition with the larger concerns,
if through the abolition of these clauses.of the Bank Act l!e
was prevented from getting the same kind of help that his
competitors once had.

———-

The Furness liner Queen Wilhelmina recently arrived at
Montreal from Hamburg with a full cargo of beet-sugar., con-
signed to the Canada Sugar Refining Company. She is the
fifteenth sugar-boat to arrive there this season, though most
of the former vessels with sugar as_their cargo have come
from the West Indies. The next arrival will be that of the
direct liner Serrana. which sailed from Barbados for Mont-
real on October 18th.




