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H I-

PREFACE

The part that credit plays in the general organiza-

tion of modern life is portrayed in the Text in "Eco-

nomics of Business." In the present volume credit

appears as a phase of business management. It is

the purpose of the Text to show the general principles

which underlie the granting of credit as well as the

business organization in its various aspects, which

has made possible the conduct of business on a large

scale upon the basis of credit.

It is recognized that only one-half the story is told

when credit is granted, that it is not complete till the

promised money has been collected. Collections in^

deed are so intimate a part of credit operations that

they cannot be severed from it except by a crude men-
tal surgery. They occupy, therefore, a considerable

space in the present treatment.

In the preparation of this Text, the editors have

drawn upon many sources of information and experi-

ence. ]Mr. Wahlstad's consideration of credit, Mr.
Beebe's discussion of collections, and the exposition

of the law of credit protection and of bankruptcy in

the United States by INIr. Gerstenberg and in Canada
by Mr. Johnson, form the framework upon which

the treatment has been built up. But the mention of

these collaborators does not exhaust the list of those
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whose suggestion, counsel and experience have been

woven into the fabric. Special thanks are due to

IMr. Alexander Wall of the National Bank of Com-

merce of Detroit and Mr. George P. Woodruff of the

Alexander Hamilton Institute.

The Editors.
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CREDIT AND THE CREDIT
MAN

CHAPTER I

MERCANTILE CREDIT

1. Growth of credit in modern business.—At the

outbreak of the European War in 1914 numerous

predictions were made that the struggle must of

necessity be a short one thru sheer inability of the

nations to carry the terrific financial burden for

any length of time. The same reasoning would have

had every nation bankrupt before two years had

elapsed—yet the finish found the great nations still

solvent, carrying financial burdens of a magnitude

previously unheard of. If it had been necessary to

finance the war thru cash payments, predictions of

early bankruptcy would have been more than justi-

fied. The same machinery of credit, however, that

permits the development and expansion of business

enterprises into the millions of dollars has permitted

national financing in terms of billions. Thru the en-

tire growth of business and industry, credit has grad-

ually been assuming a more and more important place

1
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as a means of settling business transactions. This

development has now reached the point where all but

a small fraction of the world's business is transacted

with credit as the means of exchange, altho the

transactions are measured in terms of money. Thru
credit the transfer of funds to cover every individual

transaction is obviated, the volume of business is

greatly increased and the extent of operation both by

buyer and seller greatly enlarged.

2. Meaning of credit.—When credit is extended

one person or business house buys goods or renders

services in return for a promise to pay for these goods

or ser\"ices at some future time. Credit, then, is an

exchange of goods or services for a future promise to

pay. It is this latter element of the transaction that

comes up for examination whenever credit is ex-

tended. Wliat is the value of this promise to pay?

Is it fortified by such reasonable assurances that a

man may safely sell his goods or render his services

without receiving the actual cash at the time of the

exchange ?

3. General and individual aspects of credit.—The
place which credit occupies in the economic world has

been discussed in the Modern Business text on "Eco-

nomics of Business." The burden of the discussion

there is what credit does for the world at large, how
it has made possible the development of production

and wealth. In thus considering credit it appears

somewhat as an abstraction remote from the affairs

of the individual. Again it is some of the broader
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aspects of credit which will find consideration in the

text on "Banking."

The purpose of the present treatment is to consider

credit as a phase of business management. It is more

concrete, more definite, more intimately related to

the business problems of the individual whether he is

concerned with the question of granting credits or

whether as an applicant for credit he seeks to validate

his request. It will not be the credit applicant, how-

ever, but the credit giver who occupies the center of

the stage.

The problem which will engage our attention is

how the manufacturer or the merchant decides

whether or not a given applicant is to receive the

credit he asks. This is a vital question in the conduct

of business since injudicious credit granting may
wreck an enterprise. We have to examine, then, the

principles according to which a decision is reached

and the safeguards which business practice has

erected to insure a wise decision.

The discussion of credit, therefore, will not be ab-

stract and general, but will concern its concrete and

individual application. It is neither the general eco-

nomic aspects of credit, nor the purely personal

phases of the question which will occupy us, but the

business side of credit—in short, mercantile credit

—

with which we shall have to concern ourselves.

The gi-anting of credit in the business world

whether by manufacturers, merchants or banking in-

stitutions is determined by a consideration of the
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merit of the applicant and by a regard for general

business conditions. It is especially to the elements

which enter into the merit of the applicant, the means

taken by the credit giver to discover precisely what

it is, as well as the procedure of granting credit, and

making the collections which necessarily follow it that

the present treatment is devoted.

4. Increasing the working power of capital.—
Credit, by reason of its suitability as a medium of ex-

change, makes it possible for commercial transactions

to be carried on with much greater ease and freedom

than when settlements are required in goods or

money. Another and equally beneficial service ren-

dered by credit is that it permits the merchant to in-

crease the working power of his capital. With a

capital of $10,000 he might readily be able by means

of credit to do as large a business as if he owned

$20,000 in his own right.

It is evident that when a manufacturer or whole-

saler places a quantity of his goods in a retail dealer's

hands he virtually gives him the use of his capital

to that extent for the period of the credit term,

whether this be one of thirty, sixty or ninety days.

To the retail merchant this means much more than

the value of monej" as measured by the usual interest

rate. In other words, if money may be borrowed

from the bank at an annual interest rate of, say, five

per cent, the value of the credit which the merchant

obtains from the wholesaler is normally much greater.

For, as already pointed out, by means of such credit
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the former makes a merchandising profit upon the

capital employed—generally more than double the

amount of the banking rate of interest.

5. Excessive credit a danger.—We must not con-

clude, however, from the foregoing that by increas-

ing his credit indefinitely the merchant also neces-

sarily increases his profits. Credit in his case, in or-

der to be beneficial, must bear a fixed relation to the

volume of business permitted by local conditions.

If, for example, the character of the business, the

neighborhood in which the store is located, or other

causes restrict the possible volume of business to a

certain amount, it is evident that no additional amount

of credit extended to that dealer will make it possible

for him to sell more goods. If used beyond a cer-

tain point, credit, instead of remaining a friend and

helper, may become not only a useless burden, but

a foe and at times even a destroyer. Unless the mer-

chant possess sufficient business capacity to determine

in advance, and with reasonable accuracy, the total

volume of his annual sales, and unless he is able to

proportion that volume rightly among his various de-

partments, he is in danger of being misled by alluring

offers of credit and as a result may overstock him-

self with goods which for the time being, at least, he

will be unable to sell.

This condition results in the tying up of capital

and credit where they are unable to serve him,

thereby diminishing his active resources in an equal

amount and placing additional burdens upon the re-
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mainder of his capital. Frequently these burdens

become too heavy for their weakened support, so that

when accounts mature and payments are demanded,

sufficient funds are not at hand to meet them. A
state of delinquency is the result. Presently, unless

in some way the burden is lifted, the delinquency

spreads to accounts with other creditors, and before

long a state of insolvency is induced, compelling cred-

itors for their own protection to step in and demand
an adjustment of the dealer's affairs, either with or

without his consent and cooperation. For this reason

overbuying, by which is understood buying in excess

of the actual demands of his trade, is one of the gi'eat-

est dangers to which the average retail merchant is

exposed. Against this danger every properly con-

ducted wholesale and manufacturins; concern is con-

stantly on the watch.

Where, on the other hand, the dealer's situation is

one in which a larger volume of business could be

done provided additional capital were available for

purposes of increasing stocks of salable merchandise,

the employment of additional credit is not only in it-

self perfectly legitimate but also distinctly profitable

to both dealer and supply house.

6. How credit helps the manufacturer.—Another

instance of the benefits of credit for purposes of busi-

ness extension is where a manufacturer has sold his

output of goods to wholesalers or jobbers on usual

credit terms of, say, sixty days, and where this output

represents practically all the manufacturer's avail-
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able capital—a condition not uncommon among small

manufacturers. Under the circumstances, if he had

to pay cash he would not be able either to buy the

necessary raw material or to enlarge his factory in

order to take care of an expected increase in orders.

He might not in fact be able to continue the produc-

tion of additional goods until the goods sold had been

paid for. At the same time he could not well afford

to let his plant be shut down or his men remain idle

for sixty days while he waited for his customers to

settle their accounts. He would need the use of his

money at once.

Thru the good offices of credit the manufacturer is

able to repossess himself of his capital without any

delay. The bank, which is primarily an institution

for the purchase and sale of credit, stands ready to

buy, with certain safeguards, the manufacturer's right

to demand payment from his customers in sixty days.

In payment for this right the bank in turn gives the

manufacturer a right to use its—the bank's—credit in

an equal amount, less the interest charge for the in-

tervening period. The bank may, of course, if re-

quested to do so, pay to the manufacturer the amount
in gold. Usually, however, it merely credits the

amount on its books to the manufacturer's account.

But for the manufacturer's purpose the bank's credit,

which he thus obtains, is just as useful as the gold

which it represents, since with the aid of that credit

he may at once resume his productive activities, buy
raw material and pay his workmen's wages, exactly as
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tho his customers had paid him cash for their pur-

chases.

7. Main points to determine credit.—Credit has

been defined as an exchange of goods or service for

a promise to pay in the future. It is evident that the

main consideration of the credit man is devoted to de-

termining the worth of the promise. The buyer must

conform to certain standards—his business must be

able to endure certain tests. He is to receive goods

upon his promise. A sale upon a promise that does

not come up to these standards is not granting of

credit at all. It is simply bad business. The pos-

session of written promises to pay can never take the

place of a thoro and adequate determination of the

worth of the debtor's promise for, after all, a note or

an acceptance, in its legal effect, is only the buyer's

verbal promise reduced to writing. The written in-

strument as such is not security. And regardless of

the means by which the transaction has been effected,

should the buyer's promise be bad, the seller is left in

the position of having parted with his goods in ex-

change for something which may be worthless, and

which in any event he will be put to much trouble to

realize upon.

In simple form the three questions that the seller

asks himself about the prospective buyer are: Is he

honest? Has he business ability? Has he sufficient

resources? These questions go to the root of the mat-

ter of determining a buyer's credit.

In addition to three elements of character, business
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ability and capital indicated, a fourth measure of con-

sideration might be added and that is the form of

the buyer's enterprise. If the buyer is a corporation,

the assets actually owned by it are the only ones to

which the creditor may look in case it becomes neces-

sary to force the debt at law. Similarly, the stock-

holders are not partners in the enterprise and are not

likely to aid it with their personal resources in case

of any unforeseen trouble. An individual or partner-

ship, however, is fortified not only by its own capital

but by the private fortune of the individual or the

members of the firm. The unlimited personal liabil-

ity of the individuals and partners for the debts of

the business enterprise they are conducting is a strong

incentive to them to employ eveiy means looking

toward the success of the business. If the business

gets into serious difficulty, the private estate of the

individual partner is endangered. Given equality

between a partnership and a corporation in regard to

the three major factors already indicated, the former

is entitled to a greater measure of credit than the lat-

ter because of the personal liability of its various mem-
bers.

8. Methods of granting credit.—Credit is always

granted upon the promise of the buyer. That prom-

ise may either be implied as in the case where a cus-

tomer "charges" a purchase at his retail grocer or it

may be expressed, that is, evidenced by a written in-

strument. The written promise may take the form

either of a promissory note or a trade acceptance or
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draft. In the note the buyer gives the seller his writ-

ten promise to pay within a specified time. In the

trade acceptance or draft, the seller draws an order

on the buyer for the amount of the sale and when
this draft or trade acceptance is "accepted" the buyer

agrees to fulfill the order. The buyer's acceptance is

in effect his promissory note.

9. Credit affected by general trade conditions.—
The prime factors that influence the granting of

credit and the amount that will be extended have been

already indicated. These are the factors that are in-

dividual and rest entirely upon the condition of the

business of the credit seeker. So closely interwoven

is the modern fabric of business, however, that general

conditions, whether of prosperity or depression, have

a vital influence at all times upon the extent to which

credit may be granted. It is as true of -money and

credit as of any commodity that when it is plentiful

prices fall and it is comparatively easy to obtain.

Conversely, w^hen money becomes scarce, merchants

cannot obtain it so easily or under such favorable

terms. The result is that merchants cannot tie up so

large a proportion of their goods in credit transactions

as they could in times when money was more

easily obtainable. The volume of general credit has

contracted and in the same way the individual busi-

ness houses' buying power is curtailed.

10. Turns of the business cycle.—Over any ex-

tended period of years it will be seen that there have

been times of great prosperity and periods of reaction
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or "hard times." Mercantile credit is concerned with

this swing of the business cycle or at least it ought

to be. During a period of prosperity all business is

riding at the top of the tide. Railroad earnings are

large, building operations are being carried on ex-

tensively, bank clearings show a great increase and the

volume of the deposits shows a considerable gi-owth.

During such a time, with prosperity eveiywhere,

credit is widely asked for and granted freely. Stimu-

lated by the "boom," manufacturer, wholesaler and

retailer add to their stock, relying on the rise of prices

for greater and greater profit. Such a condition

causes larger buying on credit since each class is out

to reap its full share of the prosperity.

In turn, when with plants working at capacity, the

various markets become glutted, there being a super-

abundance of goods, prices commence to fall. The
same scramble that ensued when prices were rising

now takes place, only with a different purpose.

Where before dealers were anxious to purchase

largely in order to turn large profits, now they are

anxious to sell at once in order to save themselves

against too heavy losses. It is in times such as this

that business houses which have made purchases of

stocks on wide margins of credit often find that fall-

ing prices will net them not the profit they had an-

ticipated, but an actual loss.

The problem of the credit man is not merely trail-

ing with the times, granting credit freely when it is

asked freely and contracting when business in general
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contracts, but it is anticipating these times. In a

period when all is optimism and business is apparently

swinging indefinitely upward in a rush of prosperity

the far-sighted credit man will, by studying external

factors, prove his worth to his house by anticipating

just how near the crest of the wave of prosperity the

business craft has risen. The credit man who can

hold his buyers to reasonable margins before the ebb

sets in and who does not find himself with a great bur-

den of accounts receivable in a time of depression is a

valuable executive. He combines the acumen and the

skill of his own work with the ingenuity and foresight

of the banker.

11. Place of the credit man in the business.—The
credit man himself can never lose sight of the fact

that he is performing only one function of the business

enterprise—that he is not standing alone. The most

important work of a business is selling, but it is

equally important that it make a profit from its sales.

Laxness on the part of the credit man may result in a

loss of profit thru permitting bad accounts to get on

the books. Too great a degree of strictness may cost

the firm customers who are good credit risks altho

they may not be of the highest. The credit man has

to steer a middle course. Cooperation is as impor-

tant a part of his duties as standing guard. A credit

man whose company had a number of travelling men
on the road found that he was not gaining any great

popularity with the salesmen due to the fact that

every now and then he was compelled to turn down
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orders from houses that the salesmen had sold. Aside

from the injury to his personal popularity it struck

him as a duplication of effort for a salesman first to

sell a customer and then for the credit man to turn

the customer down. The solution was soon found.

Thereafter a plan was worked out whereby the credit

man was notified in advance of the territory into which

the different men on the road were going. He was

then able to go over the entire field of houses in that

particular line in the territory and tell the salesmen

in advance who were the good credit risks and those

to whom credit should not be offered. This credit man
became a sales builder thru providing the salesmen in

advance with a select list of customers.

Not only must the credit man be able to cooperate

with other departments, and be a student of trade and

business in his ability to foresee changes in the general

business conditions, but thru it all he must be a dip-

lomat. He has it within his power to drive old cus-

tomers away or to educate the recalcitrant customer

so as to earn his everlasting good-will. It is with

these various phases of the credit man's activities that

the body of this work will deal.

REVIEW
Why is it ordinarily more profitable for a merchant to do

business on part borrowed capital than on capital all his

own?
At what point in the development of a business will the use

of additional credit prove excessive, hence unprofitable, and
eventually injurious?

What are the considerations to be kept in mind by the
seller in determining what credit to extend?



CHAPTER II

BOOK CREDIT

1. Development of hook credit.—Probably the

most familiar method of selling goods on credit is by

what is known as "book credit." Here the goods pass

into the hands of the buyer after his credit title has

been passed upon and the seller bills him for the

amount of the invoice at the terms which were agreed

upon at the time of sale. The term "book credit"

is used because the sole tangible evidence of the

transaction is that which is contained in the seller's

books of original entry. While book credit is widely

known, it has had its growth during the past sixty

years. Previous to that time the bulk of sales were

made on bills of exchange, the prototype of the

trade acceptance of today.

The growth of book credit has some historical inter-

est. All of our legal, commercial and social customs

were carried over from the mother country at the

time of the separation in 1776. The acceptance has

long been the most familiar credit instrument in Eng-
land and on the European Continent, and up to the

time of the Civil War it enjoyed a steady growth in

this country. The conflict between the States

brought in its train unsettled credit conditions and
14
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high interest rates. Ready money was hard to ob-

tain. A condition of this sort naturally fostered the

offering of inducements to buyers to make settlement

in cash. With high money rates the seller was no

longer willing to wait for the buyer to meet the usual

acceptance or draft. He needed the money immedi-

ately and this resulted in the birth of the cash dis-

count. It was of more importance to the buyer to

obtain the money immediately even at the cost of

offering a considerable discount from the gross quo-

tation rather than to wait. The practice of carrying

buyers on open book accounts grew steadily and even

today the open book account with the cash discount

privilege forms the major part of our credit trans-

actions. Improved communication facilities, the de-

velopment of the railroads, telegraph and telephone

also served to bring buyer and seUer into close touch

with one another. The improvement in banking ac-

commodations also played a prominent part in the

growth of selling on open book account. With com-

mercial banks in practically every community, the

buyer was able to borrow from the bank at the pre-

vailing interest rate and take advantage of the heavy

discount terms offered.

2. Nature of the open hook account.—When a

sale is made on an open book account, there is an im-

plied promise to pay on the part of the buyer. This

promise may be fortified by letters if there has been

correspondence regarding the sale and such corre-

spondence can be put together so as to piece out a
VIII—

3
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contract. On the whole, however, the seller's books

of original entry are the only evidence of the trans-

action. The open book account sale, then, is a sort of

"gentleman's agreement." The buyer obtains the

goods and in return the seller has the implied

promise of the buyer to pay for them. Such

a "gentlemen's agreement" is all right—if the

buyer is a gentleman. Complications necessarily

arise tho if he is not, or if he is prevented

from acting like one by circumstances outside

of his control. Here the seller has only his own
books to rely upon. If it is ever necessary to go into

court to collect the bill, the buyer may assert that

the goods were not received, that they were damaged
all or in part, or that the terms of sale were different

from those which the seller asserts. The buyer may
assert that the goods were sent him on a consignment

sale (only those goods which were sold to be paid for)

or he may set up a counter-claim, alleging that some
other transaction was to offset the amount of the sell-

er's bill in whole or in part. By its very nature the

open book account leaves all the advantage with the

buyer. He has the goods, and the seller has only his

implied promise to pay for them.

3. The open hook account—economic objections.—
Such a system has its obvious faults. Many of them
have been recognized clearly for some time. If an

analysis of this method of selling were attempted it

would be possible to group the objections to the open

book account as economic and ethical. Under the
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head of economic objections are the facts that on

open accounts (1) the seller is compelled to act as a

banker for the buyer; (2) the capital value of the

merchandise remains buried in the goods for the life

of the credit term; and (3) the lack of a sharply de-

fined time for the payment of accounts has been a

fruitful source of business failure thru the tendency

to over-buy and the correlative tendency to over-sell.

If Smith sells goods to Brown on 60-days' time he

is acting as Brown's banker. Of course, Brown does

not get an actual loan of money but he obtains the

loan of capital represented in the goods. It may be

pointed out that Smith can go to the bank, discount

his own notes and finance himself. He can do this,

of course, but he still remains Brown's banker, for the

note he discounts at his bank is one for which he has

to pledge his general credit. The capital he has in

the goods remains buried in them until Brown pays

his bill. It has been well said that "An outstanding

account represents money tied up which cannot

work."

Capital is tied up in another way thru the large

ratio asked by banks for a loan. If it becomes nec-

essary for a seller to pledge his accounts receivable

with a banker or broker, he will have even more capital

tied up. The great objection of over-buying and

over-selling is no less important to the general busi-

ness of the countiy than the tying up of his capital is

to the individual seller. In sales on open book ac-

count it is understood that payment is to be made
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in a specified time. There is no written instrument to

evidence that fact, however, and this, in itself, pro-

duces laxity. If the buyer is unable to pay promptly

in sixty days, he may run on for a fortnight or a

month more without getting into trouble. On the

other hand, if Brown knows that he has a definite ob-

ligation to meet at a certain time, he will not allow

his buying eyes to become greater than his selling

stomach. If he has the feeling that he can meet his

obligations practically at his will, there is no tangible

check to his enthusiasm for new goods shown him.

The same indefiniteness that encourages over-buying

is also a tendency to over-sell. When a man loans

another money on a note, his first thought is, "Can
this man pay his note when it falls due?" The same

consideration is found in the sale of real estate where

a mortgage is taken as part of the purchase money.

In sales on the tangible open book, however, the

thought is apt to loom up consciously in the mind of

the salesman, "Well, if he can't meet the whole bill at

the time it is rendered, he can at least pay something

on account." The same thought running in the

mind of five salesmen for different wholesalers is an

encouragement to all of them to sell the buyer as

much as he is willing to take and to trust to good

fortune that he will not become a delinquent.

It might be said that the seller can avoid acting as

the buyer's banker if the buyer takes advantage of

the cash discount. This is true, but the seller pays

a high price for it. If Smith has to give Brown two
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per cent of his bill to induce Brown to pay it within

ten days' time, he is paying a far higher rate of in-

terest than he would pay anywhere else for the use

of money, and in this case the money for the use of

which he is paying is really his own.

4. The hook account—ethical objections.—Among
the criticisms that can be levelled at the book account

from the ethical standpoint is the fact that the cash

discount gives the large dealer an advantage over the

small one and the door for litigation is left wide open,

inasmuch as the seller has only his book account as

evidence of the transactions, the state in which the

goods were received and the integrity of the shipment.

The cash discount is undoubtedly an aid to the

big dealer. A man doing a business of $500,000 may
be carrying on his enterprise on no stronger lines

than a man doing a business of $25,000. The eco-

nomic condition of both enterprises may be exactly

the same. The big dealer, however, commands better

credit facilities. Then, just as the credit term is

often taken advantage of thru the buyer taking a

much longer time for payment, the discount privilege

may be abused. The actual time for the taking of a

discount may have elapsed but if the seller is gi-eatly

in need of cash, he will be apt to permit the buyer to

take advantage of the cash discount in order to obtain

the funds which he needs. In short, the open book

account is a two-edged sword in the hands of the

buyer. Having both the seller's goods and his own
money, he enjoys all of those intangible nine points
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of the law that go with possession. The seller, of

course, has ample remedies to enforce his claim.

But goods are not sold with litigation in view as a

means of collecting on them. A single sale means
nothing to a business house. What it is trying to

do is to build up a hst of customers who will be steady

buyers and for this very reason, the selling house can

ill afford to take measures that will alienate the good-

will of individual buyers, even when the action of the

buyer reduces them to a point of exasperation.

The buyer's over-buying may even be deliberate.

This may, of course, be done with deliberate fraudu-

lent intent, but this is not the sort of over-buying that

is the greatest danger to the credit man. For the de-

liberate fraud will usually not pass the tests of char-

acter, ability and capital that will be put to him and

so not be in a position to obtain goods with intent

to defraud the seller. The dangerous kind of over-

buying is apt to come from houses whose credit has

already been established but which find themselves

slipping into precarious financial difficulties. How is

over-buying going to help such a house? Suppose

a concern finds that its capital is running short and

that in the future it may have to curtail its operations

to a considerable extent in order to get along. An-
ticipating difficulties in the future, the buyer lays in

heavy stocks of goods. The anticipated difficulties

come and the buyer is short of working capital. The
burden, however, falls upon those who have sold him.

The company must raise money, obtain extensions
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from creditors or go under. With the prospect of

the buyer going into insolvency and the conseqent

shrinkage of accounts to a fraction of their worth on

the dollar, the creditor is practically compelled to ex-

tend the time for payment of accounts. Accord-

ingly, under the open book account method of trad-

ing, the buyer may of his own will, and with delib-

erate intent, place the creditor in a position where

he must extend the time of payment indefinitely, or

see his receivables shrink as the buyer goes thru the

slow and costly processes of bankruptcy.

5. Taking unearned discounts.—Many a dealer

who never would take a five-cent piece belonging to

another, appears to have no conscientious scruples

about taking a cash discount to which he is not en-

titled, and frequently regards it as little less than an

insult to be reminded by the wholesaler that the terms

of sale are to be observed according to the letter.

Let us suppose the terms of sale to stipulate a Ciish

discount of two per cent for making payment within

ten days—which is a custom that obtains in many
lines of business. The purpose of such a discount is,

of course, to induce an immediate payment. Ob-
viously, it is most unfair for a debtor to deduct the

cash discount when he does not make payment until

after the ten days have elapsed; yet this is just what
is being done by many, and it is causing much annoy-

ance and actual loss to the creditors. Fifteen,

twenty, and even thirty days are taken by some cus-

tomers who nevertheless invariably deduct the cash



22 CREDIT AND THE CREDIT MAN

discount before remitting the amount of their bills.

Not a few wholesale houses, for fear of losing the

dealer's trade, submit to this form of exploitation

without protest ; others, tho they may make mild pro-

tests concerning the irregularity of the practice, fail

to take a positive stand in the matter. Some, and

their number is happily growing larger each year,

decline to submit to what they regard as a dishonest

practice, and invariably charge the dealer with any

sum, however small, that has been unjustly deducted

in the form of a cash discount. The latter course, in

addition to being the only right one from a moral

standpoint, has the advantage of inculcating in the

debtors' minds a wholesome respect for the house that

pursues it, and a corresponding confidence in its

goods and service. It is the practically unanimous

testimony of those who have put themselves on record

as absolutely opposed to the abuse of discount terms,

that this attitude has caused the loss of no desirable

customer. Moreover, it is found that a frank and

courteous statement of the attitude of the house in the

matter of the observance of discount terms is usually

sufficient to convince any dealer who is in the least

degree fair-minded, that the practice complained of

is wholly without justification in equity and morals.

6. Charging interest on deferred paj/ments.—The
same line of reasoning tliat condemns the deduction

of unearned cash discounts insists upon the payment
of interest on every past-due account. Yet in many
instances the obvious justice of this stand is ignored
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by buyer and seller alike. Accounts that are sold

"net thirty days," are frequently not paid until forty-

five or sixty days have elapsed—at times not even

then.

The wholesale house that consents to have payment

deferred in this manner, is virtually lending its capital

to the delinquent debtor without any compensation

whatever. Since the debtor, if he were to borrow the

money at the bank, would have to pay interest upon
the loan, there appears to be no good reason why the

wholesaler's capital should not be entitled to equal

earnings while in the debtor's possession beyond the

regular credit period. As a matter of fact, the

wholesaler is really entitled to more than the usual

five or six per cent per annum, since under ordinary

circumstances he could earn more than that by em-

ploying the money in his business.

As with the custom of taking unearned cash dis-

counts, so also the matter of paying interest on past-

due accounts is largely a question of right attitude on

the part of the creditor. Experience shows that the

evils complained of can be removed whenever a cor-

rect policy is adopted and consistently maintained.

The exercise of a little tact will often go far toward

making a customer, who has been guilty of such prac-

tices, see the evil of his ways and change for the bet-

ter.

7. Realizing upon open book accounts.—Where
sales are made on open book account, the time may
come when the seller will face the necessity of raising
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money upon his floating assets. With the growth of

the book account system, means for borrowing upon

accounts outstanding came into being. A first es-

sential is that the borrower be well known to the

banker, for as there is no tangible evidence of the buy-

er's obligations, except the books of the seller, the

banker who loans money upon the account must nec-

essarily do so largely upon the seller's credit.

As soon as it became evident that the practice of

lending upon book accounts was safe and profitable

if conducted with due care, a regular system for deal-

ing in credits of this kind grew up. While at first

this business was handled by the banks as part of

their loan department routine, it eventually came to

be the work of a special department organized for

that purpose. However, many of the banks found

that business of this kind, being highly specialized,

was not always profitable, especially in view of the

conservatism that is always necessary in the conduct

of a bank. Gradually the function of the bank was

taken over by a type of brokerage institution that

made a specialty of handling business paper. The
brokers soon became experts in judging credit and
the brokerage concerns, as they gained in capital

strength and in prestige, came to be looked upon as

valuable adjuncts to the bunking system. Thus,

where a bank finds itself unable to assume the risk of

discounting book accounts at first hand, it is fre-

quently able to lend money on the security which the

broker furnishes.
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8. Methods of assigning accounts.—The exact

methods by which this business is handled vary to

some extent. Sometimes the merchant who assigns

his accomits may draw against the amount of such ac-

counts up to a certain point—say 75 per cent.

The terms upon which the assignment may be made

are of course largely determined by the nature of the

accounts and by the standing of the assignor himself.

Often the merchant is made the agent of the as-

signee, collecting the individual accounts as they fall

due and using the money in his own business. It

goes without saying, however, that in this case the

merchant is under the necessity of replacing the col-

lected accounts with new ones in order always to

maintain a proper balance. The chief advantage of

this method to the merchant is that it permits him

to hide from his customers the fact that he has as-

signed his accounts. If the bank commission house

is willing to assume all risks and buy the accounts out-

right, the terms are, of course, less favorable to the

assignor. Usually the accounts are bought only at

a heavy discount.

But while the assignment of his accounts is a per-

fectly legitimate featm-e, the merchant who finds it

necessary to resort to this expedient in order to meet
his current liabilities is not always regarded in the

best light by his creditors, if the matter becomes

known to them. Not only does this procedure indi-

cate that the merchant is urgently in need of funds,

but the assignment of his accounts receivable, unless
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illegally made, withdraws them from his assets and

diminishes by that amount the resources available for

distribution among creditors in case of failure in

business.

9. Registration of assigned accounts.—One phase

of this practice has repeatedly come up for discus-

sion and has received rather a severe criticism. That

is the element of secrecy in the selling and pledging

of accounts. It is pointed out that such a system

lends itself readily to the practice of fraud, not only

upon creditors, but upon the finance companies that

advance money on such pledges. Cases have oc-

curred in which it was found, after the failure of the

debtor, that all accounts receivable had been hypothe-

cated. It has been known that in some cases instal-

ment leases have been duplicated by fraudulent deal-

ers and that bogus shipments have been recorded for

the purpose of defrauding the financial house to which

the accounts were sold. This raises the question

whether, in order to prevent fraud, all sales and pur-

chases of accounts should not be made matters of

public record just as in the case of chattel mortgages.

The fairness and justice of this suggestion is evident

and there has been some agitation looking toward the

enactment of legislation to insure against possible

fraud upon creditors.

10. Where book accounts are advantageous.—
While every objection that has been noted against the

book account as a method of selling on credit is valid,

it is not to be universallv condemned. There are
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many cases where it is not only the most convenient

but the best means of handling and recording credit

sales. One of these is obviously the retailer.

Altho some attemjits have been made to introduce

the trade acceptance into different forms of retail ac-

tivity, on the whole the open book account is the best

method for handling sales to individual customers.

In the case of department stores, gi'ocers, dealers in

staples such as meat and milk and other retailers, the

individual sales are of such frequency and in such

small amounts that any method other than the open

book account would flood the business machinery of

the retailer and introduce an mineeded inconvenience

to the consumer. In the case of the large depart-

ment store, its credit machinery is, or should be, ample

to guard it against getting many accounts on its books

that are unsound or that are likely to prove slow pay.

Some proportion of such accounts is, of course, un-

avoidable, but with houses selling in small amounts

and at frequent intervals to individual buyers, the

chief concern is building up a clientele of persons who
patronize the place both for the excellence of its goods

and for the facilities which are offered for their pur-

chase. WHiere the individual accounts are small, too,

the customer who takes too long a time for payment
or who acts in other ways to embarrass the selling

house, cannot cause so great a degree of embarrass-

ment as to affect vitally the house's financial condi-

tion.

Aside from the retailer there are other lines where



28 CREDIT AND THE CREDIT MAN

the open book account is more satisfactory than sales

on credit documents. Some of these classes of busi-

ness may be outlined as follows:

A. Where the capital represented by merchandise

sold is not large.—There are some lines of business

where the actual physical goods sold form only a

small part of the contract that the selling house enters

into. The gist of the contract may lie largely in the

services which the seller is going to render. In the

case of a business selling only goods, a book account

sale means loaning so much of its capital goods for

the credit period. If this feature is not present, one

objection to the use of the book account is removed

and if some other considerations are not present, there

is no logical objection to sales by this means of credit.

B. "Non-repeaters."—Some lines of business are

engaged in selling a product which is of such a nature

that once the buyer has taken it, he is supplied for an

indefinite time and there is no likelihood of his being

again a prospect for the same product. In such a line

of business, the question of the buyer's ability to take

the product can arise only once. Since this is the

case, the judgment of the credit man must always

be the fundamental factor in extending credit and

the use of a trade acceptance or any other credit in-

strument would not serve to cut down the propor-

tion of bad or delinquent accounts.

C. Contract sales.—It has been seen that the open

book account may give rise to disputes between buyer

and seller that can only be settled thru litigation. In
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many lines, however, while the buyer's written ac-

ceptance or note is not taken, the sale is made upon

a written contract. Such a contract embodies

within itself all of the terms and conditions of

the sale^ since a written contract is not sub-

ject to variation by verbal evidence. So far as "sew-

ing up" the buyer is concerned, then, a written con-

tract is as effective a means as any other. The case

of the carpenter or plumber who makes repairs for the

landlord is an instance. When such a contract is re-

duced to writing, the contractor has an instrument

that precludes the raising of any questions except that

of the quality of the work.

D. Specialties.—In some lines there may be diplo-

matic reasons for preserving the book account even

tho otherwise it is not desirable. Such a line is that

of a specialty where a high-class body of salesmen

must not only sell the buyer but educate him fre-

quently to the point where the sale is possible. Here
is another phase of the credit's man cooperation with

the sales department. Any system of granting credit

that would interfere with the effectiveness of the men
in the field thru making it necessary not only to sell

the buyer on the worth of the product but to sell him
on the means of paying for the product constitutes

a handicap that should not be imposed on the sales-

man.

REVIEW
From the credit grantor's standpoint wherein does the practice

of selling on open book account put him to a disadvantage?
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How are open book accounts used for the purpose of raising

money ?

What commercial abuses have grown out of the present prac-

tice of doing business on open account?

What safeguards are taken to prevent the practice of frauds

in assignment of accounts ?

What are the advantages of the open account system?



CHAPTER III

DOCUMENTARY CREDIT

1. The forms of documentary credit.—In the pre-

ceding chapter, it has been brought out that in a sale

on a book account, there is an impHed promise on the

part of the buyer to pay for the goods sold. This

chapter will deal with forms of sales on credit where

the promise of the buyer is not implied but is ex-

pressed thru the medium of a written instrument.

Such a written instrument may either be a promis-

sory note made by the buyer, or a draft or trade ac-

ceptance drawn by the seller. Points of similarity

between each of these forms of written obligation will

be noted. It is to be borne in mind thruout the dis-

cussion, however, that a note or acceptance is nothing

more than a WTitten promise to pay. It does not,

like a mortgage, set aside any part of the debtor's

goods as security for the payment.

Since the note or trade acceptance is only a written

promise to pay, it is to be emphasized again that the

chief consideration is always the intrinsic worth of the

buyer's promise. Like a sale on a book account, the

promise is good in proportion to the willingness, abil-

ity and worth of the debtor. A bad written promise

is no better than a bad verbal promise. The written
VIII—
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obligations of the debtor, however, have certain mani-

fold advantages to the seller that are coming to be

recognized as of very great importance. Considera-

tion will be given to the legal effect of such instru-

ments and to their economic effect—the manner in

which the two-edged sword which the buyer holds

over the seller in the case of an open book account

is thus deprived of one of its edges.

2. The 'promissory note.—A promissory note is

nothing more than the written promise of the buyer

to pay the seller the amount of the bill at a certain

specified time. A common form of note is as follows

:

$200 Cincinnati, Ohio, Jan. 8, 1919.

Thirty days after date I promise to pay to the order of

H. R. Smith & Company Two Hundred Dollars at the First

National Bank of Cincinnati. Value received.

William H. Jones.

There are certain essentials which a good promis-

sory note must possess. In the first place, it must

contain an absolute promise. In this connection, an

acknowledgment that a debt is due is a very different

thing from a promissory note. An "I.O.U." is an ad-

mission that a debt is owed, but it is not a promise to

pay it. Similarly, such phrasing as "Owe H. R.

Smith two hundred dollars, value received," does not,

of itself, help create a new instrument whereby the

person signing it agrees to pay such a debt. The
first consideration to be looked to in a note, then,

is whether the promise to pay is absolute and uncon-

ditional. If it merely reflects and acknowledges the
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justness of an obligation already incurred, it is not

a promissory note.

The question may sometimes arise as to whether or

not a note is unconditional. A note made payable

"two months after goods are sold" would not be good.

The goods might never be sold by the buyer. In the

same way notes made payable a certain time after the

arrival of a ship in port would not be negotiable for

the same reason. The same indefiniteness may arise

when a note is made payable out of certain funds. If

the buyer promises to pay out of funds realized from

the sale of certain goods, or out of the proceeds re-

ceived from certain other business in which he is en-

gaged, his note is again open to question for there may
be no proceeds out of the sources indicated. Not only

must there be a promise, but the promise must be

unconditional. One class of notes has come up for

some question in the colirts, namely, where notes

are given for instalment payments but the condition

is made that in the event of failure to meet any in-

stalment, the entire series of notes will thereupon be-

come due and payable. The validity and negotia-

bility of notes of this class have been established by the

courts and such a provision in instalment notes does

not affect in any way their validity.

Just as the promise must be certain and uncon-

ditional, the person to whom the note is payable must
be indicated clearly and the amount of money to be

paid must be certain. A promise to pay in goods

is not a good negotiable instrument, for the value of
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the goods may fluctuate. A proviso that a note is

to be paid with interest or at the current exchange,

however, does not affect its negotiability, since both

of these are elements that may readily be determined

and measured in terms of money.

3. Indorsement.—It may sometimes happen that

the note is indorsed by some person other than the

buyer. Such a practice is not usual in commercial

transactions and usually it would only occur when it

was necessary to fortify the buyer's credit with that

of some other more responsible party. When such

an indorsement is given, the indorser lends his name
and credit to the maker of the note. The effect of

such an accommodation indorsement may be briefly

referred to. It is a general rule that consideration

is essential to a valid contract. Where a person lends

his name on a note and receives no consideration, it

may be asked how he can be held liable if the maker
of the note fails to meet it. This is worked out thru

the doctrine of estoppel. Once a man has placed

his name on a negotiable instrument that may pass

into the hands of innocent third parties, he is abso-

lutely liable to make good the promise of the maker
of the note whether the third parties have knowledge

of the fact that he is only an accommodation indorser

or not. He has made the promise of the debtor his

own promise. Having done this, the courts will hold

that he is precluded from setting up as a defense on the

note the fact that it was not his own obligation and
that he received no consideration for lending his name.
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An accommodation indorsement means full responsi-

bility to any subsequent holder of the note.

4. Tangible evidence of indebtedness.—The note,

being a written promise of the buyer, is a tangible evi-

dence of his indebtedness. This evidence being con-

tained in a single instrument, that instrument is nego-

tiable (that is, it may pass from hand to hand) in much
the same manner that a note put out by a bank in one

town passes from hand to hand among the people

in widely scattered parts of the country. The differ-

ence is that whereas the bank note passes from hand

to hand merely by delivery, the note of an individual

passes by indorsement.

Once in possession of a note, the seller has an in-

strument that he may negotiate. By placing his in-

dorsement upon it, he may discount it at the bank

or he may transfer it to other parties who are willing

to accept it in lieu of cash. Such third parties are

those who are acquainted with the credit and responsi-

bility of the maker. While the note is not used to

any considerable extent in mercantile transactions,

it has a definite value to the seller when it is obtained

either in the usual course of trade or in the course

of some unusual transaction. Since it may be nego-

tiated, the seller has it within his power to raise

money on the sale thru negotiating the note if it

should become necessary for him to do so. A note

made by a responsible party places it within the

power of the seller to realize cash for his transaction

without waiting for the buyer to pay.



36 CREDIT AND THE CREDIT MAN

5. Action on fiotes,—If it becomes necessary to

resort to legal processes for the collection of the bill,

a note is a far better basis for suit than a book ac-

count. In the note illustrated on page 32, the

phrase "value received" appears. The effect of this

is to stop the signer of a note from disputing

the fact that he received consideration for its issue.

Once the note has been made and delivered, ques-

tions regarding the actual receipt of the goods are

subordinated. When the seller brings action on the

note, there are only two things that he is required

to prove in order to obtain judgment unless the buyer

introduces some defense by way of offset to defend

the claim. These matters of proof are ( 1 ) the genu-

ineness of the maker's signature and (2) the fact

that the note was presented for payment and was

not honored. The same matters of proof are also

required against indorsers. In this connection, it

may be observed that the note of an infant (i. e. one

under twenty-one years of age) is the same as his

contract—it is good unless he sets up the claim of

infancy when action is brought on the note. Ac-

cordingly the note of an infant is not of itself void

but he may interpose the defense if he wishes to.

6. Drafts.—A draft, unlike a note, is made by the

person to whom the money is owing rather than by

the debtor. It is an order on the debtor directing

him to pay the amount of the draft either to the

order of the drawer or to the order of some third

person. The order may be to pay at sight or at
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some specific time, such as thirty days. With the

growth of the book account, the draft has largely

passed out of ordinary mercantile transactions. Its

chief use has now come to be an instrument in the

collection of past-due accounts. The drawing of a

draft and forwarding it to the bank at the debtor's

place of business does not change the status of the ac-

count or afford the seller any means of utilizing his

money immediately. It is only when the buyer "hon-

ors" the draft and pays it at the bank that the seller is

at all accommodated by this process.

The accepted draft leads logically to the subject of

the trade acceptance, which has become widely dis-

cussed in credit circles for the past few years. Every
trade publication has concerned itself with this ap-

parent innovation in our mercantile system. Hardly
a week passes that it does not form the main topic

of discussion at some important meeting of business

men. Its adoption in a continually increasing num-
ber of trade lines marks it as the most important

change in our commercial customs for many years

past ; hence it merits the most careful examination.

7. Notes, drafts and acceptances.—In foreign

trade, the draft has a standard and recognized place

in trade usage, but in domestic trade notes and drafts

have of recent years become somewhat discredited.

They have not changed their legal nature in the

slightest, but as a man is known by the company he

keeps, so these instruments are generally known thru

association with bad debts. Instead of being, as was

7851 y
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at one time the case, features in normal credit rela-

tions, their use of late years has been to such an

extent connected with the collection of debts which

are past due that they have in some measure lost caste

and standing. The present movement in favor of

the use of trade acceptances has for its purpose in a

large part to restore negotiable instruments to their

legitimate place in the conduct of business.

Two things may be noted at the start regarding

the trade acceptance. One is that it is not new and

the other is its close relation to the promissory note or

the draft already discussed. Up to the time of the

Civil War, the bulk of transactions was made by

means of the bill of exchange or acceptance. It waS

customary for merchants to sell on long time credit

and to draw on the buyer for the amount of the in-

voice. The change in business and financial condi-

tions that led to a discontinuance of this practice has

already been indicated. The trade acceptance, then,

is not a stranger but an old friend in new guise. An
indication of its growing importance is seen in the

increase in the volume of business done by this means.

Up to the year of America's entrance into the war,

the amount of business done thru the trade accept-

ance was almost negligible. In 1917, the amount
of business transacted thru the trade acceptance

reached a volume of $200,000,000 and this increased

to a volume of approximately $800,000,000 in 1918.

8. Nature and form of the trade acceptance.—
The trade acceptance is nothing more or less than
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a draft drawn by the seller upon the buyer to the

seller's own order, with the additional feature that

the face of the draft contains the statement that the

obligation for which the instrument is drawn arises

out of a mercantile transaction. A typical form of

the trade acceptance is given on page 40.

In a sale on acceptance terms, when Smith sells

Brown a bill of goods, he sends attached to the in-

voice the acceptance instrument. Upon receipt of

the invoice. Brown writes his acceptance upon the

face of the instrument. The acceptance is then re-

turned to the seller. A note as to how the legal

status of the parties is affected will be interesting at

this point. Up to the time Brown "accepts" the

draft by signing his name on the face of it, the in-

strument is no more than a piece of paper of no value

and creating no liability. Once it has been accepted,

however, the acceptance in effect becomes the promis-

sory note of the buyer. This point is brought out

in connection with the features of the promissory note

heretofore discussed. Consequently, an acceptance,

if made contingent upon the happenings of an uncer-

tain event or made payable out of a specific fund or

containing other elements of indefiniteness or un-

certainty would be open to the same objections

that would obtain in the case of the promissory

note. Once the acceptance is returned to the seller,

he may either discount it at his own bank and so

make use at once of the capital represented by the

goods he has sold, or else keep the acceptance in much
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the same way that he would keep a promissory note

until maturity.

9. Summary of advantages to the seller. By the

possession of the buyer's signed trade acceptance, the

seller is placed in a position where he is no longer

so largely dependent on the will and circumstances

of the debtor. Thru the ability to discount the trade

acceptance at his bank, he can at once obtain the

money for the goods sold. So he is provided not

only with liquid working capital instead of an open

book account, but his line of general credit is im-

proved since, by discounting his trade acceptance, he

is not under the necessity of borrowing from the

bank on his personal credit in order to obtain work-

ing capital and he may retain the use of his general

credit for unusual emergencies that arise in the

course of his business. The trade acceptance, too,

is available for discount at its face, whereas, in realiz-

ing on open book accounts, considerable latitude

must always be allowed for doubtful accounts.

Of almost as great importance as the financial ad-

vantages that accrue to the seller are those which af-

fect the general conduct of his business. Under the

easy-going means of book account credit, it is only

possible to approximate the amount of future income

from outstanding accounts and the times at which

these will be paid. In the case of trade acceptances

running for a given term, the seller may look ahead

and with a reasonable degree of certainty calculate

exactly his income from receivables for several
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months. The resultant condition of comparative

certainty cannot fail to be a considerable benefit to

any house that has occasion to compare the two meth-

ods of credit granting. Then, in the realm of credit

itself, the trade acceptance serves a useful purpose.

Where a business goes on the acceptance basis, it may
be found that there are buyers who will not purchase

under these terms. Since the main reason for this

is always bound to be an uncertainty on the part of

the buyer as to whether he can meet the obligation

at the day fixed, the trade acceptance serves to show

up the "dead wood" among a house's customers.

Those who purchase under the trade acceptance plan,

will generally be found to be good accounts. As a

result, the seller has not only fortified himself finan-

cially and provided himself with a more certain

means of estimating his business condition in future,

but it has aided him to build up a better class of

trade, a class where doubtful accounts are reduced to

a minimum.

Even with the best class of accounts, it is, of course,

inevitable that occasions arise when the acceptance

may not be met. But in this case, too, the seller has

less to worry about,than in the case of an open book

account transaction. If he has discounted the ac-

ceptance at the bank, the bank acts as his collection

agent. The men in his organization who spend their

time, under the open book account system, in writ-

ing clever "dunning" letters are released for more im-

portant and more constructive work. And altho it
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is inevitable that cases may arise when the acceptance

will not be met at maturity, it is evident that the

buyer will use his utmost endeavor that this does not

happen, for the buyer has a vital interest in main-

taining his credit reputation at the bank and he

knows that a failure to meet the acceptance on its due

date is a matter that will impair his credit standing.

Should it become necessary for the seller himself

to take action on the trade acceptance, he has the

same facility of proof that he possesses in the case

of a man suing on a promissory note. If he estab-

lishes the genuineness of the acceptor's signature and

the fact of presentment and non-payment, he has a

prima facie case. Since the acceptance states on the

face of the instrument that it is given on account of

the purchase of goods from the drawer, a number of

small litigious questions are swept aside. The cor-

rectness of the seller's account is not only indicated

in the instrument but admitted by the buyer's ac-

ceptance.

The value of the acceptance does not stop at its

beneficial effects upon the seller's financial and credit

position. It extends even to the main business of

merchandising. For one thing, the buyer having ad-

mitted by his acceptance the correctness of the sell-

er's bill, a long step toward eradicating the "return

goods" evil is taken. Then, too, the tendency of

the dealer's salesman to overload buyers, where such

a tendency exists, is cut down in two ways. In the

case of buyers who make use of the trade acceptance.
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the salesman must unconsciously or consciously be

aware of the fact that to sell the buyer more than

he can meet at the due date of the trade acceptance

is undesirable for himself, for the buyer and for his

own house. In the case of buyers who do not use

the trade acceptance, this will be still more pro-

nounced. Here is a class of trade that by its refusal

to use the acceptance has classified itself as of doubt-

ful credit standing and no salesman can risk his repu-

tation for discretion by overloading a buyer whose

desirability as a credit risk is questioned by his own
act.

Another merchandising point to which attention

generally has not been directed is the fact that the

trade acceptance is a direct aid in increasing the rate

of turnover. It is a rule of all good merchandising

that money for goods or services should be obtained

as soon as possible after the transaction has taken

place. Pending such return, a seller must rely upon
his bank credit for any enlarged operation and this is

in itself a limitation. The success of the dealer's op-

erations, then, is gauged by the rapidit}^ of his turn-

over. Now, with trade acceptances in hand for all

his sales, even tho they may be held to maturity, the

seller should be able, with definite obligations,

capable of conversion into cash in hand, to enlarge

the scope of his operations and so speed up the

rate of his turnover thru his enlarged working cap-

ital.

10. Advantages to the buyer.—Altho the manifold
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advantages that accrue to the seller have been in-

dicated, the trade acceptance is not the direct an-

tithesis of the book account in transferring all the

advantage from the buyer to the seller. There are

advantages accruing to the former no less important

than those which the seller obtains. One of the fore-

most of these advantages is that the trade acceptance

is an encouragement to careful buying. It has been

shown how, with the open book account method, the

buyer's enthusiasm may lead him to overstock or he

may do the same thing with an ulterior motive. He
has always before him the temptation to buy up to

the limit of his credit title, trusting more or less to

luck that he will be able to turn over his large stock

in time to honor his obligations. With the trade ac-

ceptance another and different kind of limit is estab-

lished. Instead of buying to the limit of his credit

title, the buyer will order only to the amount of his

ability to meet his written obligations. His regard

for his credit standing at the bank will act as a de-

terrent in taking large amounts of stock, the accept-

ances for which he may be obliged to default.

It has been seen that the seller reaps an advantage

from the trade acceptance in being able to estimate

ahead wuth reasonable certainty the kinds and the

amounts of his future income from his receivables.

This same feature is an advantage to the buyer. He
knows ahead of time just w'hat written acceptances

he has coming due. With the loose book account,

where a man may know he has bills amounting to
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$1,000 coming due within the next two months, there

is always the temptation to use this money in laying

in additional stock if he thinks it advantageous, or

to employ his receipts in some other way than in

preparation for paying off the accounts when they

come due. Since the acceptance matures at a defi-

nite date and will be presented at his bank, he- is

impelled to make provision ahead of time for taking

care of definite amounts at definite periods and the

result cannot fail to be beneficial to his entire

business. The presence of "trade acceptances pay-

able" on the buyer's balance sheet is indicative

both to seller and to banker that he is pursuing mod-

ern business methods, that his obligations are being

met promptly and that the obligations he has due

are for current mercantile transactions. Then, too,

the amount of credit which a buyer can command
from those who sell to him is often uncertain. The
trade acceptance is a step toward clarifying this situ-

ation and helping the buyer to know more definitely

just what extensions he can command.

As the seller's general condition is improved thru

the use of trade acceptances, part of the benefit

should accrue to the buyer thru the better terms which

the seller is consequently able to offer. Even if this

benefit is intangible and no appreciable reduction of

prices by the seller is in evidence, the house which

uses trade acceptances approaches very nearly the

standing of a house which buys for cash. The small

buyer therefore is in a better position to compete with
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chain stores, mail-order houses and other concerns,

which by reg,son of their very size and capital strength

are able to buy on the best possible credit terms.

Then, too, just as the trade acceptance may well

aid the seller in increasing his rate of turnover, it can

aid the buyer in expanding his volume of business.

This may be shown by the case of a house which has

before it a transaction presenting attractive oppor-

tunities for w^hich an amount of capital, say $5,000,

is required immediately. If the buyer should be

compelled to go to the bank for this money he prob-

ably could not borrow the entire amount. Say that

he receives, however, 60 per cent of the amount he

wished to borrow, or $3,000. The bank would make
its usual requirement that 20 per cent of the loan be

left on deposit. Accordingly, the buyer would be

left with only $2,400 actual ready cash for the

transaction requiring $5,000. Thru the use of the

trade acceptance in a transaction of this sort, the

buyer should be able to swing the deal for the full

amount by giving his negotiable paper.

11. The hank and the trade acceptance.—The
bank is the good business man's partner. Any
change in the credit system that benefits the business

man should show a corresponding advantage to the

banking system. These advantages are almost self-

evident from what has already been brought out.

For one thing, in discounting a trade acceptance the

bank has two name paper fortified by the signature
both of the acceptor and the seller who discounts it.

VIII— 5
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It is commercial paper of the first class. Then, thru

the very nature of ±he instrument, the bank has the

assurance that it has its foundation in an actual busi-

ness transaction of current date and also that the ac-

ceptor of the draft is engaged in business. This makes

it extremely likely that the obligation will be met when
it matures. The ordinary promissory note gives no in-

dication of its source. The money may have been

borrowed to pay a gambling debt, or for any other

reason. The presence in considerable volume of so

much good commercial paper provides the banks with

an ever-increasing field of business and makes it pos-

sible for them to extend more liberal facilities to cus-

tomers than they could possibly do under the open

book account method.

The crowning feature of the trade acceptance in

the banker's viewpoint, however, is in the preferential

rate of discount it enjoys with the Federal Reserve

Bank. This preferential rate usually runs about

one-half of one per cent lower than the rate for or-

dinary commercial paper. In order to be eligible

for rediscount at a Federal Reserve Bank it is neces-

sary that the trade acceptance run for not longer

than three months in the case of ordinary mercantile

transactions and for not longer than six months in

matters arising in agricultural transactions. A trade

acceptance with these stipulated terms of maturity,

then, can be rediscounted by the local bank with its

Federal Reserve centers at a better rate than any

other type of commercial paper, and so it ranks not
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only in the first class but at the very top of the busi-

ness man's negotiable instruments.

A valuable adjunct to the bank is growing up,

too, in the formation of discount corporations. The
object of these corporations is to provide an open

market where prime acceptances may be purchased

and discounted. The growth and development of

such houses should, in time, provide an open market

thruout the country where prime commercial paper

such as the trade acceptance may be sold as readily

as merchandise. The elasticity such a system would

lend to the country's financial system is evident from

the mere fact that with such a condition, a business

house in possession of buyers' acceptances arising out

of conmiercial transactions would have paper trans-

ferrable almost as readily as a bank note.

12. What is a commercial transaction?—It has

been noted that in order to be eligible for passage as

a trade acceptance, the instrument must bear upon

its face the statement that the obligation arises out

of the purchase of goods or out of a commercial trans-

action. In this connection the question may often be

presented of exactly what limits are set to the defini-

tion of commercial transactions. The picture is at

once presented of actual goods, such as groceries,

steel products or other trade staples being bought

and sold in the usual channels of commerce. The
trade acceptance is not limited, however, solely to un-

dertakings of this sort. A few examples will indi-

cate the latitude that is extended to the meaning of
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commercial transactions. It has been definitely de-

cided that a trade acceptance drawn by the seller of

advertising space on the advertiser and accepted by

the latter is a trade acceptance eligible for rediscount-

ing at a Federal Reserve Bank. This places adver-

tising space definitely in the category with "goods,

wares, merchandise and agricultural products."

The proviso that is attached to this ruling is that the

advertising must be for the promotion or facilitating

of production, manufacture, distribution or sale of

goods. However, a trade acceptance drawn by a pub-

lisher to cover the cost of advertising a house for sale

is not eligible for rediscount. On the other hand if

an advertisement is placed for the sale of pianos, it

stimulates the sale of goods and an acceptance drawn

in payment could be rediscounted.

Another example of an eligible trade acceptance is

where the transaction involves the sale of electrical

appliances and their installation by the vendor.

Even tho the trade acceptance is drawn for an

amount including both the installation and the ap-

pliance itself, it has been held that this is discountable

within the meaning of the act. The same ruling

was made in the case of an acceptance drawn upon

a gas distributing company by a gas producing com-

pany. On the other hand, an instrument drawn for

the amount of an insurance premium, it has been

ruled, does not arise out of a transaction involving the

sale of goods, wares or merchandise and so would not

be eligible for rediscount.
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13. Preserving the discount.—In changing over

from long-established credit customs, the question

may readily come up as to whether the discount can

be retained if the trade acceptance is put into use.

There are several ways in which this may be provided

for. For instance, the trade acceptance may pro-

vide for a discount if it is paid at maturity. Such an

acceptance would be drawn for the amount of the

order, less the customary trade discount, and contain

a proviso that if not paid at matmity, a greater

amount, the gross value of the sale, shall be the

amount then due and owing to the seller. The same

result is also reached thru using an acceptance for

the gross amount of the sale but providing in the

body of the instrument that if it is paid at maturity,

the acceptor is entitled to the benefit of a discount of

five per cent on the amount of the invoices.

Houses which sell for cash or the bulk of whose

business is on 30-days' time would hardly be con-

cerned with this question and, in fact, the cash sale

houses will not be interested gi-eatly in the trade ac-

ceptance or any other credit instrument. In the case

of houses which sell on longer time than 30 days,

however, credit terms may well be introduced pro-

viding for exceptional accommodations to those who
take advantage of the trade acceptance. This can

be done because of the preferential discount rate com-
manded by the acceptances. An example of such

an arrangement would be a sale on the following

terms: "Three per cent, 10 days—two per cent, 30
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days—one per cent, 60 days trade acceptance ; 60

days net open book account." Thru such an ar-

rangement, not only is the buyer strongly induced to

take advantage of the trade acceptance privilege, but

this advantage is worked out thru the offering of

exceptional discount privileges. An example of

trade acceptance drawn to take care of the discount

feature is given below:

after date pay to the order of ourselves

dollars, or if not paid until after due date

-dollars, with interest from said due date at

6 per cent per annum. This acceptance is drawn to cover

invoices of for goods furnished by the

drawer to the acceptor, and if paid at date of maturity gives

the acceptor the benefit of a discount of five per cent.

(5%) or $ on the amount of such invoices.

14. Other trade acceptance features.—In some

lines of business sales are made at frequent intervals

and in small amounts. Where this is the case and it

is not found desirable to send a trade acceptance with

each invoice, there is no objection to the practice of

sending an acceptance for the total amount of the

purchases with the monthly statement. Such an in-

strument possesses the necessary feature of being

drawn to cover transactions involving the sale of

goods and by lumping all sales in one invoice, the

routine of covering numerous small transactions in

this way is avoided.

There is the case, too, of the buyer who may wish

to pay his accounts some time before the maturity of
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the trade acceptance. Where this is the case, ar-

rangements can easily be made either with the seller

if the acceptance still remains in his hands, or with

the bank if it has been presented for discount. The

matter necessary for observance in this instance

would be that the buyer give sufficient notice to the

seller or to the bank of his intention to prepay.

Cases have also arisen where an acceptance is

drawn for the net amount of a bill and payment is

not made at maturity. Say a sale is made for $200

gross with a discount of three per cent. If the ac-

ceptance is made for $194, even tho not paid at ma-

turity, the seller may recover both the amount of the

acceptance and the remaining $6, which may be in-

cluded as an open book account item. Accordingly,

the seller runs no risk of losing the discount even tho

the instrument be drawn for the net rather than the

gross amount of the sale.

15. Handling accounts when acceptance is not

paid.—Supposing a trade acceptance is not paid at

maturity—what position is the seller in? Of course

he has an action at law on the instrument itself. It

is assumed, however, that this is the last thing he

wishes to do and that, desiring to retain the buyer

as a permanent customer and wishing to aid him over

the temporary financial embarrassment that has

made it impossible to meet this particular acceptance,

he is casting about for means of preserving his ac-

count in the same liquid form. It might be sug-

gested that another acceptance could be given by the
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buyer in renewal of the one that has been defaulted.

There would be no legal objection to this procedure.

It would not be advantageous, however, from the

seller's standpoint. It has been seen that in order

to be eligible for discount the acceptance must arise

out of a sale of goods, wares and merchandise.

While the original acceptance would have its in-

ception in this way, an acceptance given by way of

renewal would not arise in such a manner but it

would be given to liquidate an outstanding account.

Accordingly, the desirable feature of negotiability

for discount as an acceptance would not be present.

The best means of extending further time to the

buyer and at the same time keeping the seller's ac-

count in liquid form would be to induce the buyer

to give his note at the current rate of interest. The
extension of time would be the consideration for the

note and in addition the seller has the two-fold ad-

vantage of having a negotiable instrument in his

possession and of drawing interest for the further

use of his capital represented in the goods sold.

Some acceptances are so worded as to provide on their

face that interest at the rate of six per cent per an-

num is to run if not paid at maturity. The best

practice, however, is to substitute for the acceptance

a promissory note of the buyer if this can be ar-

ranged.

16. Retailers and iJie trade acceptance.—While

the trade acceptance is not an ideal credit instrument

for retailers, as has been pointed out, it is possible
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tiiat there may be instances where it will be found ad-

visable to introduce it. Such a case might arise in

businesses where the articles retailed are large and

have considerable relative value as in the case of

ranges, stoves, and other similar articles. Where a

business of this sort not being on a cash basis might

wish to introduce the trade acceptance, it might be

done thru an arrangement whereby the buyer would

pay a certain amoimt, say 33 per cent cash at the

time of the sale and then execute one trade accept-

ance for 33 per cent more payable in 30 days and

another for the balance payable in 60 days. Such a

practice is in effect in some parts of the country and

the result has been satisfactory. A class of business

such as this furnisI^iCs one exception to the general

consideration that the open account provides the

least cumbersome method of doing business for re-

tailers.

17. Introducing the trade acceptance.—However
desirable the trade acceptance may be, it is inevitable

that in introducing it in lines where o^}en book credit

has long been in vogue, a considerable educational

campaign will be necessary. Th.e almost universal

custom of lines where this has been done has been to

send out a letter with the trade acceptance, explain-

ing concisely vh.at it is and w^hy the selling house

wishes to introduce it. Once a campaign to intro-

duce the trade acceptance has been launched upon,

however, the selling effort should not be half-hearted.

The selling house must make it plainly evident to all
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its customers that it has gone on the trade acceptance

basis; that buyers who use the trade acceptance will

be regarded as in a class by themselves as a credit

risk and that failure to take advantage of it may
jjer se redound somewhat to the disadvantage of the

credit title of the house which does not use it. Vari-

ations on this may be notes which simply take it for

granted that the advantages of the trade acceptance

are known and that the acceptance by the buyer is

regarded as a matter of course.

A wholesale house in New York sends out trade

acceptances in the following form. Attached to the

acceptance itself and capable of being detached thru

a perforated line is a memorandum of the same size

giving the following explanation of why the ac-

ceptance is forwarded and containing the suggestion

that its use is regarded as a matter of course.

DETACH AFTER SIGNING

A TRADE ACCEPTANCE

Is an acknowledgment of a debt by the buyer in favor of

the seller, for merchandise that the seller had placed in the

hands of the buyer with which to pay this debt. The buyer
agrees to pay at a certain date, at his own Bank, to the seller,

the amount of this certain indebtedness by writing across the

Face thereof, "Accepted", the date, and name of his own bank
and his signature thereon.

This varies from the open book account method only in

giving the debt a negotiable value.

According to a Federal Bank Goverxor's Opinion, the

signing of an Acceptance increases the -financial standing of
the giver, because it shows prompt paying methods.
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Kindly si^n attached Acceptance, then forward to W. &
J. Sloane, Fifth Ave. and 47th St., New York.

18. Future of trade acceptance.—An old legal

maxim runs substantially this way: "When the rea-

son for the law ceases, the law itself is silent." The
trade acceptance and the modern credit system pre-

sent an analogy in the commercial world. The pri-

mary reason for cash discounts has long passed.

Credit is on a sound basis. The Federal Reserve Act
will tend to prevent excessive tightness in the future.

With the entrance of the United States into world

citizenship and the abandonment of our provincial

position of isolation from the world channels of trade,

it is becoming increasingly desirable to adopt the trade

systems and methods similar to those in use among
other great commercial nations. Especially is this

desirable with an instrument that contains within itself

the advantages to buyer and seller and to the coun-

try's banking and financial structure, that the trade

acceptance carries.

REVIEW

What do you understand by "documentary" credit as dis-

tinguished from book credit?

What are the chief distinctions between notes, drafts and ac-

ceptances ?

Summarize the advantage of the trade acceptance from the

seller's point of view. From the buyer's viewpoint also.

What is the bank's function in the handling of trade accept-

ances ?

Discuss the trade acceptance as applied to retail trade.



CHAPTER rV

GRANTING CREDIT—PERSONAL
CONSIDERATIONS

1. What limits credit.—The limitations on the

amount of credit and on the length of time for which

credit is to be granted, adopted by the manufacturer

or dealer will be governed by three considerations.

( 1 ) What kind of man is the applicant? (2) How is

he conducting himself and his business? (3) What
is the business he is conducting?

The answer to the question propounded in the first

of these considerations "What kind of man is the

applicant?" is fundamental in any association or busi-

ness relation where credit is a factor. It is the basis

of "personal credit." On it the wholesaler and the

retailer alike judge the advisability of trusting their

customers. The manufacturer and the wholesaler and

in fact every credit grantor must consider with other

factors the character and capacity of his customers,

their willingness to cooperate, as well as their capi-

tal resources.

2. Personal credit.—Altho personal credit was the

first kind to come into existence and thus is the oldest,

the granting of such credit has not yet been organized

systematically. This fact need occasion no surprise,

however, if we take into account the conditions under

vv^hich such credit is usually granted. Each separate

58
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extension of such credit is made to an individual

member of society whose rehition to others, in his

capacity as an individual consumer, is not placed on

record by means of public ratings of his capital or

character, as is the case with the applicant for com-

mercial credit. The great differences in tlie eco-

nomic status of those who wish to buy on credit,

goods for their own consumption, render almost im-

possible the establishment of a uniform credit policy

on the part of the dealers from whom they buy.

3. Deciding 'when to grant personal credit.—The

injudicious extension of j^ersonal credit has a twofold

effect—an influence ii]>on the commercial system as

a w^hole and an influence upon prices. If the retail

merchant cannot collect his debts when these are due,

he may be compelled to ask the wholesalers from

whom he buys his goods to wait for payment. Pro-

ducers and manufacturers, therefore, are compelled

to suffer the restrictions that are put upon their busi-

ness activities by failure to meet their obligations

promptly and sometimes by fraud on the part of

their customers. Ultimately, of course, the penalty

for all this looseness with regard to the observance of

credit terms is paid by the consumer in the form of

increased prices. This is made necessary because the

commercial world must assume the added risk of bad
debts.

Every credit transaction embodies two characteris-

tic features: One is that such transaction involves the

future; the other, that it constitutes an implied con-
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tract. Hence, in endeavoring to determine whether

an applicant is entitled to credit favors, the credit

grantor must take into consideration, first of all, the

probability of the credit-taker's being able to make
payment at the expiration of the credit period

—

whether this be thirty or sixty days or longer. He
must also consider the probability of the debtor's be-

ing willing to do so. To make the transaction safe

from a credit viewpoint, there must be present both

ability and willingness to pay.

The first of these considerations necessarily takes

account of the applicant's business capacity and

financial strength; the second, of liis integrity or

moral character.

Obviously, there is an element of risk in every

transaction that involves the future. Of every

credit transaction, therefore, this is true. The credit

grantor must assume this risk, tho he tries, of course,

to reduce it to a minimum. In other words, he takes

due account of all the factors that bear upon the

probability of the account's being paid when due.

4. Moral character in its relation to credit.—
Since the two factors, business ability and financial

strength, have to do with the credit seeker's ability

to make payments according to terms of sale, his

willingness to make such payments is another matter

and is equally important. Such willingness depends

upon moral character. Wliere personal integrity is

lacking, the creditor's capital, with which the debtor

has been intrusted, is always in greater danger.
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Here, however, we should distinguish between dif-

ferent degrees of culpability even tho the final out-

come may be the same in every case. Thus we have

the dealer who deliberately plans to defraud his

creditors of their capital. He is a swindler pure and

simple. Less pronounced, tho from the credit grant-

or's viewpoint, perhaps even more dangerous, is the

easy-going, self-indulgent debtor thru whose laxity

and disregard of moral obligations confiding credit-

ors are robbed of their capital. The mistake is fre-

quently made of treating the latter class of de-

linquents as tho they were to be pitied rather than

blamed. It is sufficient to point out that no man is

blameless who diverts to his own use funds belonging

to another. Even tho such a dealer has no deliberate

purpose to defraud his creditors, he is nevertheless

unworthy of consideration as a proper credit risk.

His business does not "owe him a living" unless he

actually earns it. When this "living" has to come

out of the creditors' capital, the boundaries of busi-

ness integrity are clearly being overstepped.

5. The good moral risk.—In studying the credit-

seeker's title to consideration on the ground of moral

character, the credit grantor will of course inquire

whether he possesses honesty, good personal habits,

diligence in business, frugality and punctuality.

Taken together, these determine the applicant's title

to be considered a "good moral risk."

No one element stands out as paramount among
the various factors of which a credit title is composed.
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It has been said by some whose right to be heard on

such a question cannot be denied, that character is

the only thing to be considered in determining a

credit risk. That a good character goes a long way
in business is not in question, but that it is sufficient in

and by itself to secure present possession of goods or

funds on promise of future payment may well be

doubted. The bank when making a loan usually

looks well into the nature of the collateral no matter

how high the moral standing of the borrower. The
same practice obtains in eveiy properly conducted

mercantile establishment; the material assets of the

credit-seeker come in for just as keen scrutiny as

does his personal integrity—not infrequently they re-

ceive even greater consideration.

IMoreover, v.-hatever the financial strength and per-

sonal integrity of the credit-seeker, unless he also

possess a certain amount of business ability he is not

likely to be permanently successful. Hence, to say

that character is the only thing to be considered in

passing upon a credit risk is to ignore commonly ob-

served facts, unless indeed the term "character" be

made broad enough to include such business ability

as, when coupled with integi'ity, almost invariably in-

sures business success.

The foregoing statement applies with equal force

to a wholesale and to a retail business. In the latter

case as has already been suggested, it is not always

easy for the credit grantor to assure himself as fully

as he would like that his customer is entitled to the
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trust he is asking. Consequently, the retailer's in-

dividual risks are larger, tho the separate amounts in-

volved are usually smaller than in the wholesale

trade, where the amount of a single sale frequently

runs into thousands of dollars, and where the per-

centage of profit on each sale is necessarily smaller

than in the retail trade.

6. Mercantile credit.—The second coiisideration in

granting credit to an applicant "How does he con-

duct his business?" is the basis of mercantile credit.

Since mercantile credit applies to all those trade

interchanges which relate to the distribution of goods,

the latter function includes so many and such varied

credit operations that special institutions and

agencies have had to be provided in order to facilitate

such operations and make them safe. Banks, brok-

erage houses and commercial agencies are among the

institutions that have been called upon for help in

effecting such transfers of goods.

The mercantile credit system of today has been

developed slowly and according to the demands of

trade. As commerce grew, the entire system of dis-

tribution gradually underwent a transformation.

With the development of the country westward and
southward, new conditions of distribution arose, ow-

ing to the widely separated markets. As the dis-

tance grew between producer and consumer the risk

involved in credit sales also grew, while the difficult}^

of adjusting present and prospective resources to the

present and prospective needs for an increasing
VIII— 6



64 CREDIT AND THE CREDIT MAN

number of communities made itself increasingly felt.

This was true of local, national and international

markets.

The modern mercantile credit system may be said

to be complementary to the commercial system, since

the former adjusts itself to the latter and thereby

protects it. In the West and South the new com-

munities needed capital with which to develop their

natural resources. By means of credit they were

enabled to overcome the difficulties which confronted

them in the beginning of their enterprises. At that

stage a tendency to speculation developed in their

midst, at times sweeping over an entire community.

However, as they gradually acquired a more settled

condition, these communities learned to abandon

their speculative tendencies and to be more con-

servative in their commercial transactions.

In the wholesale trade it is absolutely necessary

that definite credit principles be established and that

certain standards be fixed by w^hich every applicant

for credit may be measured, so that the risk involved

may in each case be determined with reasonable ac-

curacy. We shall indicate briefly the lines of reason-

ing upon which credits are granted in the wholesale

trade.

7. Business ability, native and acquired.—Other

things being equal, the person who possesses native

ability has a distinct advantage over his less for-

tunate competitors. The keen-witted, able-minded,

aggressive man is far more likely to succeed in busi-



PERSONAL CREDIT CONSIDERATIONS 65

ness than the dull, slow-thinking and easy-going one.

Acquired ability, however, may be just as valuable

an asset and frequently, it may be regarded with

even greater favor by the credit-grantor. Business

ability may be considered under the technical and

financial heads.

8. Technical ahility.—The careful manufacturer

or wholesaler before extending credit to a retailer will

always assure himself that the latter "knows his busi-

ness." This expression, however, may be made to

mean much or little, according to the standard of the

investigator. For example, it may mean merely that

the credit-seeker knows quality and prices, or it may
imply a broad and thoro understanding of materials,

manufacturing processes, selling qualities and mar-

kets. It may also include a knowledge of store-

keeping from the viewpoint of attracting and holding

trade by means of well-kept store premises and

neatly arranged, well-displayed goods, together with

courtesy and tact on the part of the proprietor and

his helpers. Lastly, it may also be made to imply

his possession of that selling ability which insures the

turning of his capital a sufficient number of times a

year to make the business profitable. Xo one ques-

tions that the more ability of this sort a credit-seeker

possesses, the clearer will be his title to credit favors.

In the experience of credit-grantors, there is con-

stantly brought to light an amazing amount of what
is commonly called "dry-rot" in the management of

business concerns. Slip-shod methods of conducting
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business, coupled with unprogressiveness in manu-
facturing and selling processes, are responsible for a

large percentage of failures. One bank, in response

to an inquiry regarding the credit title of a local

manufacturer, answered: "It is an old mill, operated

by old machinery, carrying an old mortgage, turning

out old-style goods sold in an old-fashioned manner."

This designation would fit more than one concern,

and describes the condition of "dry rot."

9. Knowledge and experience.—Thoro technical

knowledge is not rapidly acquired. It comes only

with experience. The inexperienced man who "goes

into store-keeping," is handicapped from fhe outset

and finds the chances of success decidedly against

him. Such a man might be likened to a ship without

a rudder. In the choppy sea of competition, such a

craft, if not swamped at the very start, is almost cer-

tain, sooner or later, to meet destruction upon some

hidden reef or rocky shore. Not infrequently, farm-

ers, in their desire for an easier life and larger profits,

become storekeepers; but their training and expe-

rience are of little value to them in the conduct of a

store, and they usually discover their mistake before

long, tho not always before their small capital has

been exhausted. For this reason, inquiry should al-

ways be made witli regard to the length of time the

credit-seeker has been engaged in his present business.

10. Buying methods.—Nowhere, perhaps, is tech-

nical ability more clearly demonstrated than in a mer-

chant's buying methods. This applies with special

I
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force to the retailer, tho it is also true of the manu-

facturer. Among those of the former class, over-

buying is an ever-present danger. The mistaken

policy of many wholesale houses that emphasize

quantity in the sales made to customers and that in-

struct their salesmen to "load 'em up," is largely re-

sponsible for this. So also is the ambition of sales-

men to "make a record" for sales and to increase their

own earnings where these are computed on a per-

centage of sales.

Obviously, the retailer should not buy more goods

than he can create a demand for and thus dispose of,

no matter how excellent their quality or how low

their price. Many business failures are the direct

result of overbuying, and well-managed supply

houses regard this practice as one of the most in-

sidious evils that affect the life of a retail business.

Indeed, well-managed credit departments are con-

stantly on guard to i^revent such a condition. The
credit manager of the Carnegie Steel Company, in

discussing the company's credit policies, said:

We believe it poor business to allow a customer to be over-

loaded with steel, even tho the fault may be with his own
purchasing department. While there have been times when
it would have been possible for us to ship large tonnages
and collect the full charge from our customers for such ma-
terials, we have as far as possible protected our customers
against this dangerous practice of tying up too much capital
in stock.

The ability to determine for himself just what
goods will be needed for the coming season or credit
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period and, having determined this, resolutely to

limit his purchases thereto, gives evidence of technical

ability in the retail merchant.

In the case of the manufacturer, buying ability will

show itself more especially in the care with which he

provides for an adequate supply of raw material to

carry out contracts for the delivery of fixed quanti-

ties of the finished product during a long period

and at fixed prices. Unless precaution is taken to

insure a sufficient amount of raw material at favor-

able prices, the contract which was expected to

yield a handsome profit may turn out to be not only

a bar to such profit but a drain upon the very life-

blood of the enterprise itself. The wise credit-

gi'antor will look carefully into these conditions be-

fore establishing credit relations with either retailer

or manufacturer.

11. Jiidginent.—The ability to forecast the trend

of trade and, in the case of a manufacturer, to turn

one's attention to the production of goods for which

a present demand is being developed, augurs well for

the success of the enterprise. Fortunes have been

made thru a correct anticipation of a fad, a fashion,

or a want created by peculiar conditions. On the

other hand, over-readiness to cater to what may prove

merely a local and short-lived fancy on the part of the

public involves risk, the extent of which is measured

by the cost of the new or newly adjusted equipment

which is necessary and by the value of the material

and labor employ ed.
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Such errors of judgment, however, may take place

even in the production of staples. Unless the manu-

facturer keeps in touch with market conditions in his

line of trade and with the trade situation in general

he may find himself with a large quantity of manu-

factured goods on his hands for which there is no

present demand except at sacrifice prices, thereby im-

periling his profits and exposing himself to financial

embarrassment that may render him dangerous as a

credit risk.

Conservatism, alertness and business acumen must

at all times be combined to secure the best results in

buying.

12. Equipment.—Just as undue optimism on the

part of the retailer often leads him into overbuying,

so a season's good business may lead the manufac-

turer to think that by enlarging his equipment and

manufacturing facilities he may correspondingly in-

crease his profits. Accordingly, he will sometimes

reduce his quick assets in order to build an addition to

his factory or instal new machinery, and as a result a

fairly good business may be crippled. It may easily

happen that the next season will prove as much be-

low the average as the first one was above it, and that

the temporary flurry was mistaken for the beginning

of a permanently increased demand.

On the other hand, well-kept and modern machin-

ery, suited to the needs of the plant, is indispensable

to economical and profitable production. Unless the

equipment can produce goods in proper quantity and
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quality, the manufacturer will not be able to meet the

existing competition for business in his line.

It is necessary that the credit-giver be able to dis-

criminate between legitimate, conservative enterprise

on the one hand, and unreasoning optimism on the

other.

13. Advertising.—At first sight it may appear a

little fanciful to include advertising among the fac-

tors that determine a credit risk. Yet insufficient or

wrongly placed advertising may seriously limit the

sale of a season's output, just as wasteful and in-

discriminate advertising may add so large a burden to

the cost of marketing the j^roduct as to cut down
profits to a dangerous point. Too much or too little

advertising, its quality and the mediums selected for

it—all are items of importance to the intelligent cred-

it-giver and demand careful consideration in the

determination of credit title.

14. Locatio7i.—The location of a retailer's store is

an important factor in the success of his enterprise.

The dealer is confronted with the necessity of bal-

ancing desirability of location with the cost of rents.

Efrror may easily be made in either direction, and

the vitality of the business may thereby be unduly

taxed. Again, a change of location after a business

has become established may, or may not, be advan-

tageous. Conservative retail merchants generally

prefer not to move, as it is rarely possible to take

along more than a small part of the trade built up
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at the old location. In cases where the character

of the old neighborhood has altered, changes of loca-

tion have, at times, been the means of tm'ning a small

and unprofitable business into a large and prosperous

one.

The manufacturer scarcely less than the retailer

is affected by the question of location. His freight

expenses depend on the distance to the market; the

absence of railroad sidings means larger drayage

charges both to and from the plant; even the quality

of labor obtainable is often influenced by the access-

ibility of the factory—all of which, since they affect

the success and permanence of the business, are mat-

ters that demand thoughtful consideration from a

credit viewpoint.

15. Age.—In determining a credit-seeker's busi-

ness ability it is necessary to consider his age. A too

youthful merchant frequently lacks the stability and

perseverance necessary to success in business. He
may have started out enthusiastically, yet after a few

months' experience he may begin to doubt the wis-

dom of remaining in business. He may conclude

that he would like to try something else or go some-

where else, rather than fight out the battle he sees

before him.

Immaturity of judgment exposes the youtlifiil

merchant to certain errors less likely to occur in the

case of his more seasoned and experienced com-
petitor. Inclination to overbuying, too great op-
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timism with regard to collections—in short, all the

dangers growing out of lack of experience and busi-

ness ability are present in his case.

On the other hand, youth is aggressive and ambi-

tious. It readily adapts itself to modern methods,

and is willing, as a rule, to be taught. This cannot

always be said of the man of advanced age. In his

case, tho we shall necessarily expect to find more ma-

ture judgment and greater fixedness of purpose, we
may also find that only with difficulty does he adapt

himself to newer merchandising methods. He is

likely to insist upon doing things in the old way, even

tho that way be obsolete and out of tune with the

spirit of the present day. In competition with, mer-

chants of more progressive ideas, such a merchant

usually fares ill. Moreover, the struggle and con-

flict that to some extent are always present in com-

mercial life are not usually relished by him; hence

that aggressiveness which our competitive system de-

mands in a successful merchant is likely to be lack-

ing in the merchant of advanced age.

There are of course no fixed points beyond which

on either side a credit applicant is to be judged as

too young or too old, but in estimating his business

ability as a basis of credit the credit-grantor should

take into consideration the applicant's age.

16. Evidence of financial ahilitij.—Usually, but

not invariably, a fair measure of financial ability

goes with pronounced technical ability. A dealer

may have a mind that runs to analysis and to a study
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of details ; he may understand how to attract and hold

trade, yet for all that be an indifferent financier.

No business can be very successful unless its manage-

ment possesses good financial ability. A retailer

must be able to regulate his finances so that he always

has funds on hand with which to meet his merchandise

bills as these fall due. To that end he must be a

good collector, and must also maintain a certain defi-

nite relation between sales and outstandings.

The small dealer who possesses financial ability

will resolutely refrain from attempting to do a larger

volume of business than his capital warrants.

Where such ability is lacking, the book accounts will

soon be disproportionately large and a corresponding

portion of his working capital will be tied up in ac-

counts that month b}^ month depreciate in realizable

value.

The dealer's financial ability manifests itself also

in other ways. Old and shop-worn stocks will be

sold at a sacrifice rather than be permitted to ac-

cumulate additional age and unsalableness in the

store. Economy in the matter of expenditures will

be jDractised at all times. No needless help will be

kept and no extravagance permitted, either in the

conduct of the business or in the proprietor's personal

expenditures. Exact accounts of expenses and of

the cost of doing business will be assiduously kept

—

the case in this respect differing greatly from that of

many dealers who do not know even approximately

at what cost they are doing business and who as a
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result supply the bankruptcy court with most of its

business.

17. Outside ventures.—Frequently, impelled by a

desire to increase their profits, dealers invest in out-

side ventures, when to do so involves a weakening of

their condition thru withdrawal from their regular

business not only of a part of their capital, but also

of a considerable part of that time and attention

which their business constantly demands if it is to

thrive. All such temptations the merchant of good

financial ability resists. He will do nothing that

may imperil his credit. He fears delinquency and

loss of credit standing more than he fears the loss

of a possible profit. He never allows himself to be

crowded too close to the limit of his resources, but

always holds in reserve some source from which funds

may be obtained for use in an emergency.

18. Distnhution of due dates.—Financial ability

is seen in the proper distribution of the dates for ma-

turing bills payable. The wise dealer will not per-

mit his obligations to be "bunched" so that they all

fall due about the same time, but will see that they

are distributed over the year in such a manner as to

insure his ability to meet them without embarrass-

ment to himself or danger to his business, and so that

he may employ his credit at the bank to the best ad-

vantage for that purpose.

The cultivation of confidential relations with his

banker is further evidence of a merchant's financial

ability. Owing to his knowledge of markets and in-

J
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dustrial conditions, the banker is in a position to as-

sist the merchant in a number of ways if he is kept

informed of all essential facts relating to the mer-

chant's business. A great deal of valuable credit in-

formation is also held by the modern banker. He
is generally quite ready to pass this information on

to other bankers, and receives in return credit infor-

mation that is of interest to him and that may be of

value to his customers.

19. Cooperation with mercantile agencies.—The
manufacturer or merchant who keeps in close touch

with the large commercial agencies, meeting their re-

quests for information in a spirit of cooperation and

mutuahty, gives evidence of possessing financial abil-

ity. In conmion with the banker, the commercial

agency man is in possession of much information that

is of value to the merchant, and is often in a position

to give good advice. Nothing is lost by cultivating

the confidence and good-will of the agency represen-

tative. Few merchants can afford to treat the

agencies with indifference, for the ramifications of the

modern credit structure are sjich as to touch at some
point everyone engaged in business. Such im-

portant credit institutions as the large commercial

agencies. Dun's and Bradstreet's, should have the co-

operation of every business man who in this day of

rapidly changing conditions would establish and

maintain his credit standing.

20. Insurance.—The matter of insurance will also

receive due attention from men with ability in finance.
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The amount of the insurance to be carried as well as

the responsibility and reliability of the insurance com-

panies selected will always be carefully considered,

as well as the requirements of the insurance com-

panies with regard to the installation of appliances

and establishment of rules which reduce the cost of in-

surance.

Other forms of insurance, such as burglary insur-

ance, earthquake insurance, flood and tornado insur-

ance, when the nature of the business or the local con-

ditions make these desirable, will not be neglected by

the business man of financial ability.

21. Payment methods.—The outward and direct

evidence of the possession of financial ability, as

that term is here used in connection with the retail

merchant, is of course promptness in meeting finan-

cial obligations. That is why as a rule the intelligent

credit grantor inquires so carefully into the appli-

cant's "payment habits." An untarnished credit

reputation is indeed one of the greatest assets a busi-

ness man can have. Once this credit title becomes

clouded or impaired it is extremely difficult if not

impossible to restore it to its former condition.

Injured credit has aptly been compared to a

broken piece of beautiful porcelain; you may put it

together again and it may seem as good as of old, but

the cracks are there and you cannot forget that it

was broken.

22. Financial strength.—From the foregoing con-
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siderations we conclude that where both technical

and financial business ability are present and suffi-

ciently indicated, the credit-seeker has a strong claim

to be considered a desirable credit risk. But even

with such ability fairly marked, his credit title will

be much stronger if he also possesses capital sufficient

to afford a guaranty of paying ability in the event

that misfortune of one kind or another should over-

take *him. Business contingencies are so numerous

and so difficult to anticipate that a certain amount of

reserve in the form of realizable assets is necessary if

the risk is to be acceptable to a conservative creditor.

That a dealer's assets should exceed his liabilities is

a necessary condition of his legitimate commercial ex-

istence. Unless they do he is insolvent, and hence

without any credit title whatever.

23. Capital—how acquired.—While at first glance

it may seem a matter of little importance how a deal-

er's capital was acquired, yet on closer considera-

tion it is seen that this after all has a direct bearing

upon his credit title. Five thousand dollars in the

hands of a man starting in business is not nearly so

much of an asset if it was inherited, as if it was the

result of frugality and saving on the part of the

merchant himself. During the years it has taken

him to save up that sum, the merchant will have

learned thru self-denial and frugal living to know the

value of money, and the knowledge thus acquired is

not likely to desert him when he starts in business for
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himself. He is almost certain to continue his prac-

tice of frugality and is accordingly not likely to

sjDcnd his hard-earned dollars foolishly.

When the capital has been acquired otherwise than

by dint of personal exertion and continued saving,

there is not the same assurance that the funds will

be judiciously handled, as is the case when the mer-

chant has earned the money himself. The beginner

in business who finds himself in possession of capital

before he has learned to take care of it, is in danger

of losing his money thru ignorance and inexperience.

"Acquiring the needful experience and education

should always precede the employment of capital;

but where the experience and education are under-

taken to be gained concurrently with the use of capi-

tal, there is always danger that the latter will be lost

before the former is gained."

24. The custome?' wJio mahes nnjust claims.—In

addition to the dealer who seeks credit with a deliber-

ate intention to defraud, and the one whose laxity of

business methods causes loss to his creditors, there are

those who do not hesitate in other ways to take ad-

vantage of confiding creditors. They will cancel

orders and return goods for trifling or for purely

imaginary causes. They will, without justification,

set up claims for rebates and will deduct from their

bills cash discounts long after the expiration of the

discount period. Thru pilfering of this sort the

wholesaler is deprived of profits that rightly belong

to him, while his increased cost of doing business must
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be borne, in part at least, by those of his customers

who deal fairly with him.

With decreasing profit margins, due to growing

competition, the injustice of such practices is being

felt more and more by wholesalers, and the protests

against these evils are becoming louder and stronger

year by year. Many credit grantors have taken a

definite stand against them.

REVIEW

What are the personal qualifications which make for the safe

granting of credit?

What business qualifications indicate applicant's fitness to re-

ceive credit?

Give a concise definition of technical ability as herein applied
to a merchant.

\Vhat is your view with regard to the often heard statement
that character is the sole basis of credit?

VIII— 7



CHAPTER V

GRANTING CREDIT—BUSINESS CONSIDERATIONS

1. Importance of business methods.—In the pre-

ceding chapter it has ah'eady been shown how im-

portant are considerations of business methods in de-

termining whether, and to what extent credit should

be granted. The credit man of a manufacturing or

wholesale distributing company in a definite line of

business will gradually acquire a very clear idea of

the business capacity of the dealers who buy thru his

house. Thru his analysis of financial statements and

by other less obvious signs, he will recognize at once

whether the man is or is not a good merchandiser.

It is plain that if a man is a good merchandiser he

can obtain almost unlimited credit from the whole-

sale house, provided he is in a line of business in which

he can dispose of the goods purchased within the usual

credit period. On the other hand, the buyer who
is slow in selling his goods, cannot rely ujx)n the pro-

ceeds of the sale to meet his obligations.

Under the latter circumstances the credit man
would know that if credit was granted he would have

to rely to a large extent on the other resources of the

debtor. It is clear, therefore, that every application

for credit will, as stated in the preceding chapter,
80
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be tested by an estimate which the credit man forms of

the way in which the apphcant conducts his business.

2. How credit is affected.—If the men in the same

hne of business conduct their affairs with different

degrees of abihty and success, it is clear that this must

have a marked effect upon the credit which is granted

to them. In any given trade, the usage of the trade

generally prescribes certain definite credit periods.

It is as a rule hardly within the power of the seller

to extend the limits of the credit period to dealers who
may be good pay, but slow sellers. In fact, sellers

cannot afford to do so unless they are compensated

for such an extended credit by an increase in prices.

Since such an increased price would involve not only

interest upon the capital so invested, but a compen-

sation for tying it up in such a way that the seller

cannot use it during the interval, the latter is unwill-

ing to make extensions of credit on this basis. The
dealer, too, in such a case would feel that he was being

considerably discriminated against, and refuse to pay
the higher price.

Variations in the credit terms are not, therefore,

so frequent as variations in the amount of credit ex-

tended. The poor merchandiser will not be granted

so large a credit as the good merchandiser. His
methods of doing business do not entitle him to the

same considerations. The seller must rely less on his

business ability in disposing of the goods and more
u])on his general financial position.

The rapidity with which dealers in any line of busi-
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ness dispose of their stock varies, but it is coming to

be recognized more and more that in each line there

is a certain average or normal turnover. If any

given merchant has been successful in passing beyond

the average, he may be granted more than the aver-

age credit in relation to his resources. If, on the

other hand, the merchant falls below the average

turnover, the prudent manufacturer or wholesaler

will be obliged to curtail more or less the credit which

may be granted him. This explains the fact that two

men with equal amounts of capital invested in busi-

ness may be able to secure very different amounts of

credit from the manufacturers and wholesalers from

whom they buy.

3. Differences in turnover.—The credit man of a

commercial house has as a rule to deal with applicants

who are in a single line of business with whose con-

ditions he is entirely famihar. Consciously or un-

consciously, he recognizes that there is in his line a

normal type of successful merchandising of which

the normal turnover is one of the characteristics with

which he is most familiar.

The credit man of a bank must, however, have a

broader outlook. He is concerned not with one

business enterprise, but witli a large number of dif-

ferent concerns in varied lines of business. To fill

his place with success, he must know something of

the chief characteristics of the leading lines of busi-

ness. This he gets in part from his own experience,

but if he is wide awake, he will secure information
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from many and varied sources. Somewhat in the

same way the credit grantor in a line which is sold by

variety stores carrying many other lines besides his

own finds it very necessary to know something of the

normal turnover in these other lines in order that he

may thus get an idea of the customer's ability.

There is coming into existence thru the work of

credit men's associations, the Bureau of Business Re-

search of Harvard University, the work of the adver-

tising agencies and special research organizations and

similar agencies a vast amount of knowledge about the

detailed operations of the different classes of business

enterprises. Retail stores are not as alike as two

peas. Each line presents its own problems. A man
who has been successful in handling a grocery busi-

ness would not, unless he has given thought to the

principles of merchandising, make a good manager

for a hardware store. The principles may be the

same, but the routine and the conduct of the business

may be quite different. It is a common-place of

modern business literature that the turnover in the

retail lines varies considerably.

The details of these experiences do not concern us

at this point, but it may be noted that considerable

progress has been made in the analysis of the differ-

ent types and in some, not only has the annual turn-

over been established, but the obvious fact that the

turnover from month to month and from season to

season is fairly uniform has been measured by exact

figiu'es. In the same way, we now have some definite
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knowledge of the changes in the rapidity of the turn-

over which takes place in lines of business into which

the seasonal element enters as the controlling force.

The analysis has been pushed further and has shown

us that different conditions prevail as respecting turn-

over according to the location of the store, being less

rapid in the country stores than in the corresponding

city stores or corresponding departments of city de-

partment stores.

Our present concern is to inquire how these typical

conditions in business enterprises which we have sug-

gested in this discussion of turnover affect the grant-

ing of credit.

4. Amount of credit affected by turnover.—After

all the fundamental nature of mercantile credit is an

advance to the retailer to be repaid in whole or in

part from the latter's sales of the goods entrusted to

him. If the duration of the credit is sufficient,

the advance can be repaid wholly from the proceeds

of the sales. If the credit is a brief one, the advance

must be repaid from other resources of the dealer.

These features must be taken into account in

granting credit for short periods to persons in differ-

ent lines of business. This is particularly the prob-

lem of the bank credit man where loans are made for

short periods. Other things being equal, he will be

more disposed to grant a larger credit to the dealer

whose business has a rapid turnover than to one where

the turnover is slower. This, of course, is the con-

verse of the familiar proposition that it requires more

I
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capital to engage in some lines of business than in

others. The phrase would be without meaning if it

simply stated that in any given line of business the

larger the sales the larger the capital required to con-

duct them. Its significance lies in the fact that for

a given volume of business, more capital is required

in some instances than in others. As we have seen,

this is due to the fact that for certain lines of business

credit is more easily obtainable than for others.

5. Duration of credit.—\i we go back to the idea

that credit is an advance to be paid for in the sales

of goods, it is obvious that the advance can not be

repaid wholly from the proceeds of the goods, until

they have been sold. The credits granted by manu-

facturers and by wholesalers take this consideration

into account to some extent in fixing the duration of

credit. The customary credit usage in different lines

of trade varies considerably. . The usual credit pe-

riods are 30 days, 60 days and occasionally 90 days.

The longer periods are granted in lines which are rela-

tively slow sellers. A further extension is frequently

given especially in seasonal lines by the practice of

dating accounts ahead. Thus, woolen piece goods

are sold at 30 days, 60 days or 4 months' credit, but

with the season dating, which is January 1 and July

1. Under these arrangements, a man who buys in

August at 30 days' credit has his bill dated January

1 of the following year. The fact that credit is ex-

tended in some lines beyond the limits used in others

does not necessarily imply that the difference in time
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enables the dealer to dispose of the goods. Between
two lines in which, for example, a 60 day credit limit

is customary, there may be one in which a much larger

percentage of the goods can be disposed of than in

the other. This being the case, it brings us back to

the thought of the preceding paragraph that the dif-

ference in the type of business will affect the amount
of credit which may safely be granted.

If a wholesale store handles, for example, carpets,

which are relatively slow sellers and ready-to-wear

garments, which are sold more rapidly, one can read-

ily see that it would have different standards for

judging credit applicants in the carpet line from

those which it used in the other.

6. A study of business types.—The influence of

the business type upon the granting of credit finds

expression in the practice of manufacturers, mer-

chants and bankers. A recognition of the principles

has thus far been more or less instinctive, and it lacks

a clear scientific definition. This is due in part to

the fact that we have only made a beginning in clas-

sifying and studying business enterprises in such a

way as to identif\^ and formulate typical conditions.

As already indicated there is much research of this

nature going on. There can be little doubt that as

it advances, much light will be thrown on merchan-

dising and credit problems.

Despite the irregularity noted in credit terms of-

fered by different lines of business, certain general

principles have gradually been evolved for guidance.
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For example, in a seasonal business, like ladies'

garments or millinery trade, settlement for purchases

is generally made twice a year—Spring and Fall.

While the commodity is in demand the year around,

or where its sale is not greatly affected by the seasons,

payment periods come more frequently as a rule.

Articles that afford a liberal profit margin are usu-

ally sold on longer terms than those that are sold on

a smaller percentage of profit.

Products for immediate consumption, such as ar-

ticles of food, are almost always sold on short credit

terms, perishable food being sold practically on a cash

basis. Nearly everywhere, however, one finds consid-

erable latitude not only in the matter of terms given

but also in the degree of strictness with which custom-

ers are held to the terms agreed upon.

The credit terms that obtain in some of the more
prominent lines of trade are briefly discussed in this

chapter. It should be remembered, however, that

local customs and peculiarities frequently effect ma-
terial changes in credit terms. The following de-

scribes the credit customs that are prevalent in the

larger cities of the East.

7. Customarij credit terms in the grocery busi-

ness.—The wholesale grocery business is compelled

perhaps more than any other line, to deal with a large

number of untrained and otherwise incompetent re-

tail merchants. In our larger cities, particularly,

where there are large foreign sections, many of the

grocery stores are in the hands of foreigners who have
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little or no knowledge of the English language or of

American business methods when they begin busi-

ness. As these merchants rarely have any capi-

tal worth mentioning, they necessarily depend

upon credit at the hands of the wholesaler for

the goods which they buy and sell. As a result of

these conditions, the abuse of credit terms is common
in the grocery trade, and the return of goods for no

valid reason is also a frequent occurrence. These

strictures, however, do not apply to that large num-
ber of intelligent and business-like retail grocers that

are found in nearly every community.

Speaking from a credit standpoint, we may say

there are three classes of goods sold by the wholesale

grocer. The class which constitutes the larger part

of the goods sold in groceries includes what are called

"shelf goods." Such goods are generally sold on

terms of thirty days net, one per cent discount being

given for cash in ten days, or as commonly written,

1/10/30. In some sections, however, this class of

goods is sold on terms of sixty days net and one and

one-half per cent discount for cash in ten days, or

l^/{'/10/60.

The second class is made up of such articles as but-

ter, eggs and (usually) sugar. On these goods the

terms are thirty days net and no discount for cash.

Sometimes when sugar is sold along with "shelf

goods," it is sold on the same credit terms as the lat-

ter, that is, with a discount for cash payment. The
third class consists of teas, and these are generally

!
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sold on terms of three to four months, with a dis-

comit of three per cent for cash within ten days. It

follows, therefore, that a single shipment of groceries

may have to be billed in three different ways, when
the goods shipped include the three classes here

enumerated.

Investigation of a new grocery account is left

largely to the local salesman. If he recommends the

account, the order is generally filled without further

investigation, except that the mercantile agency's rat-

ing book may be consulted. So largely is this prac-

tice followed that in many wholesale grocery houses

the salesman is virtually also the credit man in his

territory. He is expected to see that all accounts are

promptly paid, and while he is not held legally or

financially responsible for them, he is responsible in

a moral sense.

Few wholesale gi'ocers appear to insist upon the

customers' strict observance of credit terms. Ac-
cordingly, the discount period is not infrequently

lengthened by the customer without the formality of

first obtaining the creditor's permission for an ex-

tension. Likewise the thirty or sixty days, as the

case may be, are often extended considerably beyond

the credit limit imposed by these terms. This evil is

being vigorously resisted in certain other lines, but

appears to have met but little concerted opposition in

the grocery line.

8. Customary credit terms in the hardware busi-

ness.—The metal trade is highly diversified and sub-



90 CREDIT AND THE CREDIT MAN

ject to many influences of which no account can be

taken here. In general, however, what is commonly

classed as hardware is composed of "builders' hard-

ware" and "shelf hardware."

Builders' hardware is usually sold to contractors,

many of whom are not financially strong and in view

of the more or less hazardous nature of their business

are not regarded as specially good credit risks. In

many instances, therefore, such contractors are re-

quired to pay 85 per cent of their month's purchases

on or before a certain day of the month following—in

some cases, the tenth day, in others the twentieth.

Under this arrangement the remaining 15 per cent is

not paid until thirty days after the completion of the

building operation into which the supplies enter.

The regular credit terms in the hardware trade are

2/10/30, which means two per cent off for payment

within ten days of invoice, or net thirty days. Con-

siderable latitude exists, however, in the observance

of these terms, a common practice being to give two

per cent e. o. m. (end of month) , which latter term in

practice means the tenth of the month following.

While some wliolesale hardware houses appear to in-

sist upon a strict observance of discount terms, oth-

ers are moi-e liberal in this respect and permit sev-

eral additional days to be taken without protest.

The terms 2/10/30 generally apply also to shelf

-

hardware, except that on these goods some whole-

salers quote terms of 2/15/30. Where, moreover, the

retailer lives at a considerable distance from the sup-



BUSINESS CREDIT CONSIDERATIONS 91

ply house, it is not unusual for the latter to permit

the cash discount to be reckoned from the arrival of

the goods—which in some cases and under certain cir-

cumstances may mean an interval of one month or

more from date of invoice.

The class of hardware supplies described as "auto

accessories," is sold largely to proprietors of garages

and repair shops. The usual credit terms are quoted

on these goods, but since not a few of the persons en-

gaged in the business are financially irresponsible, and

since the business itself is unstable, certain precau-

tions are often taken. Thus, it is frequently deemed

expedient to demand an advance payment of as high

as seventy-five per cent of the amount of invoice.

This, however, is a matter of local or individual con-

ditions rather than one affecting credit terms in nor-

mal transactions.

9. Customari) credit practice in the hoot and shoe

business.—The terms upon which footwear is sold to

the retailer are almost uniformly 2/10/60—sixty days

net, two per cent off for cash in ten days. In prac-

tice, however, it usually means two per cent for pay-

ment on or before the tenth of the month following.

As a variant of these terms, one per cent for cash in

thirty days, sixty days net (1/30/60) is sometimes

quoted.

The foregoing terms apply also to "findings" or

shoe store supplies, such as shoe strings, buttons, shoe

blacking, shoe trees, etc.

The shoe trade is subject to seasonal influence, the
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heaviest demand occurring just before the Christmas

and the Easter holidays. At these seasons it is often

necessary for the manufacturer or jobber to extend

the dealer's usual credit limit, tho the credit terms

themselves are not thereby affected. Moreover, the

seasonal demand frequently compels a manufacturer

to fill orders a considerable length of time in advance

of the stipulated date of delivery. Orders for fall

deliveries, for example, are usually taken in the

spring; and as these orders accumulate, it is often

found necessary to begin making up the goods early,

so that the activities of the factory may proceed uni-

formly and that its facilities may not be unduly taxed

by an avalanche of orders to be filled simultaneously.

Inasmuch as storage, insurance, etc., on finished

goods add materially to their cost, it is a common
practice for the manufacturer to select from among
his customers those that are financially strong and

well established in business, and shij) them their sea-

son's goods in advance, while of course billing the

goods at the date called for in the order. In this

way the customer is given the free use of the goods

for two, three, or perhaps four months, while at the

same time expense is saved at the shipper's end.

It is generally well understood, however, that no

agreement exists between the parties to ship in ad-

vance, the manufacturer reserving to himself the

right to do so or not, according to his own conven-

ience. In practice it generally means that the same

dealers receive the same privilege year after year.
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Rubber shoes and boots are commonly marketed

by the manufacturers thru shoe jobbers. The latter,

in turn, sell the goods to retail dealers on a Decem-

ber 1 dating, with delivery from April 1. A dis-

count of one per cent per month is given for prepay-

ment. To illustrate: let us say that a shipment of

rubber shoes is made on April 1. According to the

terms of sale the goods are billed as of December 1

—

eight months hence. If now the dealer, instead of

withholding payment until the latter date, pays the

bill at once, he is entitled to deduct a discount of eight

per cent from the amount of invoice. If he waits un-

til IVIay 1, he may deduct seven per cent, June, six

per cent and so on until on December 1, if he waits

that long, he pays the amount without any deduction.

During that part of the year that lies between De-
cember 1 and April 1, rubber goods are sold on terms

of thirty days net, or one ])er cent cash discount.

10. Men's and hoys' suits.—Ready-made suits of

the better grade are usually sold to the retailer on a

sixty days' dating at seven per cent off for cash in ten

days thereafter (7/10/60), or four months net.

Cheaper grades are sold on a sixty to ninety days'

dating net.

Season's dating in this line is May 10 for Spring

term and November 10 for Fall term. Deliveries for

the Spring term usually begin in February, and for

the Fall term in July. A common quotation of

terms in this line is therefore 7/10 season's dating.

Some manufacturers of men's clothing quote two
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per cent in ten days, thirty days net, which in other

cases is varied to read 3/10/30.

Cloaks and suits of the better grades are sold on

terms of 7/10/60 (seven per cent in seventy days)

which, when payment is "anticipated," equals eight

per cent in ten days. On cheaper grades of goods

the terms are usually 2/10/60 or 3/10 net.

11. Customary credit terms in the lumber business.

—The business of lumber manufacturing and selling

is, as might be expected, highly competitive, since

such operations are scattered over the entire country

from east to west and from north to south. Many as-

sociations of lumber manufacturers and dealers have

been formed, and much has been done by these as-

sociations to foster the interest of the lumber trade.

Uniformity of grading, dissemination of information

relating to production and marketing of the product,

etc., are the chief objects sought by such associations.

The National Wholesale Lumber Dealers' Asso-

ciation has adopted a uniform schedule of credit

terms, of which the following constitutes the chief

part

:

Settlement to be made promptl}'^ on receipt of each car.

Freight net cash. Balance by note at sixty days from date

of invoice or less l^/. per cent discpunt for cash, if paid

within fifteen days from invoice: or 1 per cent for cash if

paid within thirty days from date of invoice. No discounts

allowed after thirty days. If car is not received within the

above discount time, and discount is desired, prepayment on
account will not be held as acceptance of the shipment, and
the right to make corrections and complaints will not be
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forfeited thereby. In making delivery to prices, cost of

goods delivered at destination is guaranteed, but not against

delay in transit. Claims for count or quality must be re-

ported as soon as car is unloaded and tally proven. No
claims allowed if not reported within ten days after un-
loading.

A majority of the accounts in the lumber business

are settled by notes, tho the date of settlement is fre-

quently made ninety days instead of sixty, as stipu-

lated by the terms of the National Wholesale Lum-
ber Dealers' Association. At times, the note is dated

from the arrival and inspection of the goods instead

of from date of invoice, which frequently adds con-

siderably to the length of the credit terms. Credit

terms are the same for both hardwood and softwood.

12. Customary credit terms in the furniture busi-

ness.—The furniture business is peculiar in this re-

spect in that it is grouped around half a dozen centers

where manufacturers' product is collected and where

retailers gather to inspect the season's offerings.

Exhibitions are held twice a year at intervals of six

months at different points. Salesmen for wholesale

dealers cannot carry "samples" but only photographs

and drawings. These substitutes are unreliable as a

means of determining the finish and workmanship of

the articles, so that buyers find it necessary to visit

the furniture centers at the season's opcHing and in-

spect the goods themselves. The illustrations sub-

sequently used by the salesmen on their visits serve

chiefly as reminders of what has already been ex-

amined at the exhibition.

VIII—

8
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The credit terms usually quoted by wholesale fur-

niture dealers are 2/10/30—net thirty daj^s, two per

cent off for cash in ten days from date of invoice, or

as is frequently the case, 2/10/60. It is stated on

good authority that while these terms are almost uni-

formly quoted, they are not always strictly observed

in practice, and that competition is frequently made
the excuse for a considerable deviation from regular

terms. Lack of cooperation among w^holesalers is

generally blamed for the absence of uniformity in the

credit practice within the furniture trade.

REVIEW

How do trade customs and merchandising practice affect the

limits of credit granted in a given line ?

Why should turnover serve as a guide in judging a credit

risk?

^^Hiat is the relation between credic terms and seasonal lines?

What are the factors in staple lines that determine credit

terms ?

J



CHAPTER VI

SOURCES OF CREDIT INFORMATION

1. Importance of complete information.—If the

credit-giver were always in possession of all the facts

that bear upon the credit-seeker's condition, he

would make few errors in estimating the latter's

credit title. It is because the information at hand is

often incomplete and at times actually misleading

that credit frequently is granted to a person, firm or

corporation not righth^ entitled thereto. It follows

that the more complete and specific such information

is, the less likelihood is there of making mistakes.

The capable credit man neglects no opportunity to

inform himself as fully as possible regarding the

credit-seeker's actual condition, financial and other-

wise, as far as this relates to his credit title.

The value of the credit information obtained must

of course always be considered in connection with the

sources from which it comes. Accordingly, what the

credit-seeker says about himself must be viewed in

a somewhat different light from that in which the re-

port of an impartial third party is regarded. In the

former case, there is always reason to believe that the

information will reflect a too optimistic view of the

credit-seeker's condition. It is hardly to be ex-
97
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pected, of course, that a merchant who seeks credit

favors should of his own accord furnish information

ahout himself that might defeat his immediate object.

Under the circumstances, it will not be surprising if

certain facts are withheld or certain assets given a

^alnation somewhat in excess of their current market

value. Due allowance must be made for this tend-

ency.

2. Overestimating the value of references.—For

the same reason it is practically certain that a person

or house given as reference has been furnished ample

cause for giving the credit-seeker a "clean bill of

health" as a credit risk. Obviously, such reference

would not have been given unless it were known in

advance that the information would be favorable. It

often happens that a scheming dealer in order to ob-

tain a large amount of goods on credit establishes

himself in the confidence of one or two well-known

concerns, paying his bills promptly and otherwise act-

ing the part of a model customer. Such concerns can

only bear testimony to their satisfactory business re-

lations with this customer. If the credit man is sat-

isfied to go no further in his search for information,

he may discover before long that he has been playing

right into the hand of a clever swindler and that he

has siu-rendered his firm's goods to one who has no

intention whatever of paying for them.

3. Five important sources of credit information.—
There are several important sources of credit infor-

mation available to the credit man of a wholesale or
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manufacturing house. These may be enumerated as

follows

:

1. Information furnished by the credit-seeker, usu-

ally in the form of a financial statement or, as it is

sometimes called, a property statement.

2. Information furnished by mercantile agencies

in the form of periodically revised rating books,

weekly or monthly information sheets and special re-

ports.

3. Information obtained from representatives of

the selling house. (Salesmen's reports.)

4. Information obtained from houses selling the

same trade, spoken of as exchange of ledger informa-

tion or credit clearing.

5. Corroborative information obtained from local

banks, resident attorneys and similar sources.

4. Property statement; a basic consideration.—
There is one consideration in connection with the giv-

ing of credit that deserves to be constantly kept in

view, namely, that the wholesaler who extends credit

to a retailer becomes in a certain sense the latter's

partner. He places in the retailer's hands without

receiving an immediate equivalent, valuable merchan-

dise to be resold by the retailer to the ultimate con-

sumer. The profits of both wholesaler and retailer

are dependent upon such resale. Accordingly, the

manufacturer or wholesaler is just as desirous of find-

ing an outlet for his goods thru the retailer as the

latter is to obtain possession of them for purj)oses of

profit thru resale.
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On account of this mutuality of interest the whole-

saler has an undoubted right to demand the fullest in-

formation regarding the retailer's facilities for resell-

ing his goods at a profit and regarding his ability

and willingness to render payment to the wholesaler

at the expiration of the credit period. The retailer,

realizing that his profits depend upon his ability to

obtain such goods on credit for resale, should be

equally anxious to prove to his creditor in the most

conclusive manner possible that he really may be in-

trusted with the latter's merchandise. In other

words, the interests of both retailer and wholesaler lie

in giving and receiving the fullest information touch-

ing the former's title to receive goods on credit for

the purpose of resale. Therefore, whatever prevents

this information from being freely given, retards to

some extent the transfer of merchandise from whole-

saler to consumer by way of the retailer.

On this account the property statement has been

made a means of conveying information which will

test the existence of credit title in the retailer, a

printed form being usually submitted upon which the

credit-seeker enters the information asked for.

5. Grotving importance of the property statement.

—In years gone by the property statement was usu-

ally requested with an apology and either refused

or rendered with bad grace. It was regarded by

many dealers as an unwarranted attempt at prying

into their business, and was often resented as an im-

plication of distrust, if not as a personal insult. To-
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day, modern ideas have made men understand that

business confidence does not thrive in the dark and

that credit, to be free and untrammeled, requires that

the fullest light be admitted to the conditions which

surround credit transactions.

This view of the matter has acquired increased em-

phasis by reason of the smaller profit margin upon

which business is being done today. In most lines

of business competition has driven prices down to a

point where a few bad credits might wipe out the

larger part of a season's profit. On that account

credits are being surrounded with greater safeguards

than formerly, since every precaution must be taken

to insure the payment of all bills at maturity.

Hence, in their demand for a property statement,

wholesalers are embodying questions which probe

more deeply into the retailer's status than was for-

merly the case.

6. Periodical revision of signed statements.—With
regard to the frequency with which signed property

statements should be demanded there is much differ-

ence of opinion. For fear of offending a customer

who may be opposed to giving signed statements,

some credit men ask for property statements only

when circumstances of a grave or suspicious nature

make such requests imperative. Others ask for

signed statements only in the case of a new account,

while still others request one from each of their cus-

tomers new or old, at stated intervals—once a year

and in some cases even oftener.
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One nationally known manufacturer makes it a

rule to obtain a financial statement from every new
customer, either direct or thru the commercial

agencies. The absence of such statement, he says, is

viewed with suspicion. Another prominent manu-

facturer insists upon receiving a signed statement if

the customer's credit title is in the least obscured. A
similar attitude is taken by a large shoe company in

St. Louis, whose credit department demands a state-

ment whenever circumstances make such a demand

expedient.

Certain other prominent houses, among which is

a big food products concern in Pittsburgh, do not usu-

ally demand a statement of a new customer, nor do

they, as a rule, request periodically revised statements

of old customers. Such houses usually have branches

thruout the country, in each of which there is a credit

department. Tliis company has about thirty such

branch houses, each with its own credit department.

In view, however, of what was said about the rela-

tion between the parties to a credit transaction, it

appears that i*equests for initial and periodically re-

vised statements are fully justified, unless the infor-

mation sought is obtained in otlier Avays.

iMoreover, such periodical "looking the facts in

the face," as the frequent revision of his property

statement involves, is not a bad thing for the debtor

hhnself. It keeps him hewing close to the line, pro-

motes economy and efficiency, and cliecks the tend-

ency to overbuying. The value of a signed property



CREDIT INFORMATION 103

statement is further increased by the fact that the

court will hold its maker accountable for any wilful

misrepresentation of the facts as stated therein.

When the statement is issued for the purpose of ob-

taining goods on credit, such misrepresentation will

be construed as an attempt to obtain goods under

false pretenses, and the maker will be liable to punish-

ment for the oifense.

7. Common forms of property statements.—The
forms of property statements here shown are among
those most generally approved by commercial houses.

It is not necessary to comment at length upon these

forms or to discuss in detail the special questions they

raise. A study of them will show in what particular

facts the credit departments of a mercantile house are

interested, and in what special form such information

is most conveniently presented. It will be noted that

tlie form here given is for a corporation.

Tlie questions asked in the corporation statement

sliow both in their number and character how much
more intricate is the organization of capital in the

corporate form.

The type given as an example for commercial

houses w\^s selected from a series of forms recom-

mended by the National Association of Credit Men
The items appearing upon these forms are substanti-

ally alike, tho their arrangement differs somewhat.

Note particularly the paragraphs describing the re-

ciprocal value of a signed statement. They show

that the Association of Credit Men seeks to educate
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Property Statement Blank

recommended and indorsed by the
national association of credit men

the reciprocal value of a sioxed statement

Good credit in the markets of the world enables every merchant to

add to his ability to do business. It gives him the use of enlarged

capital, thus enabling him to carry a more complete stock, increase

his sales, and magnify his profits.

Larcie assets are not alii'ai/s necessary to the creation of credit; what

is most desirable is, that credit be in relative proportion to the actual

assets, and in harmony with conditions which create and maintain it. A
merchant's capital is the sum of his net available resources, plus his

credit. The giver of credit is a contributor of capital, and becomes, in

a certain sense, a partner of the debtor, and, as such, has a perfect right

to complete information of the debtor's condition at all times.

Credit is given a merchant because of the confidence reposed in him.

Requesting a statement when credit is asked is not a reflection on one's

character, honesty, or business ability, but is done to secure information

to enable business to be conducted intelligently.

When a statement is made it should be absolutely correct. To make
it so necessitates the taking of at least an annual inventory and the

keej)ing of an accurate set of books. Statement giving, therefore, will

tend to make a debtor a better buyer, because more familiar with his

stock, more careful in giving credit, more conservative in incurring

debt, and will result in a better knowledge of his business generally.

A merchant who desires to serve his own best interests should recog-

nize that his most valuable possession, apart from his actual assets, is a

sound, substantial and unquestioned reputation as a credit risk, ana
that, under the prevailing conditions and demands of business, the most
effective, and eminently the best way to prove his basis for credit, is

to be willing to submit a statement of his financial condition.

NOTE: Tlie ahove estimate of the value of a statement to both giver and
receiver is the emboilimeut of tlie tlioughts and experiences of scores of the leaiimi;
credit men of the United States wlio are members of the National Association of
Credit !Men and who thus desire publicity given to their views in order that there
may be the largest benefits to both retailer and wholesaler.

the commercial world to recognize and conform to

the standards demanded hy a sound credit policy.

8. Mercantile A genet/ Service.—The two large

credit institutions known as Dun's and Bradstreet's

Mercantile Agencies serve thru hranch offices and
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Form TV.

PROPERTY STATEMENT BLANK
Na At As Mv

*'Large assets are not always necessary to the creation of credit; what is most desirable is, that credit b« in

relative proportion to the actual assets The giver of credit is a contrihut^ir of capital and becomes, in a cer-

tain sense, a partner of the debtor and, as such, has a perfect right to complete information of the debtor's con-

dition at all times."

To RICH, MANN & CO . New York: Dated 191

For the purposeof o'ltaining credit for goods to be sold me or us by you, or for any extension granted me or

ua on my or our account with you. the following is given you as a true statement of my or our assets and liabili-

ties and general financial condition. I or we agree to and will notify you immediately in writing of any ma-
terially unfavorable change in my or ourfinancial eondiiion. and m the absence of such notice, or of a new
and full written statement, this may be considered as a continuing statement and substantially correct.

BUSINESS ASSETS



Form V.

PROPERTY STATEMENT BLANK ^

Recommend ENDORSED Na SAL Association of Crf Men

**Lftrge assets are not always necessary to ttie creation nf credit- what h mrpst desiraide is. that credit be
In relative proportion to the actual assets. The piver ot credit is a cnntrihutor rf capila). and becomes, in a
certain sense, a partner of the debtor, and, as such, has a perfect right to complete information of the debt*
or's condition at all times

To RICH. MANN & CO.. Kew York:
For the purpr.se of obtaining credit now and hereafter for goods purchased, we herewith submit to yon the

following statement of our resources and liabilities, and will immediately notif; juu of any material change
in our financial condition.
In consideratifinof your granting crei't to the undersigned, we agree that incase of our failure or insolvency,

or in case wo shall make any assignment for the benefit of creditors, bill of hale, mortgage, or other transfer

of our property, or shall have our stoc/- -.r plant attached, receiver appointed, or should any judgment lie en-
tered against us, then all ana every of the claims which you have against us shall at your optifin become im-
mediately due and payable, even though the term of credit has not expired. All poods hereafter purchased
from you shall be taken to be purchased subject to the foregoing conditions as a part of the terms of sale

ACTIVE BUSINESS ASSETS
Cash value of merchandise on hand-
Jf manufacting, raw material,

$ finlshedt $ unfinished,

l^otes and accounts, cash value
Cash in hand
Cash in bank
Bills or accounts receivable, due
irom officers

Patents and patterns
Fixtures and machinery
Total real estate, cash value, $
Total encumbrances on real estate

$
Equity.

Total Active Bosinem Assets .

BUSINESS
LIABILITIES
Owe for raerchau-

dise open acct.,

of which S
ifl past due

Owe for notes for

merchandise
Owe banks
Owe for bills for

paper sold

Owe others for

borrowed mon-
ey

Owe taxes and
jent

Mortgaares on fix-

tures and ma-
chinery

Dollars Cts.

OFFICEKS

'President .

Vice-Prest..

Secretary .

.

Treasurer..

DIRECTORS
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their connections virtually every part of the business

world.

The organization by means of which the mercantile

agencies collect their information is one that touches

every person engaged in business in the United States

and Canada. Offices are located in all the important

cities in the country district. These offices consti-

tute central points at which the information sought

by the agency is conveniently collected.

In large cities this work is specialized by assigning

to certain reporters certain lines of trade. Since

each important line has its own special reporter the

agency is in a position to keep well informed of cur-

rent happenings, and is accordingly able to dissemi-

nate among its subscribers prompt and reliable infor-

mation about the various lines of trade within the

cities covered.

Territory outside the larger cities is divided into

districts, to each of which a reporter is assigned. In

such districts the local reporter investigates all the

lines of trade found therein. As these reporters

cover the same territories year after year, they be-

come well acquainted with local trade conditions and

have many opportunities to study the business of

each individual concern. Like the newspaper re-

porter, the conmiercial agency reporter has a nose for

news—that is, for such news as is of interest to

creditor houses. Any rumor affecting the credit of a

local dealer is promptly investigated and the result

is reported to the nearest district office.
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Each of the large and independently operated of-

fices has sub-offices in the smaller cities. The num-
ber of such sub-offices is governed by the size of the

territory and the volume of business ordinarily

transacted, some district offices having as many as

eight or more sub-offices.

In territories where reporters make only periodical

visits, the agencies depend upon local commercial at-

torneys, postmasters or reliable merchants for infor-

mation regarding sudden changes or developments

that may occur in the standing of local merchants.

9. Duns and Bradstreet's rating booJxS.—The
mercantile agency distributes to its customers or sub-

scribers the credit information which it gathers in

two forms. One way in which this information is

made accessible to merchants and manufacturers is

thru periodically issued rating books. These books,

which are revised quarterly, contain the name and

address of practically every person engaged in busi-

ness in the United States and Canada. Two ratings

are given—a capital rating and a credit rating. The
capital rating is intended to show how much capital

is invested in the business, tho it is generally under-

stood to mean "the commercial value of the par value

of the assets whicli the firm rated may be considered

to have in its business, all things regarding the terms

and the business being taken into consideration."

The credit rating expresses the agency's opinion with

regard to the degree of confidence to wliicli the firm is

entitled. In order to determine the latter, the char-

I
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acter and ability of the dealer or firm are considered

in connection with the amount of capital invested in

the business.

It is not to be expected, of course, that these ratings

should in every case be in perfect accord with actual

conditions. It must be remembered that the agency
lias no means of compelling the dealer to give out

information about himself or about his business. If

he is unwilling to furnish such information, the

agency is compelled to gather it from other sources

as best it may. oNIoreover, inasmuch as about three

thousand changes occur daily in the credit ratings of

the country, it is readily seen that the rating book
must contain a large number of errors even on the

very day of its publication. For all that, however,

the ratings given by the large commercial agencies

are, on the whole, remarkably exact.

10. Special credit reports.—The mercantile agen-

cies usually seek to obtain from every dealer a prop-

erty statement or its equivalent as a basis for the

information to be kept in their files, adding to the in-

formation thus obtained such other data as its local

reporters may from time to time obtain. From this

information special reports are prepared for sub-

scribers at their request. These reports include a

record of the dealer's business and personal character,

his wealth in and out of business, his debts, his associ-

ations and his reputation. They contain, also, a de-

scription of the business itself—capital, debts, out-

standing accounts, the volume of annual business and
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frequently the names of the chief creditors. In a

concluding statement, the agency offers its judgment

with regard to the worth, credit limit and other fac-

tors bearing upon the credit risk involved.

As a general rule, the information on file in the

agency's office is revised only twice a year. But since

many things may happen within six months to change

materially the dealer's financial condition, the cau-

tious credit man will usually seek corroborative evi-

dence regarding the customer's credit title before act-

ing upon the information contained in the agency

report.

11. Cost of the agency service.—The cost of the

mercantile agency service (Dun's or Bradstreet's)

varies somewhat according to the subscriber's terri-

tory, but is approximately $1.50 for two half-yearly

rating books and one hundred special reports.

Quarterly rating books, instead of half-yearly, may
be had at a correspondingly extra charge. Addi-

tional special reports are furnished by the agencies

at an avei-age rate of fifty cents each.

12. Special trade agencies.—In addition to these

two large general agencies, there are now a number
of special agencies operating within a single trade or

within a few allied trades. It is claimed for these

special agencies that they are better able to serve the

needs of the trades to which they cater than are the

larger agencies, which attempt to cover all lines of

trade. This advantage is denied by the advocates of

the general agencies, who maintain that the latter, by
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reason of their wider contact with business and with

trade conditions in general, obtain information that is

inaccessible to the smaller organizations. Whether

or not this claim is justified, the continued existence

and apparent growth of the trade-agency idea justi-

fies the belief that this form of service possesses defi-

nite merit.

Like the general agencies, these special agencies

usually publish quarterly or half-yearly rating books,

issue monthly or weekly information sheets embody-

ing all recent trade information and furnish special

credit reports upon request. As a rule, the special

trade agencies employ a finer division of capital and

credit ratings than do the general agencies, fre-

quently including a third or "pay" rating, the object

of which is to avoid, if possible, mere generalizations

with regard to the person or firm under investigation.

The special credit agencies listed in the following

well-known lines are representative of this type in

organization and service:

Iron and Steel Board of Trade—New York City
National Jeweller's Board of Trade—New York City

Furniture Commercial Agency Company—New York City
Leather Mercantile Agency—^Boston

Consolidated Building Trades Association—New York
City

13. Salesman as a credit reporter.—Among the

earliest sources of credit information about a retail

merchant was the report furnished by the salesman

who visited him in his store and sold him a bill of
VIII — 9
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goods. At first glance it may seem natural to com-

bine in one person the offices of salesman and credit

man. In practice this is usually undesirable except

to the degree that he may corroborate information al-

ready procured. Between the two functions there

is often a wide gulf. The self-interest of the sales-

man intent upon securing the order frequently blinds

him to the customer's shortcomings and thus places a

distance between the firm and the customer which the

resources of the credit department are called upon to

span.

Someone has said that of the four chief factors

which enter a salesman's considerations, he himself

comes first, the credit man fourth, and between these

two the customer and the house. While it may be

doing injustice to the salesman to accept this state-

ment as invariably true, it is nevertheless a matter

of observation that in a large number of instances the

salesman's judgrhent is not to be fully trusted on

questions relating to the customer's credit title. It

is equally true, however, that the credit man may ob-

tain thru the salesman information of a certain kind

not easily obtained from other sources and that such

information is a valuable supplement to the reports

received thru the commercial agencies and other

channels.

The information that may rightly be demanded of

the salesman he can easily supply from his own ob-

servation and experience. So long as the salesman

is not required to ask questions which would embar-

i
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rass both him and the customer, it is perfectly proper

to make use of his services in the compilation of

credit data. The following form has been used in

this connection, the salesman filling out and attaching

it to his order sheet.
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selves as fully as they might of the assistance which

the sales department is able in this way to render

—

a lack of sympathetic understanding often blocking

the way.

For the existence of such a condition the credit

man is as a rule chiefly to blame. It is a mistake to

demand of the salesman that he go prying into the

affairs of the customer as tho he were a mercantile

agency reporter or a detective in quest of damaging

evidence. The salesman's mission is primarily to sell

goods. Any additional function which may conflict

with sales is obviously distasteful to him and will not

ordinarily be well performed.

There is nothing objectionable, however, in request-

ing the salesman to keep his eyes and ears open while

in the customer's store and to gather all the informa-

tion he can about the character and volume of the

merchant's trade, his sales methods or his store prem-

ises. The salesman will often be able, by a casual

question or two directed to the hotel clerk, the livery-

man or a salesman for another house, to learn a good

deal about the merchant's social standing in the com-

nuinity. All information of that sort should be

jotted down and forwarded to the credit man without

delay.

14. Traveling credit man.—The practice of em-

ploying traveling credit representatives arose from

the necessity on the part of large houses to obtain di-

I'ect information about certain classes of accounts

which because of their number and magnitude fre-
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quently become not only heavy but doubtful risks.

This method of gathering credit information is neces-

sarily expensive, but the extent and complexity of

modern wholesale business seem to demand it more
and more, since it is not usually possible for the credit

manager to visit far-away customers except in cases

of unusual importance.

The function of the traveling credit man may be

said to be the complement of that of the traveling

salesman. The responsibilities of the position of a

traveling credit man call for a man of experience

—

one who can analyze critically the customer's books,

examine his stocks, and if necessary make use of the

information obtained from banks, local attorneys and

commercial agencies. The visit of such a man is the

best substitute for that of the credit manager himself

for he brings to the investigation a knowledge of both

sides of the situation since he is well acquainted with

the details of the local business as well as with the

policies of the credit department of his house. He is

able to view any disputed point from the standpoint

of both the customer and his house and can suggest

mutually satisfactory settlement. His chief business

is tactfully to learn the actual conditions of the dealer.

Despite his best efforts, the traveling credit man finds

that he is often regarded with mixed feelings by those

on whom he calls, as his visits are likely to cany the

suggestion that a doubt exists at headquarters with re-

gard to the dealer's financial soundness.

For all that, a traveling credit man of the right
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caliber is frequently able to give excellent advice to

the small dealer and to instruct him in principles of

good merchandising. He often finds a dealer who
is unsystematic and ignorant of many things that he

ought to know relating to ordinary principles of suc-

cessful merchandising. In fact some of these deal-

ers are not capable of managing their business un-

aided in such a way as to be safe credit risks. The
traveling credit representative by tactfully instruct-

ing and strengthening the ignorant or weak merchant

not only increases the latter's chances of success, but

makes him a better and a safer customer.

The traveling credit representative is often able to

serve his house still further by promoting harmony
and cooperation between the departments of sales and

credits, eliminating by his visits the causes of fric-

tion that sometimes arise between these two.

As evidence of the character and extent of credit

information obtained by such traveling representa-

tives, the report form shown on the following page

is of interest. To obtain the desired information

calls for much close questioning of the subjects of the

report ; but in the hands of a capable and tactful rep-

resentative of the credit department the examination

need not be either long or painful.

15. Local attorney as credit reporter.—In every

city and town of any consequence there are to be

found attorneys who specialize in commercial busi-

ness or who at least have departments for the handling

of such business. These attorneys assist in collect-
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BRANCH 191

NOTE: Traveler must attach Merchant's Bill Head, Letter Head or Card.

No
Name of Firm
Address Town State

(Street Address required in towns of 5000 or more population)
Full Name of Part- Name Age Married ?

ners or ov/ners. If Name Age Married ?

a corporation, po- Name Age inarried ?

sition held ( Pres., Name Age Married ?

Sec'y., etc.)

Kind of business How long in business
at this location ? Successor to

Give former address if ever in business before
What kind of business 1 How long in that business ?

From to

Why did he discontinue ?

If failed, what settlement was made with creditors ?

If never before in business, what has been his occupation, and by whom employed?

Does he give business his personal attention ? Is his business growing !..,...
Is he active ! Is he attentive to business ? Is he experienced!
What are local opinions as to his habits ?

What do you consider are his chances for success?
What credit limit do you advise ?

Value of real estate $ Insured for $
Mortgage on real estate $ Net value of real estate $
In whose name is title to real estate held i

Value of stock $ Insured for $
Value of fixtures $ Insured for $
Chattel mortgage $ No. of clerks ? No. of wagons ?

Monthly sales $ Monthly expenses (Including Rent) $
Sell for cash or on credit? Appearance of stock and store?
Character of neighborhood, viz., poor, medium, or high-class?
Competition keen ? How many chain-stores in vicinity ?

Banks with

Give Beferences and your Personal Opinion on other side of this sheet. '

ing claims against local debtors for the benefit of out-

of-town creditors. They undertake to bring suit in

court when circumstances demand such a course, and

give attention to claims in bankruptcies, etc., as de-

scribed more fully in another chapter.

Such attorneys are usually in a position to render

valuable service to the distant credit man. Their pro-

fession brings them in close contact with the business

and the business men of their localities. Their train-

ing qualifies them for judging accurately local busi-

ness conditions. Moreover, their relation to the com-

munity enables them to use their information with-
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out thereby violating any trade confidence and with-

out injury to their own business interests.

In cities large enough to offer a considerable

amount of commercial business, law firms have found

this class of business distinctly profitable and have

gone to considerable expense and trouble in collect-

ing and filing information relating to the credit stand-

ing of local merchants. Frequently the credit man
obtains very valuable infoi-mation from such sources.

16. Lww lists and free attorney reports.—A num-
ber of law lists or attorney directories are published in

which attorneys seeking commercial business have

their names and addresses entered. For "represen-

tation" of the list in their town or city the attorneys

pay the pubhshers a certain yearly fee, the amount of

this fee depending upon the size and business im-

portance of their respective localities.

These law lists are placed in the hands of whole-

sale houses, collection agencies, and others who may
have out-of-town claims to collect. The publishers

generally guarantee the prompt remittance of all

moneys collected by the attorneys listed in their pub-

lications. For the purpose of securing a large use

of their lists by those who have profitable business to

send to attorneys, publishers generally demand of the

latter that they furnish upon request free credit re-

ports on merchants in their localities. Report blanks

are provided for the use of the subscribers and sold

to them at a certain price per hundred, the under-

standing being that in return for such free reports the
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attorney is to receive whatever collection business the

forwarder may have in the attorney's locality.

This plan is by no means infallible; it is usually

satisfactory in direct pro^^ortion to the energj'^ and

interest displayed by both attorney and foi*warder.

The free-report system has been greatly abused.

Merchants have often been found to send under cover

of two or three law lists inquiries to several attorneys

in the same town, promising in return to each at-

torney whatever collection business they might sub-

sequently have in that locality. At times two or more

attorneys in a town on comparing notes, would dis-

cover that they were being "worked" by some ambi-

tious credit man who sought to obtain the largest pos-

sible amount of free information about a local dealer.

These abuses eventually became so flagrant that many
attorneys refused to continue the free-report service.

In many counties bar associations adopted a schedule

of fixed rates for all legal services performed by their

members, these rates also covering the furnishing of

credit reports. Owing to the growing antagonism

with which commercial attornej^s generally view what

they term the "free report evil," the use of these re-

ports is less extensive than formerly.

It is not to be denied that an attorney report, if

carefully prepared, contains information not easily

obtained from any other source. As a sample of the

character and amount of information sought by means

of a free report a form commonly used for that pur-

pose is shown in these pages. As may be judged
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from the nature of the questions, the preparation of

the report requires the expenditure of considerable

time and labor. It is easily understood that the at-

torney who receives in his morning's mail from six to

twelve such inquiries is not likely to look upon the

free-report system with special favor. Accordingly,

in most instances onty such questions are answered as

may be answered offhand. Frequently indeed the in-

quiry goes into the wastebasket unanswered.

SAMPLE FORM OF "FREE" REPORT
Dear Sir:

Will you please report in confidence as to character, responsibility, etc.,

•f

Yours very truly,

M'd's'e '

Realty

Cash
Other means
Incumbrance on realty

Other indebtedness

Character

Habits

Business ability

Do you regard safe for on time?

If not paid can you collect?

Ever fail?

Remarks

For the purpose of comparison, another form of

attorney report is presented, with which the sender

incloses one dollar as compensation for the attorney's

services. It is easy enough to determine in advance

which of these reports will be of greater value when
returned to the inquirer.
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SAMPLE FORM OF "PAID" REPORT

PREPARED AT THE INSTANCE OF THE NATIONAL ASSOCIATION OF CREDIT MEN

Dear Sir:

Your name appears on our list as having represented us, or as being
ready to look after our interests sliould occasion arise requiring your
services.

Inclosed, therefore, please find $1.00, for which kindly send us confi-

dentially as complete a report as possible on this blank on
, especially answering the various questions specified. De-

layed reports are of no use, therefore be prompt, please. Do not disclose

our name as inquiring. File our name as being interested in above busi-

ness and advise us at once of any change affecting his or their financial

standing.

Yours truly.

Name Town
County State

Full names of Xationality? Age? Married?
All partners Nationality? Age? Married?

Nationality? Age? Married?
How long in present business? What amount of capital in-

vested? Ever failed? When?
How did they settle ? Ever been sued ? Ever asked
extension? Any evidence of overdue indebtedness?

If so, of what kind and amount? Reputation, good, fair or

bad for ability ? Honesty ? Promptness ?

Is he doing a good business ? Location relative to business

center? Is stock in good condition? Your
estimate of amount of stock carried? $ Is it insured?

Value of real estate above Of whom does he buy goods, if

exemptions and incum- you know?
brances $

Value of other assets .....$

Your estimate total net ,

worth above all debts, ex-

emptions and • incum-
brances $

Remarks

Any answers which cannot be made in above spaces kindly indicate by
some mark and amplify here
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Opinions differ among the larger houses of the

country regarding the value of attorney reports.

Some firms make extensive use of such reports, others

use them only occasionally.

17. Banks as sources of credit information.—Sup-

plementing the local attorney as a source of credit in-

formation, the local bank renders a similar service of

value to the business world. These institutions in the

course of their daily business acquire a wealth of re-

liable information touching the financial condition,

the business and social standing of local merchants

and of other business men in their town.

The bank's attitude toward the commercial world

differs somewhat from that of the commercial attor-

ney, inasmuch as the bank may have an interest in the

affairs of a local merchant just as gi*eat as that of the

distant wholesaler who is applying for information.

If the merchant in question is a borrower at the bank,

the bank is necessarily anxious that nothing should

take place that might endanger the borrower's ability

to repay his loan.

It sliould always be remembered that banks are

not usually so well acquainted with a local dealer's

condition as is the latter's jobber, since the banks,

owing to tlie greater caution generally exercised by

them, usually demand security for their loans, while

the jobber or merchandise creditor exacts no security.

Accordingly, tlie jobbers or wholesalers are com-

pelled to exercise closer supervision over the account,

hence their experience with a debtor is likely to be of
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orreater value as affording more dependable credit in-

formation than the opinion of the bank which holds

the debtor's security for its loan. It should be ex-

plained however that the fault often lies not with the

bank but with the inquirer, who does not tell frankly

exactly what he wants. Banks as a rule are willing

to cooperate when they know what information is

really needed.

Often the request merely asks the question "Is he

good?" The answer depends largely on how much is

involved. If the inquirer would ask if the customer

were good for $100 to $1000, or $100,000 the bank has

some basis to go on. It is often quite possible for the

bank's credit man to recommend a dealer for $1000,

that he would not care to recommend for $2000 or

$5000.

Because this point is so often overlooked by the in-

quirer, many large houses rarely make use of banks

as sources of credit information. Others do so only

under certain circumstances, as when the customer

himself gives the bank as reference. Still others are

inclined, even under these conditions, to discount the

value of the bank's report, unless, as expressed by one

credit manager, "the information is secured for us

by our own bank." The last statement carries its

own suggestion, tho we do not maintain that the state-

ment is in every sense fair to the banks.

Banks have been accused of undue delay in an-

swering inquiries for credit information, and this de-

lay has been advanced as an objection to the use of
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banks in this capacity. We are inclined to think that

this charge could not be uniformly sustained, since

banking institutions as a rule are models of efficiency.

REVIEW

What may be said in favor of the financial statement as a

basis for credit, and to what causes, may misleading information

contained therein generally be attributed?

What is the nature of the information you would expect to

obtain from the commercial agencies and the attorney?

In what respect does the work of the travelling credit repre-

sentative differ from that of the travelling salesman with re-

gard to the investigations of credit conditions ?

What circumstances may be supposed to influence the bank in

answermg requests for credit information on a local merchant?



CHAPTER VII

COOPERATIVE METHODS IN CREDIT
INVESTIGATION

1. Credit cooperative methods.—Within recent

years, many wholesalers have come to feel that de-

spite the excellence of the service usually rendered by

the large mercantile agencies with their extensive or-

ganizations and with the ramifications of their investi-

gating system there was a certain element lacking,

namely a convenient way for creditors selling in the

same market to exchange ledger experience. While

the two large agencies and some of the special agencies

in restricted fields endeavor to furnish a certain

amount of trade experience, it was felt that their

present plan of operation does not permit them in

this respect to meet completely the need of the bus-

iness world.

Accordingly, efforts have been made within trade

lines to distribute information obtained from the led-

ger experience of the members of such trades, and

various bureaus have been established for the pur-

pose of facilitating such exchanges.

The purpose of an interchange system, as set forth

by an officer of a leading agency, is to provide "an

impartial medium between debtors and creditors and

between creditors themselves, and to establish a sys-

125
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tern whereby those who are interested in any accounts

may freely and unreservedly interchange the facts

contained in their ledgers, without the necessity of

direct reference, each to the other; without divulging

this information under their own name; and at all

times receiving in exchange for items contributed by

them the combined experiences of all the others in-

terested in the account."

2. Characteristics of ledger experience.—As will

be seen, this form of credit information differs ma-

terially from that supplied by the ordinary credit

agency, for the interchange of ledger experience does

not concern itself directly with antecedents, nor with

the dealer's character and reputation. It does not

even take into consideration the size of his capital.

Such an interchange sj^stem takes account solely of

the subject's recent purchases and payments. Thru
information submitted by other members, an inquir-

ing member may usually learn whether his customer

has placed orders with other houses, how much he is

owing on account, and whether he is meeting his pay-

ment obligations with due promptness.

In the judgment of experienced credit men, this

form of information constitutes the most valuable

basis of credit extension at present available to the

manufacturer and the wholesale merchant. It is now
pretty well recognized that the record of a dealer's

purchases and payments, provided it is sufficiently

complete, affords more material for intelligent credit

analysis than the combined testimony of agency rat-

J
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ings and reporters' opinions. Obviously, the value of

such a system depends chiefly upon the extent to

which the selling houses participate. At first, con-

siderable difficulty was experienced in inducing mer-

chants to participate in an exchange of ledger infor-

mation. They were loath to give out information

about their customers for fear this information might

be used in some way to the detriment of themselves or

their customers. Of late, a more enlightened view of

the matter is being taken, and as a result this method

of investigating credit risks is rapidly gaining favor.

RETAIN THIS FOR YOUR FILES

Jamestown, N. Y., 191
M.

We give you below our experience with

Name
P. O

pu:ase consider informatiok strictly coxfidential

Yours truly.

White, Gray & Co.,
Furniture Maxufactubers
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RETURN THIS TO US

Jamestown, N. Y., 191

M.

Kindlj give us below your experience with

ameN
P. O.

ALL INFORMATION WILL BE CONSIDERED STRICTLY CONFlDBNnAL

Yours truly,

White, Gray & Co.,
Furniture Manufactubers

Sold Since

Terms
Highest Recent Credit, $.

On Open Account, $.„ . -, ron O
Owing Now

|q^ ^^^^^^ ^

Past Due. fOn Open Account, $.

"[on Notes, $
First Order, $
Other Information

MANNER OF PAYMENT

Discounts

Prompt and satisfactory

Slow but considered good
Slow and unsatisfactory

Pays C. O. D.

Sell for cash only

Account secured

Notes secured

Account closed for cause

Makes unjust claims

Collected by attorney

3. Procedure in the exchange of ledger informa-

tion.—One form of such credit interchange is that

which is carried on between dealers without the inter-

mediary of a central bureau. The form shown on

this and the preceding page has the approval and rec-

ommendation of the National Association of Credit

Men and is one that is frequently used for this purpose.

The two blanks, as will be noted, are identical save

for the lines at the top. The first is filled out by the

inquiring member, who thereby shows his willingness

to give information as well as to receive it. This in-
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quiry, together with the second blank form, is there-

upon sent to the house of which inquiry is to be made.

The latter promptly enters upon the second blank

and in the spaces provided therefor, the information

in its possession and returns this form to the in-

quirer.

4. Reciprocity a necessary element.—Obviously

such a sn^^stem demands of each participant absolute

fairness and constant readiness to furnish such infor-

mation as may legitimately be asked. Without the

whole-hearted cooperation of all, the best results are

not attainable.

In order to avoid abuses of this nature, the Credit

Men's Association, under whose auspices the report

form above illustrated was prepared, has drawn up a

series of rules to govern exchange of credit informa-

tion among its members.

An example of reciprocal exchange of credit in-

formation is furnished by the manufacturing hat-

ters who sell to the jobbing trade. Their entire prod-

uct is put on the market thru about a dozen commis-
sion houses. These commission men cooperate in

handling the trade. An actuary is hired by them,

and to him all orders and payments are submitted.

o. Operating thru a central bureau.—While a sat-

isfactory system of credit interchange may be con-

ducted without the aid of a central bureau, partic-

ularly if operated on a small scale, it is usually found
more convenient to maintain such a bureau, since

this permits the information sought bv members to
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be obtained more quickly and thereby to be made
more readily available to them.

The following describes a way in which this work

is commonly carried on:

Let us assume that fifty wholesale houses agree to

participate in exchange of credit experience, and that

a central bureau is established and provided with a

clerk or secretary in charge. The first step consists

of giving to each member a number, and of preparing

and distributing among such members a list of firms

with their respective numbers. The next step is to

file with the bureau a complete list of active custom-

ers, including all who have bought goods within a

certain period—say, two years. A card is made out

for each of these customers and is filed alphabetically.

Upon each of these cards are entered the numbers

of those houses that are shown to be selling the dealer

whose name the card bears. Accordingly, as the

clerk picks up a dealer's card he can tell at a glance

what members are interested in that particular cus-

tomer. He knows, therefore, where information

about that dealer may be had, and he also knows what

members among the fifty will be interested in learn-

ing of any change, favorable or unfavorable, that

may occur in that dealer's condition.

Suppose an order comes to one of the fifty from a

dealer with whom he has had no previous business.

He promptly sends this dealer's name to the central

bureau, and the clerk, upon examining the cards on

file, discovers on tliis dealer's card the numbers of,
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say, three of the members. He thereupon enters the

three numbers upon the inquiry form and returns it

to the inquirer, thereby informing the latter where

information about his new customer may be obtained.

The desired information may then be obtained by

means of three letters or three telephone calls. The
inquiring member may learn in this way that the

dealer's credit is being shut off by his former supply

houses on account of delinquency or unfair treatment,

and may find in this fact an explanation of the re-

ceipt of the unsolicited order that prompted his in-

quiry. His treatment of the order henceforward

will, of course, be governed by the information he has

obtained thru the bureau. He may decide to request

a financial statement before consenting to fill the

order, or if the information justifies such a course, he

may even demand cash in advance. If on the other

hand the inquirer should learn that the dealer is pay-
ing his bills promptly, that he buys his goods care-

fully, and that in other respects he acts the part of

a model customer, he would of course be disposed

to fill the order on the usual credit terms, even if

he should deem it advisable to carry his investigation

a little further before actually shipping the goods.

Such a method can be used to advantage only when
all the participating members live in the same city

or within easy communicating distance of one another.

6. Credit clearing.—Under another plan, also op-
erated locally, tho gradually extending its field of

operation, both inquiries and the information are re-



18JS CREDIT AND THE CREDIT MAN

ceived at a central office, and from there distributed

among the members. Suppose that the morning's

mail brings to the central office ten inquiries concern-

ing dealers who buy in the local market. The names

of the parties inquired about are entered upon a re-

port sheet, and this sheet is distributed by messenger

among the members. Thereupon each member to

whom the sheet is sent enters opposite the name of

each dealer a statement of his experience with that

dealer. In other words, if the dealer is or has been

his customer, the member enters upon the sheet the

amount now owing, what part of this amount is past

due, and such other information relating to the cus-

tomer's payment habits, etc., as is called for, or as may
seem advisable to communicate.

When these comments are received at the central

office, a report is prepared embodying the sum of the

information obtained. Each member receives a copy

of this report. Xo names of informants appear upon

these reports, such names being known only to the

central office. For the sake of convenience, letters

of the alphabet and abbreviations of words are em-

ploj^ed in conveying this credit information.

7. Inherent defects of credit clearing,—Nearly

ideal as this plan appears to be, there are neverthe-

less features which to a considerable extent limit its

usefulness. For example, it will be seen after a mo-

ment's reflection that a system of credit interchange

in order to be of sufficient practical value must be

participated in by the larger portion of possible credi-
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tors. To illustrate: If the number of possible credi-

tors selling a certain line of goods in a certain market

is one hundred, and if of this number only ten, twenty

or thirty participate in the interchange system, it

follows that the volume of information obtainable

under such circumstances is insufficient to cover fully

the credit dealings of a buyer in that market. As is

readily seen, the farther below one hundred the total

membership is, the less complete will the returns in

this case be and the less valuable will be the inter-

change as a source of credit information. Con-

versely, the nearer to one hundred the number of

participants is the more complete will the informa-

tion be, and the greater also will be the value of the

information obtained.

It must also be remembered that the larger the

membership the more numerous will be the inquiries;

hence the more arduous the work of furnishing the in-

formation asked for. It is easily conceivable that if

the membership in such an association continues to

grow, a point will sooner or later be reached at which

the work demanded of each member in connection with

the answering of inquiries and the expenditm-e of time

and labor incident thereto—perhaps the entire time

and service of a clerk—will be found to be out of

proportion to the benefits derived. When that point

is reached, the system plainly becomes impracticable.

In that case, the membership is automatically reduced

to a point where the system is once more w^orkable.

This automatic limitation seems to indicate that the
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ordinary system of "clearing" ledger information will

hardly attain universal application. When it is re-

stricted to one or to merely a few markets, however,

there is no ground for questioning the value and prac-

ticability of the system, always provided that the

members live up to their agreement and treat one

another fairly.

8. Tlie Credit Clearing House.—The Credit Clear-

ing House is, without doubt, the chief exponent in

this country of the system of obtaining credit in-

formation by means of ledger experiences.

Each member of the Credit Clearing House is re-

quired to register with that agency the names of his

customers and to contribute information whenever

any of his customers are under investigation. In each

case the member receives a copy of the report sum-

marizing the information contributed by the other

interested members in addition to that contributed by

himself.

The ledger facts sought by this agency are gath-

ered from every important market. Merchants are

given an opportunity to submit their financial state-

ments in order that the contents of such statements

may be added to the other information contained in

the report that is sent to inquirers. The report in

its entirety is made uj) of the facts thus contributed

and possesses the merit of being free from the bias

of personal opinion.

9. The 'percentage system.—Investigation has

shown that one of the chief items in such a report re-
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lates to the subject's manner of paying his bills. An
index to his manner of payment is arrived at by the

use of percentages. Thus, if out of twenty-five re-

porting houses, ten say that payments are slow, this

fact appears in the report as follows

:

"25 payment experiences, 40 per cent slow."

If earlier reports were cleared, their percentages

are also given in order that it may be shown whether

the merchant is doing better or worse. To illustrate

:

A certain New York merchant failed in 1915. In

the agency's records the percentages in his case read

as follows:

February, 1913, 18 payment experiences, 22 per cent slow.

January, 1914, 20 payment experiences, 35 per cent slow.

January, 1915, 15 payment experiences, 53 per cent slow.

March, 1915, 19 payment experiences, 79 per cent slow.

Another important item covered by the Clearing

House report is the attempt to buy an unusually large

amount of merchandise. Such an attempt is also re-

corded in the form of percentages. In the case of

a house that failed, the amount of new credit sought

was 63 per cent. It has been found that if a dealer

is slow with more than 70 per cent of his creditors,

failure is likely to overtake him at any moment. A
climbing percentage of new credits asked by the mer-

chant also draws attention to a weakening condition.

Experience based upon the observation of a large

number of failures shows that the failure level is

reached when slowness of payments approximates

80 per cent. If new credit is also involved, the failure
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level is reached when the combined percentages of

slowness and new credit reach 120 per cent.

Where new credit is the sole disturbing factor, re-

ports of new credit asked from more than 60 per cent

of the houses inquired of call for careful scrutiny of

the situation. AVhere this percentage is distinctly

favorable, little fear need be felt as to the safety of

the account; but when it is not so distinctly favor-

able, the detailed report should invai'iably be exam-

ined.

Except in the smaller markets, it is rarely neces-

sary that all a dealer's creditors be included in such

reports. Information from a representative body of

creditors generally serves every purpose.

When the demands for new credit are found to

be unusually numerous, the Clearing House calls

special attention to this fact by suggesting to its

members that a report should be consulted before

further credit is allowed. At the same time, the

dealer himself is asked by the agency to explain his

increased demands, and this explanation, if at all per-

tinent, is sent to all interested members.

10. Giving credit advice.—The Credit Clearing

House offers to interpret its reports for the benefit

of subscribers and on the basis of such reports to ren-

der credit decisions on cases submitted to it. This

service is, perhaps, of more special value to manufac-

turers whose business is not large enough to warrant

the employment *bf a professional credit man.

The membership of the Credit Clearing House is
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said to embrace more than thirty lines of trade and

to cover the chief manufacturing sections of the coun-

try.

11. A system based on abnormal transactions.—
The essence of this system lies in the fact that all

the information received and dispensed is of a nega-

tive or unfavorable character, since it is a record of

new credit sought and of slow payments. Oppor-

tunity is given the inquirer, however, to indicate by

a check mark upon the inquiry ticket whether, in the

case of an old customer, the last bill was discounted,

paid at maturity, slow or collected by draft or at-

torney. Only those transactions that involve new or

considerably increased credit are reported.

The peculiar value of the information given out

by the central office lies chiefly in the fact that such

information is not based upon anybody's opinion, as

for example that of an agency reporter, nor does it

have any reference to what the dealer maj^ say about

himself—either or both of which may be at variance

with existing conditions. On the contrary, such a

report is a concise and uncolored record of actual

transactions, being made up wholly from the informa-

tion furnished by the inquirers at the time their in-

quiries were made.

Accordingly, the satisfactory customer—that is, the

retailer who always buys in normal amounts from
the same supply houses, and who pays his bills with

regularity—will not appear prominently in the files

of the interchange office, for the simple reason that
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no one has had occasion to inquire about him. The
unsatisfactory customer, on the other hand—that is,

the retailer who is habitually slow with his creditors,

and who for that reason is always compelled to seek

new credit—is likely to have a great deal of informa-

tion recorded about himself, since in his case, and

under the rules of the system, each slow payment

and each request for new credit will have brought an

inquiry, accompanied by a statement of the facts

that caused the inquiry to be made.

12. Growing recognition of credit interchange.—
Inquiry made of a number of prominent manufac-

turers and distributors in various parts of the coun-

try shows that the value of credit interchange is to-

day duly recognized by all progressive manufac-

turers and merchants. Without exception, these

houses were found to be participants in some form of

ledger-experience system, either thru one ^v more

agencies, or by means of direct reciprocal exchange

with other houses. This is not at all surprising in

view of the freshness and reliability of the informa-

tion that may be obtained in this manner. It indi-

cates, moreover, that in the future the search for

relevant credit information will be increasingly in the

direction of the credit-seeker's present activities—his

purchases and his payments, rather than his posses-

sions and antecedents.

This tendency is wholly salutary and indicates a

growing comprehension of the true basis of commer-
cial credit.
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13. A probable credit interchange system of the

future.—It seems to be fully within the domain of

probability that a system of credit interchange, ca-

pable of national if not of international application,

may ultimately be adopted, and that thereby the ends

of trade may be fully served without the necessity

of imposing a burden upon the participating mem-
bers.

Such a system has, in fact, been tried in a small

way, sufficiently, it is believed, to prove that it is

thoroly workable and efficient. Among other fea-

tures it contemplates making inquiries obligatory

whenever certain circumstances arise. It also de-

mands that each inquiry be a report, in the sense that

it shall contain one or more items of information af-

fecting the credit title of the person or firm in ques-

tion. Tho it is not feasible here to describe this plan

in detail, it may be said that the reasoning upon which

it is founded is somewhat as follows:

1. Relevant credit information in the matter of

commercial transactions is that which deals only with

abnormal transactions.

2. Abnormal credit transactions, as that term is

here used, includes the seeking of new credit as shown

by the placing of first orders or of materially increased

orders.

3. Delinquency—the owing of past-due accounts

—

constitutes another abnormal transaction or condition,

and is therefore relevant credit information.

4. Where information covering abnormal transac-
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tions is promptly conveyed, all information relating

to merely normal transactions, such as the buying of

goods in the usual quantities as measured by past

dealings and the paying of bills according to terms

of sale, is not relevant credit information, since it is

of no particular value to the inquiring credit giver.

5. By eliminating all normal or purely favorable

information, more than nine-tenths of the total vol-

imie of credit information which is now being col-

lected and distributed, may be dispensed with, and

the work of the credit department thereby be made
correspondingly lighter, simpler and cheaper.

6. The cost of participation in such an interchange

system may be made so low as to constitute no bar-

rier whatever to an entirely free use of the system,

so that no unfavorable symptom in the debtor's con-

dition may escape the creditors' notice.

From the foregoing the reader will see that under

this system the files of the central office will not be

burdened with information recounting normal credit

transactions, such as regular purchases and regular

payments. The only source from which the bureau's

information is drawn is the members' inquiry tickets,

which in turn record only abnormal credit data, as

just described. This being the case, it follows that

the central office will have less than one-twentieth of

the usual mass of credit information to care for, by

which fact alone the workable limits of the interchange

system are automatically enlarged some twenty

times.
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14. The National Association of Credit Men.—
Among the factors that cooperate in promoting

sound, efficient and honorable principles in the con-

duct of American business, particularly in the depart-

ment of credit, a prominent place must in fairness be

accorded the National Association of Credit Men.
Organized in 1896 at Toledo, Ohio, this association

was a direct outcome of the deliberations held at the

World's INIercantile Congress, conducted under the

auspices of the Chicago World's Fair in June, 1893.

Prior to that date certain associations of a some-

what similar nature had already come into existence.

These, however, were chiefly credit companies or

bureaus organized for the exchange of credit infor-

mation. Their operations, tho limited in scope,

nevertheless formed the nucleus of the national organ-

ization with which subsequently they became identified.

The objects for which the National Association of

Credit Men stands have been summed up as follows

:

1. The organization of individual credit men and of

associations of credit men into one central body.
2. A more uniform and firmer basis for granting credit

in every branch of commercial enterprise.

3. Reforms in the laws that are unfavorable to honest
debtors and creditors.

4. Adoption of new laws beneficial to commerce.
5. Improvement in the methods of gathering and dis-

seminating credit information.

6. Amending business customs for the benefit of all

commercial interests.

7. Providing a fund for the protection of members
against injustice and fraud.
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These objects have been pursued with much zeal.

Considerable success has attended the association's

effort to spread information relating to sound credit

practice. Both in its defense of the National Bank-

ruptcy Law against the attacks of those who have

sought its overthrow, and in its successful efforts to-

ward obtaining constructive legislation—state and na-

tional—the association has proved its worth to the

American business world.

The membership of the association has increased

rapidly until, today, the growing influence of its work

is felt thruout the land. Some of the local branches

have a membership of more than one thousand.

At the annual meetings of the association, subjects

pertaining to the education of business men, not only

in the department of credit but also in other branches

of commercial activity, are freely discussed. As an

educational center for credit men, the association

is doing good work, not only by means of liberal

distribution of instructive literature, but—and espe-

cially—by its efforts to establish, under the di-

rection of capable instructors, classes for the study

of sound credit principles and approved credit prac-

tice.

In keeping with its avowed purpose to seek the

enactment of laws favorable to honest debtors and

creditors, the association has taken an active part in

the promotion and defense of national bankruptcy

legislation. Tho not universally indorsed—in fact
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actively opposed by some—the National Bankruptcy

Act appears after all, to be one of decided advantage

to American business.

Also in other legislative efforts has the National As-

sociation taken a leading part. Thus in promoting

the enactment of bulk sales laws in the various states,

the association has done valuable service in the pro-

tection of creditors against fraudulent debtors. The
modification of unfair exemption laws and the vigor-

ous prosecution of commercial fraud are among the

objects actively sought by the association.

15. Association ethics.—Among the "canons" of

commercial ethics adopted by the National Associa-

tion of Credit Men are the following, which suffi-

ciently indicate the high moral and altruistic plane

upon which the association conducts its work:

In times of trouble the unfortunate business man has a
right to appeal to his fellow business-men for advice and
assistance. Selfish interest must be subordinated in such
a case, and all must cooperate to help. If the debtor's as-

sets are to be administered, all creditors must join in co-

operating. To fail in such a case is to fall below the best

standards of commercial and association ethics.

Terms of sale as a part of a contract touching both net
and discount maturity, are for buyer and seller alike bind-
ing and mutual, unless modified by previous or concurrent
mutual agreement. No business gentleman may, in the per-
formance of his contracts, seek small or petty advantages or
throw the burden of a mistake in judgment upon another,
but must keep his word as good as his bond, and when enter-
ing into a contract of sale, faithfully observe the terms and
thus redeem the assumed promise.

VIII— 11
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16. Retail Credit Men's National Association.—Oc-

cupying in the retail field a position corresponding to

that held in the wholesale field by the National As-

sociation is the newer but no less active Retail Credit

Men's National Association. It has grown and de-

veloped in response to the need for a permanent or-

ganization to improve retail credit conditions.

Its objects are much the same as those of the Na-
tional Association : to promote better education of re-

tailers and customers to the better understanding and

appreciation of good credit relations ; the exchange of

information and experience among retailers; to pro-

mote uniformity of retail credit and collection policy

and practice and to seek for consistent improvement

of laws dealing with individual credit seekers and the

enactment of new laws for the benefit of retail credit

grantors.

The official organ and mouthpiece of the retail

credit men is the monthly magazine called the Credit

World, which circulates widely among local associa-

tions over the country and which serves as a very help-

ful medium for the exchange of much beneficial infor-

mation and experience.

REVIEW

What features of credit information are covered by so-called

ledger experience?

What are the chief advantages of a credit-interchange system
as compared witli other means of obtaining credit information?

What is credit clearing, how is the system operated and what
is its inherent defect?

What needs are supplied thru the association of credit men?



CHAPTER VIII

ANALYSIS OF CREDIT INFORMATION

1. The financial statement; merchandise on hand.

—When all available credit information has been col-

lected, the most important part of the credit depart-

ment's work still remains to be done, namely, to an-

alyze this information in order to reach an intelli-

gent conclusion. We shall consider here some of the

chief items that appear on the financial statement

forms that are now commonly used. (See forms on

pages 104-106.)

Cash value of merchandise on hand is necessarily

one of the important asset items. In examining this

item, we should consider first of all its size in rela-

tion to other asset items and to annual sales. If it

appears to be disproportionately large, the item be-

comes a subject of careful inquiry. It may indicate

an overstocked condition which not only constitutes a

real danger in itself but reflects unfavorably upon the

business ability of the merchant.

The value of stock on hand should always be com-
pared with volume of annual sales, in order to obtain

some idea of the number of times the stock is turned

in the course of a year. If the normal turnover in

the line of business under investigation is known,
145
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such comparison will show, in a general way at least,

whether or not the business is efficiently managed.

The next thing to be noted in connection with the

merchandise stock is how it has been inventoried. Is

the stock all fresh and salable so that it may be dis-

posed of in the regular manner, without resort to spe-

cial sales or to unusual and expensive advertising, or

does it represent, in part, old and unsalable goods?

If the stock consists in part of unfinished goods,

or of goods in process of manufacture, how much of

each? Is the raw material inventoried at current

market prices?

2. Notes and accounts.—The custom, which at one

time was popular, of giving notes for merchandise has

largely gone out of use. Today, with the exception

of a few lines of which the building and contracting

trade and the agricultural implement trade are ex-

amples, the retail dealer buys his goods on open ac-

count, tho it is not improbable that open accounts will

gradually be replaced by trade acceptances. The ap-

pearance of notes receivable in a manufacturer's state-

ment therefore generally prompts an inquiry as to

what they are for. They may represent old and un-

collectible debts, long carried and renewed again and

again, they may be notes given by a member of the

firm for money advanced him, or they may represent

other items of such a character that the notes cannot

be considered good paper.

Accounts receivable should, in common with mer-

chandise, be considered in its relation to the amount
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of annual sales as well as to the credit terms which

obtain in the trade. If the proportion of accounts

receivable to annual sales is unduly large, a lax col-

lection policy and lack of financial ability on the part

of the management are implied.

It is also important to know how the cash value

of these accounts has been estimated. Any attempt

to pad the statement will almost certainly appear here.

Before deciding to grant credit on these accounts

without further security, it is always well to inquire

whether they, or any part of them, have been pledged

for loans.

3. Cash on hand or in hank.—The necessary free-

dom in the financing of the business requires adequate

cash on hand or in bank. A small amount of cash

where the volume of sales is large, and when accounts

and bills payable are correspondingly heavy, means
that the dealer is courting danger. Any little flurry

in the market may send him scurrying for funds while

the smallness of his bank balance deprives him of the

right to demand accommodation from the bank.

Large and otherwise well-managed concerns have

been known to place themselves in this position and
to have experienced the greatest difficulty in finan-

cing themselves when times of stress suddenly over-

took them.

Unless a growing volume of sales is accompanied
by a corresponding increase in the item of cash on
hand or in bank, there is strong indication of inferior

financial management.
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4. Fixtures, machinery, etc.—Items under this

heading should always be considered in relation with

the amount of capital which the applicant has on hand.

The realizable value of such assets is not easily de-

termined apart from an investigation of the several

items from which they are made up. As a rule, such

values must be heavily discounted.

The accurate valuation of good-will, patents and

trade-marks is always extremely difficult and often

wholly impossible. For that reason the merchandise

creditor will not ordinarily consider them in his esti-

mate of a customer's assets.

5. Owing for merchandise on open account.—This

item must be viewed in its relation to the volume of

sales and to accounts receivable. It should also be

considered in connection with bills payable. If the

last item is large, accounts payable should be small,

on the assumption that the proceeds from bills pay-

able have been used for discounting merchandise bills.

Wliere this item is separated into amounts past due

and amounts not yet due, a further insight into the

financial methods of the concern is afforded.

6. Owing to banks and to relatives.—The items

showing debts to banks and to relatives and friends

not only show how much is owing, but indicate the

dealer's ability to borrow in case of necessity. Pos-

sibly the banks have already been used to the limit

of their willingness.

7. Outside assets.—When outside assets consist

wholly or largely of real estate, they had better not
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be considered as a basis for merchandise credit. At
best they are slow assets and difficult to realize upon

in case of forced liquidation. Frequently such as-

sets are hedged about with conditions that make them

wholly unavailable for merchandise creditors. While

they are not to be thrown out as of no value, since

the}" sometimes remain when other assets have disap-

peared, they should not ordinarily be included in an

estimate of a merchant's title to commercial credit.

This item, however, affords an insight into the

nature and extent of the merchant's investments. If

these investments are of such nature as to demand
the owner's active supervision, they may seriously in-

terfere with his giving proper attention to his regu-

lar business, just as they may prove a drain upon his

funds and thereby hamper—possibly even cripple

—

the business for which he is seeking credit. If the

outside assets appear large an explanation should be

asked.

8. Convertibility of assets.—Of even greater im-

portance than the relation of assets to liabilities is the

degree of their convertibility. Some assets, such as

building and fixtures, are not readily convertible into

cash and are therefore termed "slow" or "fixed" as-

sets. Salable merchandise and goods receivable,

whether in the form of book accounts or notes, are

usually turned into money without much difficulty

and are therefore called "quick" or "liquid" assets.

A comparison of quick assets with slow assets will

show the amount of the dealer's active capital, and
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will indicate with considerable accuracy to what

credit accommodation the dealer is entitled. Even
the quick assets, however, shrink considerably when an

attempt is made to realize upon them by means of a

forced sale. In the case of slow assets, such shrinkage

is at times considerably in excess of fifty per cent.

Particularly is this the case with the equipment of a

manufacturing plant. Such items as tools, patents,

special machinery and fixtures, while they may be

worth their full valuation to the business in which

they are employed, usually are of little value else-

where, and at forced sale bring but a small portion of

their original cost.

It is a matter of common observation that mer-

chandise is convertible into cash in direct proportion

to its nearness to a state of raw material. It is much
easier, for example, to turn wool or iron into money
than it is to convert clothing or hardware into money.

The explanation is that since manufactured goods are

in a special and narrower class than the raw material

from which they were made, their utility is restricted,

and hence their sale is effected with greater diffi-

culty.

The character of the business in which the dealer

is engaged will have an important bearing on the

credit granted. No credit man looks for the ultimate

collection of his debt thru legal processes, but never-

theless he remembers that in certain lines of business,

the assets can be converted into cash on a forced sale

witli less loss than in other lines.
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9. Can more definite rules he given?—However im-

jDortant the foregoing considerations, it must be ad-

mitted that they are somewhat vague and indefinite.

Is it possible to reduce them to mathematical terms

or to devise formulas which when applied to accounts

will render the same service but with greater pre-

cision? Mr. Alexander Wall of the National Bank
of Commerce of Detroit has made a notable contri-

bution to credit practice in pointing out the possi-

bility of a more scientific analysis. Whether the

procedure which he favors will be accepted in all its

detail remains to be seen but the principle upon which

it is based is eminently sound.

10. Business types.—Financial statements, says

]Mr. Wall, in effect,are neither all alike nor all differ-

ent. The common empirical rules for their interpre-

tation are, of course, based upon the idea expressed

or unexpressed that they are all alike. If the con-

trary were to be assumed there could be no rules what-

ever. It would be a case of forming an opinion on

many given situations without knowing just why it

was done, a procedure which outside of business op-

erations would be called blind chance.

But, of course, the truth is that some financial state-

ments are alike and some different. There is every

reason to suppose that there is a family resemblance

between grocers' statements, but one would not ex-

pect a like similarity between such statements and
those of dealers in drugs or dry goods or hardware

or shoes. A composite picture of all statements
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would give a very hazy and uncertain outline. A
comi3osite picture of all statements of one class would

in all probability reveal a definite type.

11. Tijpical statements.—Mr. Wall's conclusion

was that if there was in each line a typical business,

there must be also a typical business statement. Pro-

ceeding* on this belief he has collected from various

sources a large number of statements in several lines

of business and studied their characteristics.

From this study he has evolved a typical statement

for each line. This statement is expressed in the form

of a ratio. The starting point is the well-known ratio

between current liabilities and current assets. In

present day practice, if the assets are double the lia-

bilities, the credit risk is considered safe, but Mr.

Wall has his doubts regarding the uniformity of such

a rule. In addition his analysis goes further and es-

tablishes other ratios, and his seven point scheme re-

quires the following:

1. Current Liabilities and Current Assets

2. Receivables and Merchandise

3. Worth and Fixed Assets

4. Debt and Worth
5. Sales and Receivables

6. Sales and Inventories

7. Sales and Worth

Under the foregoing the term "worth" has been

used to indicate the total of capital, surplus and un-
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divided profit; otherwise the terms are self-explana-

tory.

In the study of the statement, he establishes the

normal ratio and also the range from which such

ratios are computed. Having established a normal

and what might be designated as the range of per-

missible deviation, he is able to test any individual

statement which may be presented for consideration.

Any marked departure from safe business will reveal

itself in one if not in more of the ratios which have

been established. Thus, it would be a danger sig-

nal to the credit man, and while extraordinary

circumstances might warrant the granting of the

credit, it would, at least, put the credit man on his

guard and show him the need for further investigation.

12. Varying considerations.—The same procedure

which was adopted for one line of business, for ex-

ample, grocery, is adopted for other lines, dry goods,

hardware, and so forth. In each of these lines, the

typical set of ratios is developed together with the

permissible variation which can exist without impair-

ing sound business conditions. These ratios are never

alike thruout for two different lines of business, tho

they may be practically identical in one or more par-

ticulars.

The studies which Mr. Wall has made have con-

vinced him that the old rule that current assets must

be double the current liabilities is an unsafe guide in

granting credit in some business lines. In some in-

stances, it may be considerably more than double, and
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in other lines there is a possibihty that it may be

slightly less. Further study of the typical figures

will serve to reveal more and more the significance of

the less familiar ratios.

The objection which has sometimes been made to

the seven point analysis of Mr. Wall is that it is

cumbersome, but it may be met by saying that the

calculations required to ascertain the ratios can be

made very quickly by the logarithm method, or if a

memorandum of calculations is not deemed necessary

can be rapidly computed by the use of the slide rule.

13. The effect on credit information,—There can

be little doubt that if the plan here suggested were

to come into wider use, it would bring with it further

information to the credit man. In another chapter

of this Text, it has been shown how important is the

matter of turnover which is JVIr. Wall's sixth point.

The latter has found in the course of his researches

considerable difficulty arising from the fact that ap-

plicants seem reluctant to report the amount of an-

nual sales, altho this is not only a vital part of his

scheme, but is essential to a clear understanding of

the financial position of the house requesting credit.

With the need for other particulars which a further

analysis will no doubt develop, other jiarticulars will

probably be required by the future credit man which

at the present time have no place in the customary

financial statement.

14. Analf/.sis of agency reports.—In a former chap-

ter we noted that the applicant's credit title is de-
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termined by the presence of business ability, financial

strength and moral integrity, or the "Three C's"—ca-

pacity, capital and character. We shall now examine

in the light of these three factors, typical credit re-

ports of the kind that come to credit men's desks in

the ordinary course of business.

15. Report on a manufacturing firm.—The fol-

lowing is a Dun report on a manufacturing firm and

contains several items of importance in connection

with the determination of existing credit title:

Brown, R. S., and Company. Scranton, Pennsylvania.

Mnfrs. Trunks.

Brown, Robert S.

Harris, Charles H.
June 15, 19—

.

The business was started by the above partners and one

Fred Carlson, some six years ago, and upon Carlson's death,

which occurred a year or two afterward. Brown and Harris

acquired his interest for $2,700 cash, paid to his widow.

The remaining partners have worked in the same line of

business for a number of years, both here and in Philadel-

phia. They are both middle-aged ; Brown is married and
Harris is a widower. Enjoy a fair reputation and are con-

sidered to possess only fair business capacity'.

Repeated requests for a statement of their financial con-

dition have been ignored. Are not inclined to talk much
about their affairs.

The former owners of the plant failed in business, and
their predecessor, who was the builder of the plant, is said

to have lost money on it. The present owners bought the

plant for .$12,500. Appear to be doing a fair business,

tho it is generally believed that they are not making sub-

stantial headway. The shop is running full time and em-
ploys from twelve to eighteen hands. Carries a fair stock
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of lumber and other supplies. Brown owns his residence,

which he values at $5,500 and which is mortgaged for $3,000,
Harris' own business property is valued at $8,000, mort-

gaged for $5,200.

One supply house of whom inquiry was made reports that
bills are paid with a fair degree of promptness. Another
reports them slow pay, altho it is willing to sell them in

moderate amounts. Believes they are not making sufficient

margin of profit on their product.

16. Analysis.—Applying to the foregoing report

the test of capacity which, as will be remembered, we
divided into technical and financial, we note at once

that the firm is credited with possessing only "fair"

ability, from which we gather that their business abil-

ity is really poor, tho their skill as practical trunk-

makers may be excellent. This conclusion is

strengthened by the further evidence that altho they

have been in business for six years, the partners ap-

pear to be merely holding their own and are making

no appreciable headM^ay. This condition is readily

accounted for if, as the trade believes, their product

is sold on too close a margin of profit—a circumstance

which lends additional support to the opinion that the

partners are men of small business ability, as is also

suggested by their refusal to submit a financial state-

ment.

It is not doubted that their technical ability as

trunkmakers is satisfactory. Their long experience

must be accepted as sufficient guaranty of that fact.

The ages of these partners must also be regarded as

being in their favor.

1
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Under the second C—capital—the information is

not sufficient for us to form an intelligent opinion.

We know that six years ago the business was bought

for $12,500, but in the absence of a financial state-

ment we have no means of knowing whether the as-

sets of the business at the present time total that

amount.

The information before us does not indicate whether

the business premises are owned by the partners or

are merely leased by them. The supposed equity in

the properties of the individual partners should not

be taken into consideration as a basis of credit. Nor
do we know whether the plant is fully insured—not

even whether it is insured at all.

Under the third C—character—we note that the

partners are said to have a "fair" reputation, which

implies that there are things in their history which

show them to be not wholly upright or trustworthy.

This makes us cautious. There is nothing in the re-

port to indicate that the partners gamble, drink or

neglect their business, nor are we w^arranted in con-

cluding that they are extravagant, either in their per-

sonal or in their business expenditures. But we do

know that they are somewhat slow in paying their

bills—in the words of the report, only "fairly

prompt."

To sum up our analysis, we find that the partners'

business ability is not such as to give assurance of

the ultimate success of the business. As to their cap-

ital, we are not sufficiently informed either as to its
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amount or condition (quick or slow assets). It is

true that two creditors declare themselves willing to

continue selling the firm, but it is highly probable that

these creditors are in possession of certain informa-

tion that is withheld from us. Until we know what

the firm's assets and liabilities are we cannot be cer-

tain that there is capital sufficient to guarantee us

against loss.

As to the question of character, we unfortunately

lack definite proof that we are dealing with men of

proper moral standards.

Under the circumstances we are not warranted in

accepting the firm's orders except on a cash basis.

It is quite probable, of course, that a first bill of rela-

tively small amount would be paid, but even on that

eventuality we cannot afford to take chances. If our

customers will not open their hearts to us and give

us their confidence, thej^ cannot in reason expect us

to open our stock rooms to them and give them pos-

session of our merchandise. Until we have fuller and

more satisfactory information we shall decline the

order.

17. Advance report and salesmen's data.—In not a

few houses, especially of the larger kind, it is custo-

mary to obtain agency reports upon prospective cus-

tomers in advance of the salesman's visit, and to com-

pare such re])orts with the information furnished by

the salesman in order to have a basis for prompt ship-

ping of a first order. The following case is illustra-

tive of the value of this procedure and is cited here
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as given, except that—in common with other reports

herein reproduced—names of persons and places have

been changed.

COMMERCIAL AGENCY REPORT

Simmons, Andrew. Horton, Michigan,

Cloaks, D. G., Net's, Women's 502 Second Street.

Furn'gs, etc.

August 11, 1915.

He is a middle-aged, married man and has been here in

this Hne since March, 1912, prior to which he was in the

general store business at Joliet, Illinois, and previously had
experience in the same line at Newburg, Illinois, where he

failed. For some time subsequently conducted business in his

brother's name. He succeeded his brother, Joseph Sim-

mons, having previously compromised his old indebtedness at

from fifty to seventy-five cents on the dollar. His failure

occurred twenty-three years ago, and of late years no criti-

cism is known to have been made on that account. Inter-

viewed in March, 1914, he submitted a signed statement

showing inventory of January 30, 1914, claiming merchan-
dise on hand $22,680.75; outstandings, etc., $1,380; cash on
hand, $68 ; cash in bank, $562 ; fixtures, $1,500. Other per-

sonal assets consisted of notes, $500. Liabilities : For
merchandise not due, $900; loans from banks, $4,000; real

estate at Joliet, $6,740, mortgaged for $2,600. Insurance
on stock, $8,000; on real estate, $3,500. This statement
was believed to be a fair showing of his condition from his

point of view, tho somewhat subject to shrinkage in arriving

at a realizable basis.

Interviewed under date of October 29, 1914, he stated

that he had decreased his loans from banks as shown in

statement of March, 1914, $2,000 ; also that his stock was
larger than formerly. He suffered a fire loss November 28,

1914, caused by a gasoline explosion, and under date of

December 20 called and stated that about a month previ-

VIII— 12
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ously he arranged to instal a gasoline lighting plant in his

store, such as he had previously used in Illinois, on which

account all his insurance, which amounted to $8,000, was
canceled. When filling his tank with gasoline on the eve-

ning of November 28, an explosion occurred resulting in

damage which he estimated at $1,500. He had that day
arranged for a loan of $2,000 from the bank, and before

the explosion that evening had mailed checks to thirty-two

creditors, the amounts aggregating $1,909.36. After the

fire his store was closed for two weeks and he was unable to

attend to business. As he had intended to complete the

loan the next day, he had practically no balance in the bank
and his checks went to protest. This, he said, was satisfac-

torily arranged, and on the reopening of the store the sales

of three or four days brought in enough money to pay
them all off with one exception—that being a bill of about

$150, where the creditor had crowded him. As soon as he

reopened, he had the gasoline lighting plant taken out and
put in electricity again and insured his stock for $10,000.

He has taken no inventory recently, but on December 23,

1914, he estimated his stock at just about $1,500 less than
it was in statement of January, 1914. He submitted a list

of his liabilities aggregating $6,014.32, including $2,000 to

bank and covering claims of forty-one creditors, eight of

which were for more than $100, but none of them reaching

$1,000. Stated that he had $600 in bank and that except

for the loss of two weeks' business, his condition was not

materially worse than it had been before the fire. Stated
he had been holding sales and clearing oft' dead stocks, and
expected to do a good business in January after the holidays.

His statement in regard to the trouble and to his present

condition was accepted as correct. At this time he appears
to be doing a good business ; gives close attention to his

affairs, and so far as could be learned he is meeting his cur-

rent obligations as he agreed.

18. Analysis.—There is in the foregoing report

nothing to show that the merchant is unworthy of con-
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fidence. His failure in business some twenty-three

years ago is not held against him by the trade and no

suspicion of trickery exists in that connection. His
history, as far as known, shows him to have been will-

ing enough to take care of his obligations, and his pres-

ent inabilities may well have been induced by the un-

fortunate fire in his store.

The report does not enlighten us as to his business

capacity, except that it shows him to have had ex-

perience in his present line. Without knowing the

amount of his annual sales it is difficult to judge

whether or not his stock is too large for his capital.

From the data furnished by his signed statement of

Januar}^ 1914, and his oral statements of October

and December of the same year, it would appear that

his net worth, even if we disregard his equity in the

real estate at Joliet, should be in the neighborhood of

$15,000. Discounting this one-third, we should still

have a credit basis of $10,000. The fact that he is

reported to be doing a good business and to be giv-

ing his affairs close attention, also that he is meeting

his current obligations as he agrees, would dispose us

to consider favorably the opening of an account with

him. The salesman's report is therefore awaited with

interest, as probably supplying information that will

confirm our impression.

In due time the report arrives and reads as follows

:



162 CREDIT AND THE CREDIT MAN

SALESMAN'S NEW-CUSTOMER REPORT

Amt. of order—about $310.00 Date Nao. 20, 1915,

Sold to—Andrew Simmons
Post-oflSce address Horton State Mich.

R. F. D. County.

INDIVIDUAL OR FIRM

A. S., Sole prop. Age? about 55.. Married? Yes.

GENERAL INFORMATION

Kind of Bus? D.G. Est. vol of stock?

,^ .... £ ,. 1 . [Broken lines
Condition of stock .^ J ,, , . , , t -> -it^Old stock. Insurance? Yes.

How long in bus? ti 112 years Safe arat. to credit?

Est val. of R. E. (subject to debt) $ consisting of

Pays $50 per month rental for store

Character? Good.
Store favorably located? Yes. Bus. ability? Doubtful.

Attentive to customers? No. Stock well displayed? No.
Capable clerks? Wife sole assistant.

Does banking with? Horton State Bank.
Present crop prospects? Good.

Buys from firms named below:

A. Hartman, Chicago,

Theo. Fass <^ Co., Chicago.

Felix Bros. ^ Co., New York.

Write your own opinion on the other side.

W. F. Merritt,

Salesman.

Upon the other side of the sheet we find the follow-

ing notation:

Mr. Simmons is a peculiar and taciturn man, and I found

it verj difficult to obtain any information from him. His

only assistant is his wife, who appears older than he, and

who is quite talkative. She does not appear to be a good
saleswoman, is tactless and untidy. The premises are not

well kept, both the exterior and the interior being im need of
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painting and other repairs. Window display appears not

to have been changed lately, and is poorly arranged. I vis-

ited the store twice during the day and found trade light.

Three weeks ago a competitor started three or four doors

above, with modern "fixtures and new stock well displaved,

and I am of the opinion that the newcomer will absorb a

good portion of Simmons' trade.

My judgment of Simmons is that he is industrious and
attentive, but lacking in ability. Does not appear to have

any idea of how to gain and hold customers, but is selling

on a close margin, which probably accounts for whatever

trade he has. I took his order, but would advise a close

investigation of his affairs before filling it.

Yours very truly,

W. F. Merritt.

The salesman's report in this instance decides the

question. Mr. Simmons will be required to pay C.

O. D. for any goods he receives from the house. The
condition revealed in this report is one step toward

the bankruptcy court. While it is not improbable

that the present order would be paid for before the

crash comes, it will not be safe to take the chance.

Moreover, after reading the salesman's report, a doubt

is created as to the correctness of the figures con-

tained in Mr. Simmons' statement to the mercantile

agenc}^ It is to be feared that if put to the test the

assets would undergo a material shrinkage.

Accordingly, a letter is written to Mr. Simmons, in

which he is courteously informed that in view of the

absence of sufficient information about his credit

standing it is hoped that he will consent to have this

order filled with draft attached to bill of lading, un-
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less he prefers to send his check to cover in order to

prevent delay.

In this case, as a matter of history, the requested

consent was not given—it was not, in fact, expected,

and the correctness of the credit man's attitude was

further demonstrated when, in less than thirty days,

the following notice was sent out by one of the large

commercial agencies:

Simmons, Andrew. D. G. Horton, Michigan. December
16, 1915. There was filed in the clerk's office of the United

States District Court on the 16th inst., an involuntary pe-

tition in bankruptcy by A. Morlik & Company of Chicago,

111., A. I. Baumgartcn, and Jacob Goldstone & Co. of Detroit,

Michigan, in which they seek to have the above named
declared insolvent claiming to be creditors of the above in the

sum of $2,4-56.55.

REVIEW

In considering a financial statement submitted as a basis for

mercantile credit, what particulars should you wish to know
about accounts receivable?

What is the "seven point scheme of establishing ratios between

figures shown in items of the financial statement.''"

In the reports submitted show how the three basic considera-

tions for the analysis of a report have been applied.

1



CHAPTER IX

THE CREDIT MAN

1. Credit man's place in the scheme of business.—
The existence of the credit man as a distinct function-

ary in business is a result of the development of that

system of credit-giving which has grown up in con-

nection with the sale of goods on credit. Matters of

credit, in common with other questions of business pol-

icy and business practice, were at one time decided by

the owner or general manager. But with the increase

of retail stores within the reach of the jobbers' sales-

men and with the growth of the present system of

credit-giving the matter of passing upon a customer's

credit title came to be a special function in the hands

of a special official who could devote the necessary

time and attention to making credit investigations.

As competition grew keener and profit margins grew
smaller, the importance of the credit man in prevent-

ing losses became correspondingly emphasized in

practice, until today he is rightly regarded not only

as an indispensable factor in modern merchandising

but as a constructive force in the scheme of business.

The best credit man is undoubtedly he who checks

the largest number of orders with the fewest losses.

We must remember, however, that a credit man
165
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may err on the side of being too conservative just

as readily as on that of being too liberal. He may
be so afraid of sustaining a loss that he will pass only

the orders which he knows to be absolutely safe

—

orders from highly rated and well-known dealers.

Such a policy would not ordinarily save money for

the firm; on the contrary, it would in most cases re-

sult in a loss. For in turning down orders that came

from less substantial dealers, the credit man would be

depriving his firm of the profits on many orders that,

if accepted, undoubtedly would be paid for according

to terms of sale. On the other hand, a too liberal

credit policy that permits the checking of orders with-

out due consideration of the probability of their being

paid, will most certainly increase the percentage of

annual losses and correspondingly reduce the firm's

ultimate profits on the year's trading.

In order to be of the greatest value to his house the

credit man must accordingly steer a middle course.

He must take some chances, altho these should never

be blind chances. He must always firmly decline to

check an order if a well-founded doubt exists in his

mind with regard to the probability of the ultimate

payment of the account.

It follows then, that only by ceaseless vigilance and
thoro investigation of the conditions that surround

the credit-seeker's business—to which reference was
made in an earlier chapter—can the credit man check

the largest possible percentage of orders while keep-

ing his losses at a low mark.
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2. The question of authority.—Difficulties often

arise because the authority given the credit man is not

clearly understood by all concerned and clashes of

authority ensue. There are some credit men who be-

lieve that their authority should be absolute, and that

no one of coordinate rank or even of superior rank

in the general organization of the business should

question in any way the decisions of the credit depart-

ment.

Unless the head of the firm is the direct head of the

credit department, it would be an abdication of proper

executive supervision to place such unlimited power

in the hands of the credit man. There seems to be

no good reason why the head of this department any

more than the heads of other departments should be

granted extraordinary power.

The effectiveness of an organization does not de-

pend so much on placing one man above another, or

of defining the exact limits of each man's powers, as

in causing them to work together cordially and

harmoniously for a common purpose. If one man is

to dominate another let it be not by virtue of rules

and orders, but by reason of a forceful personality.

It is doubtful whether any hard and fast lines can ever

be set up in so perplexing a situation as the relation

of the credit man and the sales manager. If each

tries to understand the other's point of view and has

a sympathetic appreciation of what it is, they can be

depended upon to reach a good working basis.

Many credit men have incurred the ill-will of the
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sales department by arbitrary rulings in cases where

there was at least room for doubt in favor of the cus-

tomer. The capable credit man realizes that the real

interests of the departments of sales and credits are

identical. He knows that the success of the house de-

pends upon the profitable sale of merchandise, and he

realizes that in the promotion of this work the two de-

partments are jointly interested, since the ultimate

success of a department, like that of an individual

ofl^cer or employe, is necessarily contingent upon the

success of the house itself. The credit man should be

among the first to recognize the necessity of coopera-

tion among all departments, and should be guided by

it in his attitude toward the department of sales.

Perfect candor, a spirit of democratic equality and

interdependence, rather than an attitude of isolation

and superiority, should characterize the credit man in

his relations with the sales department. An explana-

tion on his part of the reasons for his decision will

generally go far toward removing any possible re-

sentment in the sales department. If there is any-

thing in the credit man's attitude that is antagonistic

to the salesmen, it obviously hinders the necessary co-

operation, and to that extent constitutes a detriment

to the business as a whole.

3. Attitude toward the custo7iier.—It is, however,

chiefly by his attitude toward the customers of his

house that the credit man's value to the house is deter-

minded. It is his duty to make their dealings with his

house so pleasant and profitable that not only will
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their accounts at all times be in a satisfactory state,

but a continuance of their patronage may be expected

from year to year. If the credit man's duties are in-

telligently apprehended and conscientiously per-

formed, he may even develop the customers' ability as

merchants, with a view to obtaining for them a

stronger position in the local field and a larger net

revenue from their annual sales. Of the latter we
shall have more to say presently.

Modern American merchandising methods do not

tolerate the old maxim, caveat emptor—"let the buyer

beware." The slogan: "money back if dissatisfied,"

today governs the conduct of practically every de-

partment store and of a large proportion of other re-

tail stores thruout the country. And while for obvi-

ous reasons it is not practicable for a wholesaler to

permit a retailer to return goods at will and get his

money back, yet good practice demands that the

wholesaler stand ready to adjust, without question or

({nibble, any defects in merchandise or any loss which

his neglect or error may have caused the retailer.

Upon the credit man the task of making such ad-

justments usually devolves. I He should be able to

make his customers feel that he is looking after their

interests, and that he will protect them in any dispute

that may arise in which they have a real grievance.

This confidence on the part of the customers goes far

toward establishing and maintaining cordial and satis-

factory trade relations between the wholesale house

and the retailer.
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The credit man's desire to please customers must

not, however, be permitted to obscure his views or af-

fect his sentiments with regard to the importance of

observing the credit terms of the house—in other

words, of meeting payment obhgations promptly and

fully. Nor should he ever assume the attitude of one

who regards such promptness as a favor or as a mat-

ter to be governed by the convenience of the debtor.

Strict observance of terms should be expected as a

matter of course, and should be consistently reflected

in the credit man's attitude on all occasions. Since

a reputation for promptness in paying his bills is one

of the strongest business assets a dealer can possess,

it follows that if the wholesaler's credit man succeeds

in instilling in the retailer a proper regard for such

promptness, he is rendering him a distinct service.

We shall see presently how such a policy may be car-

ried out in detail.

4. Mental qualities desirable in a credit man.—
The position of credit man calls for a person of execu-

tive ability. He must, first of all, be observant.

There are many avenues thru which credit information

of one kind or another reaches the credit man's desk.

An apparently insignificant bit of news may have

value as indicating the trend of things in a debtor's

business. Such signs may be found in failure to take

advantage of the cash discount or perhaps in buying in

a new market, or in any one of a number of things

the imusual character of which sounds a warning note

in the ears of the alert credit majn.



THE CREDIT MAN 171

As an illustration of this ability to "put two and

two together" may be instanced a case that occurred

in a New York bank. A certain depositor, a small

jobber in woolens, presented one day a dozen or more

bills receivable for discounting. Among these was a

note for $275 issued by a local house rated by at least

one of the large mercantile agencies as worth be-

tween $200,000 and $300,000, and as being a "good

pay." Much to the surprise of the holder of the note

the bank's credit man declined the offering without

explanation. Upon being pressed by one of the

bank's officers to give his reason for refusing the note,

the credit man said in substance:

That the big house should buy of the small jobber

at all is noteworthy. Under normal conditions such

a house would have larger and better sources of sup-

ply. When therefore it turns to a small jobber for

its necessary supplies, buying in small quantities and,

of course, at higher prices, it throws out a strong hint

that its credit is nearly, if not altogether, exhausted.

This conclusion is strengthened by the fact that this

well-rated house is compelled to give its note for

the small amount involved. I conclude that if such a

house finds itself unable to buy a small bill of goods

on open account in the home market, it is upon its last

legs and is tottering to its fall.

The sequel proved the credit's man's conclusions to

be right, as within a very short time the affairs of the

house were suddenly and shockingly brought to public

attention thru the self-destruction of the proprietor.
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Tho the house had succeeded—undoubtedly thru

some form of deception—in keeping up its mercantile

agency rating, it was in fact hopelessly insolvent.

A good memory is of great value to the credit man.

He is constantly called upon to keep in mind a va-

riety of facts regarding trade conditions, the history

of many of his accounts, approaching due-dates and

the like. While it would be a great mistake to try

to carry all his information "under his hat"—espe-

cially in view of the fact that his enforced absence on

account of illness or for any other cause would most

likely prove embarrassing to his substitute—the credit

man, by reason of the nature of his work, is constantly

drawing upon his memory for imj)ortant facts relat-

ing to the work of his department.

A credit man needs, moreover, a thoroly analy-

tical mind. The ability to examine facts dispassion-

ately and to form conclusions based strictly upon the

evidence at hand, is necessarily of value to everyone,

whether he is engaged in business or not; but to the

credit man such ability is indispensable.

An open mind, an unbiased judgment, and firmness

in executing his policies—these are among the mental

qualities that we look for in a man who presides over

the credits of a business house.

5. Moral and social qualities.—To say that the

credit man should be governed by high moral stand-

ards is merely to state what should be true of every

business man who hopes to make a lasting success of

his vocation. Yet the credit man, in his desire to
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serve his house, is perhaps put to the test in this re-

spect more frequently than any other business func-

tionary. Not infrequently, for example, he is called

upon to take the customer's side against the house—

a

duty which a morally weak man would be strongly

tempted to shirk.

Always a man of his word, the competent credit

man will make neither a promise nor a threat unless

he is prepared to carry it out to the letter. To use

courtesy and kindness is quite necessary if he would

gain and hold the good-will of his customers. In fact,

readiness to help an unfortunate dealer who needs as-

sistance may be as much of a credit man's business

policy as insistence upon the observance of credit

terms under all normal circumstances. A customer

whose business has been saved by such means from

extinction is not likely to withdraw his trade in favor

of another supply house.

Social qualities which enable him to mix readily

with all sorts of men and to be liked personally also

form an important part of the credit man's equip-

ment. A disgruntled customer—no matter whether

or not there is sufficient reason for his displeasure—is

a liability to the house, and may require very tactful

and diplomatic handling.

6. Special training.—While the value of a good
general education needs no emphasis, the credit man
should have had also a broad business education. A
knowledge of business processes, factory organization

and office management is important. So also is
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familiarity with distribution plans and selling proc-

esses. The latter involves, of course, also an under-

standing of advertising as related to marketing of

products, and of the various avenues thru which the

public is made acquainted with the manufactured

goods.

Tho it is not necessary that he be an experienced

accountant, the credit man should have a very fair

understanding of accounting principles and methods,

since he is constantly called upon to analyze financial

or property statements issued by credit-seekers.

Balance sheets and profit-and-loss statements reveal

facts of great importance to the credit-giver. Not in-

frequently, the credit man is also in charge of the ac-

counting department of his house, in which case he

must as a matter of course understand both the prin-

ciples and the practice of modern accounting, includ-

ing an elementary knowledge of cost-finding princi-

ples.

In addition to his knowledge of production,

marketing and accounting, the credit man requires

considerable knowledge of financial subjects. Most
likely, many of his customers are corporations, hence

it is important that he should know something of cor-

poration finance and of the legal aspects of corporate

business. Again, the credit man has more or less in-

timate dealings with the banks. He should therefore

be acquainted with banking principles and banking

practice in order to know how the banks can serve his

interests most economicaUy and efficiently.
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Since capital is a commodity that is bought and

sold, much the same as other goods for which there is

a fluctuating demand, and since prices in general are

affected by the rate of interest, it follows that the

credit man should have some knowledge of the cur-

rent financial situation, the work of the stock ex-

change and the investment market. He may at cer-

tain seasons of the year have funds to invest, just as

at other seasons he may take advantage of the low

interest rate and borrow for current requirements.

Without a fair knowledge of investment he will find

it difficult to use the firm's funds and credit to the

best advantage.

Insurance is likewise a live topic to a credit man.

He will nearly always wish to make sure that the re-

tailer to whom he extends credit has his store and

stock adequately insured. For that reason, some

knowledge of fire insurance, the various kinds of in-

surance policies, insurance companies, etc., is very de-

sirable. In the same way, familiarity with real estate

law relating to the holding and transfer of title is

often of great value to the credit man.

A certain knowledge of law is of course indispens-

able to a successful management of the credit de-

partment. Such subjects as contracts, agency, ne-

gotiable instruments and bankruptcy, in addition to

exemption and homestead laws in the states in which

his house is doing business, should be known and un-

derstood well enough to guide a credit man in the

ordinary transactions of his office. It is not meant by
VIII— 13
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this that he should undertake to be his own lawyer, but

he should know enough law to be warned when he is

approaching legal difficulties, so that he may summon
competent legal aid in time to prevent loss.

Above all, the credit man should understand the

subject of credit. This statement may appear so ob-

vious as not to call for emphasis. This requirement,

however, is not met by a mere familiarity with credit

routine, as is often seen in the short-sighted credit

policy of some houses. It is found rather in that

broader view of the subject which takes cognizance of

the nature of credit, not as a necessary evil but as a

great boon, the right use of which promotes trade by

facilitating the exchange of commodities and assures

business permanency and freedom from commercial

loss.

7. The credit man as a business force.—Aside from

the immediate duties involved in checking orders and

collecting credit information about customers, actual

and prospective, the modern credit man finds a line

of work awaiting him which fully equals these duties

in importance. The manufacturer and wholesaler

recognize more and more clearly that the best way in

which to promote their omu business is to promote the

business of the retailer. In other words, if they can

make the retailer a better merchant so that he sells

more goods, they thereby make of him a larger buyer

of their goods and a prompter payer of his bills.

A glance at the commercial mortality statistics will

show how many retailers, especially in the rural dis-
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tricts are in need of the help suggested. According

to figures prepared by R. G. Dun and Co., there were

in 1915, in the United States, more than twenty-two

thousand commercial failures, with liabilities of more
than three hundred million dollars. The significant

fact in connection with the large number of annual

failures is that about eighty per cent of them were

directly due to the faults of the failing merchants.

What these faults were, specifically, we shall see in a

subsequent chapter.

Meanwhile, the question naturally arises: How can

such faults be corrected, and how can dishonest deal-

ers be eliminated as credit customers ?

As a matter of fact, the deliberately dishonest

dealer is rare. On the other hand, the hopelessly in-

competent constitute a very considerable percentage

of the smaller merchants of the country.

In the interest of sound business practice, the credit

man should refuse credit to those who are incompe-

tent, just as he should by every means at his disposal

endeavor to make better merchants of those who tho

inexperienced appear to be made of the right ma-
terial.

More than a superficial knowledge of each dealer

is required to draw the line thus sharply between good
and bad. And even where there can be no doubt that

a certain dealer is in need of help and guidance^ there

remains the problem of supplying such help in a way
that shall prove effective without giving ofi^ense.

Experience shows that if suggestions for the improve-
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ment of their business methods are tactfully pre-

sented, the majority of retailers are willing to receive

them. Accordingly, certain wholesale houses have

made systematic efforts to learn in what particular de-

partments of business their customers are deficient.

8. A "business service'^ department.—Typical

among those who have carried this work farthest, is

a certain New York varnish manufacturer which

maintains a "business service department" under the

direction of the credit manager. The object of the

department, as stated by the manager, is "to help

dealers in the conduct of their business by advice and

counsel to avoid their going backward; to help them

escape the courts; to avoid losing their money; in

short, by suggestions and personal assistance, to help

make them successful merchants."

The Company makes use of its salesmen in its ef-

fort to discover cases that require the aid of the busi-

ness service department. Each salesman is provided

with a report form upon which he checks the subjects

which, in his opinion, demand attention in the case of

the dealers reported on. This form is as follows:

Customer's name
Address

Business

I find this customer susceptible to suggestion and mj ob-

servations indicate tliat he could profitably use the services

of the department. I have x'd the points I consider ap-
plicable.
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Accounting Delivery Systems

Borrowing Money Insurance

Cash Discounts Legal

Cash Sales Partners or Officers

Buying Taxes

Collections Trade-papers and Organiza-

tions

Credit Miscellaneous

Dealer's Credit Rating

The form contains a number of subdivisions of

these heads, so that the salesman may indicate as

nearly as possible what particular form of service he

considers most necessary.

Upon the receipt of such a report, duly checked by

the salesman, the credit man either visits the dealer

in person or sends him a letter—preferably the

former. At other times, when such a course seems

desirable, the necessary information is sent to the

salesman in the territory, who thereupon takes up the

subject with the dealer by means of a personal call.

The department finds its services in demand chiefly

in connection with such subjects as accounting, cred-

its, buying and selling, insurance, taxation and legal

matters.

9. Direct value of cooperation tvith customer.—
Obviously work of this nature, when the credit de-

partment is in a position to give it proper attention,

is of distinct value as a means ( 1 ) of developing the

business ability of the more competent, thereby mak-
ing them better customers and safer credit risks, and
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(2) of tying these dealers more closely to the house

that offers such service.

Mr. H. C. Workmaster, of Pittsburgh, writing in

the Credit Mens Bulletin, of this phase of the credit

man's work, says

:

Unfortunately the credit man who suggests such a policy

is often met with the objection of expense; but my experience

has been that I could secure enough business in addition to

the valuable information I went after, to cover considerably

more than my expenses, and besides being able to corral

some overdue accounts which had stood as obstacles perhaps

for several months to securing new business. One will be

surprised at the number of " pick-up " orders that can in-

variably be secured in credit investigation excursions, orders

which awaited the first man's arrival and which the customer

had delayed in sending in.

Perhaps of even greater value is the information

which by this means comes to the credit department

of the wholesale house. In the words of Mr. Work-
master :

A credit man has the golden opportunity of scanning

with his own eyes the stock and character of the man with

whom he trades his dollars, and is in position to note the ac-

tions and habits of the man in his own place of business.

In many cases, by a little tact, it is possible to derive from
him a statement of his financial affairs which can be com-
pared with stock under direct observation. In not a few

cases I have been successful in securing such statements after

the representative for the reporting agencies had been flatly

turned down. Why is this.^ It is not because more tact

was exhibited, but because of the credit man's peculiar posi-

tion. He is able to make the approach from a different angle.
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Meeting the objection that many dealers would re-

sent such an approach as an intrusion, the writer con-

tinues :

I have seldom left my customer with any but the best feel-

ings, and with the exception of a few cases, I have been able

to approach my people and handle their business after such

a call, in a more friendly and intelligent manner. I have

been able, very likel}', to make a very small account a stead-

ily increasing one.

REVIEW

Wkat is the chief test of efficiency in the management of a

firm's credits?

What should be the management's attitude toward the credit

man with regard to authority in his department?
Define the credit man's proper attitude toward the sales de-

partment, pointing out two mistakes of opposite nature which
he should especially guard against.

In his desire to protect the interests of his house, on the one
hand, and to gain and hold the good-will of his customers, on the

other, what general .principles should govern the credit man ?

With what departments of business should a credit man be
familiar, and why?

Wliat activities on the part of the credit man contribute to

make him a constructive force in business?



CHAPTER X
CREDIT MANAGEMENT

1. Essentials of organization.—Back of the credit-

granting authority there must be a "system"—an or-

ganization in the credit department of a business

which is simple, accurate and as nearly as possible

automatic in its operation. The building and main-

taining of such a system for handling the routine of

investigating, and checking orders is probably the

most important thing the credit man has to do.

The character of the business as well as its size and

the many local conditions that exert an influence upon
it, will in a large measure determine the various details

of such a system. The system for the credit oflice

varies, even among organizations with similar prob-

lems to meet, and still more so among concerns which

differ with respect to size, the number of accounts to

be handled, the frequency with which purchases are

made and the classes of customers who make them.

The ideal system is always the one that answers

all requirements at the lowest operating expense.

How it fits these requirements may be well tested in

the results of a well handled sales or advertising cam-
paign which brings down suddenly upon the credit

department an influx of new accounts for which ad-
182
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vance preparation must be made. A sudden change

of marketing policy may put a strain on the credit

machinery that will completely clog its working. It

should be noted that while no system can function

entirely independently of the personality of the man
in charge of the credit department, there are elements

common to all successful systems which can be taken

as standard.

2. Functions of the department.—The functions of

the credit and collection departments are (1) to pass

on demands for credit and (2) to follow up for pay-

ments. For the purpose of fulfilling these functions

every credit office must be equipped to handle data

of two kinds (1) outside information, which reaches

it continuously thru agency reports, the interchange

of credit experience with other dealers, customer's

financial statements and the like and (2) inside in-

formation which is gathered from the customer's ledg-

ers, correspondence files and the records of the house

salesmen and collection files. One authority has

listed the necessary operations that the successful

credit office must perform

:

1. Record or have access to a record of all

charges and credits for each customer. »

2. On new orders received, either pass for

credit, hold for investigations or refuse.

3. Make out invoices—file duplicates.

4. Handle and file all correspondence relating

to customer's accounts.
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5. Regularly follow up accounts falling due

and remaining unpaid.

6. Keep other departments advised of condition

of customer's accounts or changes in credit

ratings.

7. Receive notice of all pajonents made so that

the collection follow-up may be adjusted

accordingly.

8. Be kept informed of complaints or demands

for adjustments affecting payments.

Thus the details of operation calling for credit re-

ports, the early steps of the follow-up, a large part

of the routine correspondence and the charging and

crediting of accounts can be performed on standard

schedules. Broadly speaking, the test of a good

credit office system is that it provides, with the least

delay and chance of error, the information desired,

and that it guards against mistakes and omissions on

the part of the credit man himself by warning him

automatically of dangerous accounts and of weaken-

ing customers. It will be of interest to see how this

is done in the case of an ordinary wholesale house.

The method described will not, of course, fit equally

well every kind and condition of business, but it

should, nevertheless, be suggestive as to the essential

points to be covered by such a system.

Usually, the credit man begins his business day

by examining the contents of the morning's mail.

From this source he obtains considerable information
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with regard to the state of collections without having

to consult the ledger accounts every day. He sees,

for example, what customers are taking advantage of

cash discounts, and knows at once when a draft has

been returned by the bank, micollected. He also

sees the receipt of new orders without having to wait

for the reports that are sent in by the sales depart-

ment and by other departments. At the same time,

he is kept in touch with the latest news concerning

business conditions within the trade, complaints of

customers and matters of similar nature.

In admitting a new customer to the firm's ledger,

the most important question concerns the credit

standing of the newcomer. It is also important that

the name and address be correctly recorded, and that

a system be devised which permits all credit informa-

tion relating to the new customer to be instantly

available and so arranged as to serve as a guide for

the credit man in passing upon subsequent orders

from the same source.

3. Requesting a signed statement.—Frequently

the information obtainable from outside sources is so

meager as to be wholly inadequate for the purpose of

granting credit. Frequently, too, the information at

hand is too old to assure us that it accurately repre-

sents the credit-seeker's condition at the present mo-
ment. Under such circumstances, it may be deemed
necessary to obtain a signed financial statement from
the credit-seeker before the credit department can
check the order. It is important, of course, that
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a request of this nature be made as tactfully as pos-

sible, lest it should offend the recipient and cause the

loss of a profitable customer.

If, on receipt of such a letter, the customer ignores

the request for a financial statement, it is safe to as-

sume that he has ample reason for withholding the

information. Very likely he has something to con-

ceal. It is safer, under the circumstances, that his

trade be permitted to go elsewhere. If he sends a

statement, the credit man proceeds to analyze it and

bases his judgment upon such statement either with

or without corroborative information.

4. Handling Jiew orders.—On the arrival of a new
order, the mercantile agency's rating book is first

consulted in order that the rating given may be noted

and the spelling of the name, the address, etc., veri-

fied.

The next step is to make out a triplicate "Notice of

New Customer." These notices are padded succes-

sively in white, pink and yellow, or in any other three

colors selected. They are worded exactly alike.

Notice of New Customer
Business

Name
:

Town State

R. F. D Ship'g point ,. . .

Rating : Dun Brad
Remarks

Limit $ (Sign)

19 Credit Manager
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One sheet goes to the sales department, and shows

at once that the order is from a new customer. If

sufficient credit data are at hand the credit limit may
already have been fixed, and will in that case appear

on the sheet in the place provided for it. Where
the credit limit is missing, it shows that an investi-

gation of the risk is still being made. The informa-

tion contained on this sheet is used by the sales de-

partment as a means of classifying the customer, and
affords at the same time a basis for a letter acknowl-

edging the order, or for whatever other correspond-

ence may be called for.

The second sheet goes to the bookkeeping depart-

ment. Its receipt is a warrant for the bookkeeper

to open an account with the dealer named thereon.

No new account is opened without authority from the

credit department.

The third sheet remains in the credit department

until the investigation is complete. Whatever addi-

tional information may be obtained is attached to this

sheet, and the final limit is indicated. Thereupon
the credit man's signature is affixed, after which the

papers go to the bookkeeping department, where

these later data are duly noted.

5. Discrimination in credit-granting

.

—If the

credit-seeker is one who possesses means, even tho he

lack present command of them, he is ordinarily en-

titled to credit at the hands of the merchant. Xo
country merchant hesitates to extend credit to his

farmer-neighbor whose growing crops, tho still un-
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harvested, give abundant assurance of their owner's

abihty to pay his bills in due time. In the same class

may be put the salaried person whose regular income

is sufficient for his wants and who lives well within his

means. Especially is this true if he is the head of a

family and, as such, permanently located in the com-

munity. An unmarried man is regarded by the re-

tailer with less favor as a credit risk. The same is

true also of a married woman not legally responsible

for her obligations.

The intemperate, the gambler, the manifestly in-

competent, the shiftless and the idler are necessarily

unworthy of credit favors and should be made to pay

cash for their purchases. Persons suffering from an

apparently incurable disease are also regarded in-

eligible as credit customers unless, of course, they

possess sufficient means to assure the payment of

their account even in case of their death.

A good rule that may be followed with perfect pro-

priety in extending credit to "charge customers" is to

put the burden of proof upon the credit-seeker. It

is perfectly reasonable to assume that a person who
desires to obtain a merchant's goods in exchange for

a promise of future payment should be willing to

state on what grounds he bases his expectation of be-

ing able to make the payment at the designated time.

This is the principle upon which commercial credit is

today asked and given. It should obtain equally

where personal credit is sought.

6. Understanding as to terms.—In both retail and
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wholesale credits, the amount of credit to be given and

the date upon which payment is to be made are like-

wise subject to prearrangement. Once determined,

these matters should be regarded with due serious-

ness. If they are not so regarded, it is generally the

merchant's fault, in that he failed to impress upon

the customer in the beginning the fact that he was

expected to carry out to the letter his part of the

agreement.

If the exact time of payment has been agreed upon

in advance, it devolves upon the debtor, in case he

becomes delinquent, to show cause why the amount is

not paid according to agreement. Many merchants

take the position of regarding the customer's payment

of his debts as a favor, leaving with him the impres-

sion that such payment may be withheld if it is not

entirely convenient to make it at the time it is due.

This mistaken attitude is responsible for many bad

debts and unpaid bills. A debt is always an obli-

gation and must be so regarded by both parties to

the transaction. If an extension of time is desired,

it is the debtor's duty to obtain the creditor's per-

mission for such extension. Payment cannot rightlj''

be deferred without the creditor's consent. The
principle applies to retail credits just as fully as it

does to credits in a wholesale house.

7. Holding the order pending investigation.—In

case an order must be held for lack of sufficient credit

information, the carbon duplicate, before going to the

sales department, is usually rubber-stamped "New

—
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Held for Credit." At the same time a notice is sent

to the salesman informing him that an investigation

of the customer is pending. This is done so that the

salesman may be kept in touch with the progress of

the order. When the information is complete and

the credit limit is fixed, the salesman is again notified,

in order that he may have opportunity to comment on

the credit man's decision if he considers such decision

unjust to his customer.

8. Final disposition of the order.—The investiga-

tion now being completed and all data desired by the

bookkeeping department being duly entered upon the

ledger account, the credit information is filed under

whatever system of filing is used. For convenience

sake, and as a check upon the correctness of the ad-

dress, etc., an index card is made out. With a file of

these cards at hand, the credit man is always in im-

mediate possession of the salient points touching his

customers. All further information relating to the

present status of their accounts is, of course, readily

obtained from the bookkeeping department.

When the card ledger system is used, an additional

column may be provided to show the present balance,

thus indicating at a glance the condition of the ac-

count. Places are also provided for the ratings and

for the credit terms as well as for the data abstracted

from the various credit sources that may have been

used, covering the customer's character, capacity and

capital. From time to time, this brief is revised or

enlarged as new information comes to hand.
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9. Departmental organization problems.—There

are a number of points that may profitably be kept in

mind as affecting the smooth operation of the office

system. One has to do with the location of the de-

partment as closely as possible to the correspondence

files, the accounting department, the complaint

bureau or the sales department.

If the use of the ledgers by credit or collection de-

partment emploj'es is likely to interfere too much with

the bookkeepers or if these ledgers are too far away for

easy reference it may be necessary to duplicate these

records at a good deal of expense.

Since the back-bone of the credit department is its

files, it becomes the problem of the man in charge not

only to provide proper filing equipment to meet the

needs, but to make sure that they are properly co-

ordinated so that employes of the department can get

along without referring to several files each time the

records are consulted.

It has been suggested by one authority that any
system would require at least four different files or

access to them. (1) the customer's account ledgers,

(2) agency report files, (3) invoice file, (4) corre-

spondence file, which provide the necessaries of any
credit and collection system; a recol-d of the account,

the follow-up and the assignment of routine work
among members of the department.

Tlie credit man, in addition to his responsibility for

reducing a large part of the work of his department
to a routine which will handle a vast amount of detail
VIII— 14



192 CREDIT AND THE CREDIT MAN

without the need of his devoting personally any great

amount of time to it, must make sure that the routine

he adopts is as inexpensive as possible to maintain.

It will probably not be necessary or profitable to

attempt to describe the physical equipment of the

credit office or of the files. This is particularly true

because the forms used for ledgers, card files, cor-

respondence files and the like must in nearly all cases

fit the individual requirements of the business.

10. Standardizing the departmental routine.—As
fast as the procedure to be followed in the depart-

ment for handling routine details has been worked

out, it should be outlined definitely in the form of a

departmental manual. In it should appear, in form

of an organization chart or otherwise, the duties and

responsibilities of every person in the department with

the relationship of each to the department as a whole.

This manual will of course be subject to constant

change and revision and so should properly be on

loose leaf suitable for use in a ring binder.

The routine operations that occupy the larger part

of credit department work are probably the examina-

tion of the customer's ledger accounts and passing on

customer's orders.

Analysis will show the number of accounts a clerk

or a bookkeeper can examine within the periods be-

tween mailing schedule dates, so that there will be

no slippage, waste of time or lack of attention to the

follow-up.

11. Departmental reports.—As an actual gauge
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of the effectiveness with which the department is be-

ing administered, nothing can replace the report sub-

mitted weekly or monthly in comparative form.

Some of the items that should be shown are:

1. Volume of orders passed.

2. Volume of orders rejected.

3. Volume of orders held pending investigation.

4. Percentage of losses to sales.

5. Volume of collections.

6. Cost per dollar of collecting.

Items which bear upon departmental activities in

relation to the reserves for bad debts, expense of op-

erating the department as provided in the budget,

and others of the same kind are natm*ally to be in-

cluded.

REVIEW

Describe the successive steps in credit and collection procedure.

What are the advantages of standardization in credit manage-
ment?

Describe reports which can usefully be made of credit depart-

ments operations.



CHAPTER XI

COLLECTING THE MONEY DUE

1. Determining the collection policy.—Sermons on

efficiency preached at and to business men of late

years have hinged generally on one of two texts, "In-

crease your turnover of stock" or "Collect the money
due you." From the first the injunction is drawn,

"Keep your capital at work, not tied up in goods

on the shelf," while the second leads to the advice,

"Keep your capital at work for yourself, not for some-

body else to whom you loan it without interest, for

that is what you do when you fail to collect it."

The modern business concern takes a broad view

of its collection function and does not confine it to the

narrow limit of running down "dead beats" and

grinding out statements of accounts to regular pay-

ers. The manufacturer, jobber and retailer of to-

day gives careful study to his collection policy, to

make sure that it fits logically into his marketing

plan. Indeed, the seller's entire organization from

president down to shipping clerk has a part to play

in the distribution of his goods and in securing pay-

ment for them—the real completion of the sale. It

is necessary nowadays to adopt policies for the collec-

tion department as clearly defined as those of any
194
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other department in the business. All must harmon-

ize with the general policy of the house.

The modern collection department has its part to

carry out in the details of the marketing plan. At
the same time it simplifies its own problem and en-

hances its dignity, when it endeavors to resell the

concern's product and its service to the slow or de-

linquent or dissatisfied customer; when it seeks to

stimulate in him the will to pay and the ambition to

keep in good standing with the house.

In part these purposes can be accomplished thru

helpful advice to customers who get themselves into

difficulties. Time extensions are not the only aid

that can be rendered. It is proving to be good busi-

ness to stand ready to help constructively in the solv-

ing of marketing, financing or collection problems

of the customers. ^len, it is true, do not always keep

their promises, but they keep them better when they

are aided in so doing. Instances are multiplying of

business concerns which have been helped to get back

on their feet after periods of financial stress and

which have later developed into extremely valuable ac-

counts. In part it was due to consideration shown,

but in still larger part, to the wish to help rather than

to the effort to force payment, by the collection de-

partment. Such customers become the true friends

of the house—and the collections problems, as far as

their accounts are concerned, disappear.

2. Putting the policy to work.—The successful ap-

plication of a broad constructive policy in collections
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requires the same skill and forethought as the working

out of sales, advertising, buying or credit policies.

Haphazard or irresolute plans consisting of a few

"schemes" may be out of harmony with the nature

of the business or the reputation of the house. They
will be inadequate.

Bringing in the money without making enemies or

losing trade—the aim of every collection plan—de-

pends for its success largely upon the tactful per-

sistence with which the policy of the house, once de-

termined, is carried out. A system which works with

clock-work precision, massing the details of operating

any collection office into groups for the purpose of

standardizing operations, will produce collection de-

partment results at minimum expense.

3. Need for a general house policy on collections.—
Obviously, if the collection function is to be exercised

in an>i:hing like systematic fashion, if it is to be

closely related to the business as a whole and is to

have a direct effect upon the latter, it must follow a

definite policy. This policy should be elastic enough

to cover, by general rules, all the points which are

constantly arising thru the contract with customers

regarding collections.

Among the questions commonly raised in this way
may well be those concerning terms offered. How
strictly are they to be enforced? Will it be wise to

charge interest on past due accounts? What shall be

the policy when extensions are asked? Is it desirable

to refer stubborn accounts to attorneys to collect?
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Shall we exchange credit experience with others?

Shall we accept cancelations and goods returned

without cause?

4. Making collections "constructive."—It must be

remembered that collecting money due the house is an

important part of the marketing plan. Many busi-

iness men make the mistake of approaching collection

problems with something like distaste, with the feel-

ing that they are conditions arising from some bus-

iness malady, a necessary evil. Since no sale is com-

plete until the money due is collected, this function

of the business ranks with selling and advertising in

the program of distributing a company's product.

The work of collecting is strongly affected by the

work of the other departments of a business. If sales

are forced and improper representations are made,

collection is difficult. If new selling plans in new
fields are launched, the collection plan must meet all

contingencies. If the claim department bungles its

adjustments, collections are held up and effort is

wasted. If the manufacturing department has failed

to maintain quality, collections may be slow or im-

possible.

5. Building good-will thru collection methods.—
Successful collection effort must induce on the part

of the customer the will to pay for what he has bought.

If the customer can be impressed again with the same
desire to possess the goods that originally impelled

him to buy them, in spite of the interval between their

purchase and their use or their resale, then there will
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be no collection problem to solve. While the interval

allowed in the form of credit extended may have

dulled the buyer's original desire for the goods, or his

conception of the profit to be made by reselling them

may have weakened, it is possible by following cor-

rect collection practice to reawaken it and thus es-

tablish a resale.

Efforts to reinduce the buyer's original wish to

possess the goods he has purchased, by appeals to his

self-interest or his desire of gain, are at times fruit-

less, and the collector's effort must then play on the

customer's habit of meeting his obligations, his natural

dislike of wrong-doing and his fear of the law. In

such cases, then, the collector is not selling the goods

but rather the sense of obligation, the desire to do

the right thing and freedom from worry or threat of

legal action.

The process of reselling builds good-will ; it fixes a

continuity of interest with the customer and develops

his account as an increasingly valuable outlet for mer-

chandise. In applying the principle of resale the

collector has open to him a variety of suggestions and

appeals heretofore employed only in sales and adver-

tising. The benefits of an effective collection effort

are many. Among them are the reduction of ac-

counts receivable, the rendering available of more
capital to carry on the business, increased profits thru

decreased expenses, a shortened credit period, conver-

sion of delinquents to discounters and the establish-

ment of a line of customers who are financially sound.
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6. What is to be learned from complaints.—In a

certain Pennsylvania store there was a clerk who kept

what he called an "error book." In it he entered the

"reasons why" when he lost a sale. In spare moments
he went over the reasons he had jotted down and did

what he could to prevent future losses thru the same

causes. Here are a few entries:

Customer had to wait too long for change.

Did not have size collar in stock.

Goods asked for in stock room, customer would

not wait.

The idea, developed further, proved valuable as a

sales saver for the store and, because it put special

emphasis on the importance of store service, it re-

acted to reduce complaints to a minimum.
There never was a business so well conducted in its

relations with its customers that did not receive, at

least occasionally, complaints which called for adjust-

ment. In every business organization, then, some

provision must be made, in the form of a "complaint

department" or "bureau of adjustment," for looking

after such matters. When a concern reaches the

point where it realizes that every complaint received

is evidence of a live customer at the other end, it be-

gins to see itself as others see it, and it may find in its

complaint bureau the most valuable gauge which

could possibly be obtained of its value in the com-

munity.
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Since every complaint, no matter how small or how
unreasonable, has in it the germ of an excuse for the

customer's delaying or refusing the payment of

money due, to say nothing of his switching his trade

elsewhere if he feels that his grievances are not prop-

erly righted, the collection man should be among the

first to know all the facts.

In many instances it has been found best to put

the responsibility of answering complaints and mak-

ing adjustments in the hands of the same man who
handles collections. There is much to recommend

such an arrangement in the effort to prevent losses

and to make closer collections. It emphasizes, too,

the money value of handling complaints in such a

way as to make friends instead of enemies.

7. Classification of debtors.—In the collection de-

partment, customers are naturally classified accord-

ing to the promptness with which they meet their ob-

ligations.

The basis for any successful effort to collect money
from a concern's customers is found in some accurate

and as nearly as possible automatic means for separat-

ing those who pay promptly from those who are not

quite so prompt; and those who show unmistakable

evidence of being bad pay from those who are ex-

ecution proof after having resisted all effort to col-

lect. Obviously, if the procedure is to produce re-

sults, it must be different for each class. The big

advantage for the collection manager of classifying

debtors, lies in the close and accurate knowledge of his
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accounts that is thus made possible. Because they

are broken up in groups with similar tendencies, he

is able to study them to better advantage and apply

the treatment which is most needed.

With such a classification completed and rigorously

maintained, he is enabled to handle a much larger

number of accounts than would otherwise be pos-

sible. "Wliile there will always be debtors who will

require special treatment, the larger number of de-

linquent accounts, in the groups thus classified, can be

handled by means of a fixed routine, and the work

which is guided by a definite policy can be entrusted

in a large measure to the assistants in the department.

8. Good pay.—Obviously, any customer is consid-

ered good pay who does not let his account lag into

the "past due" class. He pays voluntarily on or be-

fore the due date or with reasonable promptness after

his account becomes due. Such customers require the

minimum of attention and expense and it is naturally,

perhaps too hopefully, assumed that all new accounts

accepted for credit will belong to this class. They
are so rated until there is evidence of a contrary na-

ture.

The delinquent classes are recruited from among
those who once were "good" and hence there is a

definite responsibility on the collection manager to go

over his good account files constantly to see that any

slipping backward tendency is promptly checked.

Many times a good paying customer is allowed to neg-

lect his account until it reaches a point where the
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amount is beyond the debtor's power to pay promptly.

When this occurs, the customer enters the "slow pay"

class which comprises those who "fully intend" to pay

their debts but who for one reason or another are not

able to do so promptly because of poor management
or seasonal conditions or some other circumstance be-

yond control. Sometimes the collection manager is

himself responsible for recruiting the slow pay class

from among the "good pays" because he misjudged

the customer on the credit department's facts or

failed to follow him properly, with the result that the

money which should have gone to pay his concern's

account has been expended elsewhere.

9. Slow 'pay or on "probation.—Slow pay custom-

ers are frequent in rural trade where buyers depend

upon the crops for their income and pay their debts

when the harvest is ripe. Such debtors might per-

haps be better classified as "deferred" because while

they are perfectly good, they pay in their own time.

Another subdivision of the slow pay class is made
up of those who are honest, whose intentions are the.

very best, but who thru miscalculation or unexpected

demand or misfortune are unable to meet their pay-

ments as they fall due. Such debtors require very

careful treatment. Unless the collection system pro-

vides for properly nursing such accounts back to nor-

mal by careful study of the facts and some arrange-

ment for small payments, the losses are likely to

mount up, not alone in money but also in good-will

and potential business from customers who might
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have been helped back into good financial condition by

the right kind of cooperation.

It is no uncommon thing to find among these slow

pays, debtors who, while being perfectly good, make

it a part of their business policy never to pay until

they are forced to do so. They reason that the longer

they can keep the money in their possession the longer

they will have the use and benefit of it. While they

do not ordinarily go so far as actually to stand suit,

they often go to a point just short of that.

10. Delinquent or had pays.—The next class of

debtors in degree of difficulty of collection comprises

the "bad pays"—the really hard up and unfortunate,

the gamblers or "shoe string merchants" who are good

for the amount and who pay at the last moment but

who have no regard for their credit standing and who
should never have been trusted, as well as the profes-

sional dead beat.

The dead beat has been described as a post gradu-

ate of the school of extravagance. The percentage

of dead beats is much higher among married men than

among bachelors. People of the dead beat class never

pay any attention to demands from the collection de-

partment. They are rarely accessible to the collector

and if they are discovered by accident they are pro-

fuse with many promises which are as easily broken

as made. The only hope with debtors of this class

is to follow them so relentlessly that payment finally

appears to them the lesser of two evils.

11. Execution proof.—Under the classification



204. CREDIT AND THE CREDIT MAN

"execution proof" may be placed the residuum from

all other classes—the accounts which have defied all

efforts to collect and which, because the debtors own

no property, cannot be forced to pay thru resort to

legal action. These are the accounts that are written

off at the end of the year. To some extent they rep-

resent the failures of the credit and collection depart-

ments since it is here that the mistakes of both are

buried.

Taking risks on the integrity, the trading ability

and the financial sense of the dealer customer is an es-

sential part of the manufacturer's or jobber's selling.

Holding the risks down without hampering the sales

force is the job of the credit man with the help of the

collection department. In order that the business

may profit by mistakes in the past and prevent them

in future dealings and that it may correct possible

wrong tendencies in credit and collection policies, it

is suggested to every credit and collection department

that a periodical inventory of collection losses—an-

alysis and close study of this residue of charged off

accounts—may be well worth while.

If each case is studied with the salesman at regular

intervals to determine what caused the trouble as well

as how it might have been detected in time to save the

dealer and keep the house from loss, much can be

learned about holding the proper balance between

safety and rnaximum volume of sales.

Such an analysis may show that the loss was in-

evitable because the customer lacked fundamental
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knowledge of store management—location, financing,

right buying, relation of mark-ups to cost of doing

business, and the like. It may show the error to be

that of the credit man for not detecting this weakness

or that of the collection man for failing to note it and

for not coming to the rescue with help and cooperation

to off-set the handicap and thus save the account.

12. Planning the system to carry out the policy.—
If results in any appreciable volume are expected

from the collection effort, they cannot depend wholly

upon the personal skill of the collection manager.

More important is the extent and thoroness with which

he is able to develop a routine system for handling the

details of his work. The essential benefit of such a

system is the planning and arrangement of the work
in such orderly fashion that the accounts will be

promptly and automatically brought up for attention

and a record of each collection step recorded until the

final payment is received.

There are a number of lesser points of routine pol-

icy which must be decided upon, as, for example:

Shall we use sight drafts? If so, how soon in the

follow-up ? Shall we use form letters, a printed state-

ment and reminders only? How long should \\e al-

low between follow-ups ? What use shall we make of

advertising or inspirational inclosures with bills?

Shall we suggest trade acceptances? If so, what sort

of educational campaign do we need to introduce

them to new customers ? The list is not intended to be

exhaustive, merely suggestive.



5^06 CREDIT AND THE CREDIT MAN

AVhen the general policy and organization of the

collection department has been established and the sys-

tem under which it operates has been properly worked

out, the man in charge can delegate a very large part

of the detail operation of the department, such as fil-

ing cards, posting reports, handling routine cor-

respondence and initiating the follow-up, to trained

assistants. It should be particularly noted, however,

that these very details are much more important than

they may seem and that the assistants in whose charge

they are placed must be everlastingly watchful and ac-

curate.

A collection system is not something to be installed

and successfully operated in all its details without

change or adaptation. Usually it is the result of

gradual development—changes and improvements in-

troduced here and there as new and unexpected needs

arise.

If there is no carefully planned system for han-

dling collections, one which is geared to the general

policy and growth of the concern using it, there is a re-

sort to haphazard methods with the usual outcome,

haj)hazard results. There will be delays in noting de-

linquencies, costly mistakes in handling customers' ac-

counts and general demoralization and loss from un-

collected debts.

It is obviously impossible to outline any one col-

lection system that may be fitted exactly to the needs

of all business. While they are all devised with the

same end in view, they must difi'er in details accord-
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ing to the nature of the business served. The chief

requisites common to all, however, are simplicity, ac-

curacy and economy of operation.

13. Effect of trade usage on collection policy.—
Habit, the instinct that decides a man to act succes-

sively in the same way in response to the same im-

pulse, is perhaps the most valuable ally of the collec-

tion man. Habits or precedents granting certain

terms and conditions of payments are developed in

certain lines of industry no less definitely than habits

are formed in individuals. Thus trade custom or

usage arises. Sometimes it may be extremely desir-

able for collection purposes to change these customs,

but it presents a very difficult problem to do so.

Some explanation of the variation in credit terms

in different lines of business has already been given.

We have seen credits varying from 30 days to 60,

90 days, sometimes 4 months, and in seasonal lines

thru the system of post dating, even for six or nine

months.

These periods are imbedded in trade usage and are

well-nigh unalterable. Because of this the collection

policy must obviously be carefully planned to take

such special conditions into account. Obviously the

consumer or the retailer will favor the manufacturer

or jobber who gives him the most favorable terms.

In the same way he is inclined to resent any attempt

to change established habits of paying unless he can

be shown some advantage to compensate him for do-

ing so.

VIII— 15



208 CREDIT AND THE CREDIT MAN

REVIEW

What should be the relation of collection policies to general

house policies?

How may complaints be made fruitful in developing business

methods ?

How does the collection man classify debtors? Describe the

several classes.

What effect does trade usage have on collection policy?



CHAPTER XII

THE COLLECTION MANAGER AND HIS WORK

1. Personal characteristics.—It has been sug-

gested that "A credit man should be of an investiga-

tive turn of mind, and should have an agreeable yet

indomitable obstinacy." This is also a happy com-

bination of qualities for his Siamese twin, the collec-

tion man. An investigative turn of mind indicates

caution, deliberation, vigilance and sagacity, while

agreeableness, courtesy and respect are affirmative

business-building characteristics. These virtues, when
tempered with obstinacy, produce the positive qualities

of a good collection man.

Since the responsibility for collecting accounts due

the house is closely related to that for accepting the

account in the first place as a reasonable risk, it is

often found merged in a single head credit man. If

the collection manager is not a credit office assistant,

but an independent official, he should work in the

closest harmony with the credit office. He should

be able to command its facilities for gathering infor-

mation and to utilize its records, in order to bring-

about the prompt payment of money due.

On the average, only ten per cent of total losses oc-

cur before accounts mature. This fact helps us to

realize how important is the work of the collection man
209
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since to him falls the responsibility for handling the re-

maining ninety per cent of the cases so that actual

losses after accounts mature are reduced to a mini-

mum. Generally speaking, his results are accom-

plished thru his patience, insistence and persistence.

All men are not equally qualified for collection

work. Some personal characteristics among these

qualifications assist their possessors materially. Some
are acquired thru experience ; others are the gift of na-

ture. Among the latter, perhaps the most valuable is

an even disposition, one that is not likely to })etray its

owner to sudden loss of temper or despair of collecting

a difficult account. Sympathy and imagination are

almost prime essentials. If the collection manager

shows interest in the debtor's troubles, if he wins his

confidence and thus induces him to talk, the chances

are that, based on the information obtained, an ar-

rangement of some kind can be made for payment

of the debt. Sympathy cannot of course be al-

lowed to degenerate into weakness. When informa-

tion cannot be gained directly from the debtor him-

self, the collector with an imagination can place him-

self in the debtor's position, and by utilizing his own
experience and his knowledge of the many methods

by which payments are made, may be able to suggest

a plan by which the debtor can meet his obligation.

Of the qualifications that may be acquired, the first

importance must })e given to the ability to judge

human nature. If tliis power were perfectly de-

veloped, the science of collections and credits also
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would be an easy one to master. The knowledge of

human nature—knowing beforehand what people are

likely to do under given circumstances—comes with

experience and from contact with others. In han-

dling collections, however, too much reliance cannot be

placed on one's unsupported judgment of human na-

ture, nor must appearances be given too much weight,

for they are often deceptive. Facts and figures, cer-

tified, where necessary, by a public accountant, form

a better basis for credence than good clothes and a

plausible manner.

Courtesy, a most essential qualification for success-

ful collection work, is, we believe, one which any one

can acquire. While it is obvious that the collection

man must not feel himself bound to accept any excuse,

and while he must not fail to press his claims properly,

nor weaken in his demands for what is due, courtesy

must, however, control his manner and expression no

matter what his action may be. Sometimes a harsh,

threatening and overbearing manner is necessarj% but

such tactics are always dangerous unless the collector

is sure of his ground. They arouse antagonism on

the part of the delinquent, repelling him when other-

wise he might have made a settlement. On the other

hand, more people, debtors included, are likely to re-

spond in kind to good treatment accorded them, and
many a debtor has been shamed into paying a debt

long due solely because of the courtesy and decent

treatment shown him.

A good collector is therefore courteous but firm.
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He collects closely and in doing so makes it impos-

sible for lagging debtors to lapse back into delin-

(]fuency again. If the collection policy adopted by a

concern drives customers away for no other reason

than because they take offense, then those in charge

are open to the suspicion of unfitness because they fail

to sense the need of courtesy.

Patience and persistence are two more qualifica-

tions important in the make-up of the successful col-

lection man. The delinquent must be persistently

followed and patiently attended if his habits of care-

lessness and neglect are to be overcome. Many an

account has been hopelessly lost as a result of quick,

hot-headed action. In the same way many accounts

actually given up for lost and charged off to profit

and loss, have been turned into money thru an ex-

ercise of patient persistency by the collector. Pa-
tience is often rewarded because the financial condi-

tion of individuals changes as time goes on. The ac-

count that is uncollectable today may be perfectly

good six months or a year from now. When the time

comes, if the debtor knows that the collector is still

after him he will often settle voluntarily.

2. Relations of collection to credit department.—
Collection work is sometimes done directly by the

credit department, sometimes by an independent de-

partment. However organized in any particular

case, there are of necessity very close relations be-

tween credit work and collection work which should

be clearly understood.
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If credit granting were an exact science and a credit

man could be found who was infallible there would

be little need of a collection department, either under

his own charge or in charge of another. No matter

how carefully credits are checked, mistakes will be

made, misrepresentations made will secure credit that

should never have been granted, or conditions will

change after credit has been granted. In any such

case careful collection effort is necessary to salvage

the account.

The preparation for collecting should be made at

the time the account is opened. Information can

readily be obtained at that time, and as it may be

needed later in collecting the account, nothing which

may be pertinent should be neglected. Definite

knowledge of the customer's financial status will not

only enable the credit man to decide upon the credit

to be given and the limits to be set, but will also help

the collection man to judge from the facts the causes

of delinquency and to decide upon the best method
for handling the collection. In addition to the in-

formation gathered at the time the account is opened,

it is most important for collection purposes to pro-

vide facilities for keeping thoroly posted on all events

and developments possibly aff*ecting accounts. Busi-

ness failures; deaths; marriages, when the accounts of

unmarried women are affected; fires; floods; financial

disturbances; all these and many other events may
affect a customer's paying power and should be

promptly noted.
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With such events in mind, it is not sufficient that

the collection man simph'^ lock the barn after the horse

is stolen. As a part of the constructive service which

he is able to render, he should be enough of a student

and an analyst to look ahead and to anticij^ate the

probable reaction from strikes, floods or wars, so that

he may be ready armed for any emergencies. Thus,

by adopting counter measures, he helps to neutralize

the effects of disorders and disasters and minimizes the

losses which flow from them. Assuming that the

credit department's preliminary investigation has been

thoro enough to establish a customer's right to credit

according to the standards of character, capital and

capacity, the collection man's job is to keep his ears

close enough to the ground to detect the faintest in-

dication of lapses from satisfactory standards and to

act accordingly.

3. Making use of credit office machinery to assure

collection results.—If it is essential that the credit man
make use of all possible sources of information at the

time when he is judging an applicant for credit, the

collection man needs an equally free hand to use all

these sources when it comes his turn to handle the ac-

count. Credit department files reveal to him the

statements furnished by the applicant at the time of

opening the account and at intervals afterwards. Re-

ports of salesmen calling on the trade, sent more or

less regularly to the credit files, should be open to

him for reference at all times. The privilege of call-

ing for special reports on doubtful customers thru the
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commercial agencies or banks or thru local bureaus

and the interchange of information and experience of-

fer quick sources of information just as vital in im-

portance for the collection of accounts as for opening

them.

One of the most useful sources of information on

customers for later use in the collection of accounts

should be the house salesmen. The value of this kind

of information, however, has not always been ap-

preciated. For example, one credit man had the right

idea when he explained to his house salesmen that

the most helpful things they could tell him about a

retailer were the tilings which enabled him to picture

the customer when writing a letter to him. Is he a

big, heavy man with sandy hair and a hearty laugh,

or is he small, thin and dark eyed? The same infor-

mation that helps a salesman to size up a customer in

making a sale, will help the house in making collec-

tions. Some houses even make it a practice to collect

photographs of their customers and their places of

business because they find them helpful in handling

their accounts from a distance.

4. Organization of collection department.—The
answers to the question, "What is a hundred per cent

efficient collection manager?" vary about as follows:

The board of directors would consider him "one who
collects one hundred per cent of the indebtedness

shown on the books." The sales manager would say

he is "one w^ho collects without killing future busi-

ness." The rank and file salesman would define him
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as "one who forgets overdue accounts." The real

definition, however, as collections are viewed in mod-

ern business concerns, would be "one who collects, yet

creates good-will and paves the way to greater yearly

sales by making a purchaser into a better customer."

Probably in seven cases out of ten the collection

man who is responsible for sending out statements

and writing letters to slow or delinquent accounts is

the credit manager's assistant; collections are then

considered as part of the credit department's work.

In such cases the responsibility for both credit and

collection initiative and policy is centered in a single

head. In other concerns the two functions are en-

tirely divorced and organized as two separate and dis-

tinct units with a head for each department respon-

sible for the performance of his own particular

function.

The advantage to be gained from such a division of

function is more apparent in a large organization like

the city department store, where there are thousands

of accounts constantly being opened and where in the

same way there are always thousands of accounts to be

followed for payment—enough work to keep one

man busy. Another advantage of a separate collec-

tion department is to be found in the constant and in-

dependent check provided on the work of the credit

man, whose judgment in opening accounts for credit

is constantly being put to the test when they come
to the actual payment of accounts.

5. Hesiwnsibility.—Whether the collection man is
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classed as a sub-department head who reports to the

credit man as the really responsible head, or whether

he is accorded the dignity of an independent depart-

ment, the responsibility upon him to produce definite,

dollars-and-cents results cannot be dodged. Fur-

thermore, the results which he must produce bear a

very definite relation to the amount of money tied

up in accounts past due and to the definite amount
appropriated on the basis of past experience as the

limit of cost per dollar collected beyond which the

concern cannot afford to go.
* Restricted on one hand, therefore, by the credit pol-

icy of the house which passes upon the risks which

may be accepted, and on the other hand by the collec-

tion costs, it is no light task for the collection man
constantly confronted by emergencies resulting from

fires or floods or crop failures producing conditions

that no one can foresee, to show consistent returns in

money collected. Yet that is exactly his job.

6. Trairmig for the work—special and general.—
While it is possible to state the qualities which are de-

sirable in the "ideal collection man" in a general way,

the training which will develop these qualities is a mat-

ter on which a good deal of thought has been ex-

pended without reaching conclusions or generally

accepted standards.

In addition to his technical knowledge of collection

psychology—the character, instinct, likes and dislikes,

desires, ambitions, habits of thought and action pe-

culiar to people who buy on credit and the knowledge
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of how to induce action, the collection man needs a

working knowledge of law and of his company's

market, its product and policy.

One concern took the preliminary steps in the train-

ing of its collection man when it asked him to deliver

a package to a small city hardware dealer and to find

out why the latter's overdue account had not been

paid. Having delivered the package and having se-

cured a promise to pay, he found that the dealer

simply didn't know what to do, first to get and then

to hold trade. By means of suggestions drawn from

a knowledge of good merchandising methods, the col-

lection man helped to change that hardware dealer

from a prospect for the sheriff to a merchant who dis-

counted every bill.

By the time this man had learned that nine times

out of ten when a retailer failed to pay promptly the

latter may have thought he was getting square for

some grievance against the creditor's liouse, he knew
the retailer's real problem was to be found in his own
business methods. Where the manufacturer or job-

ber finds his retail customers falling behind in their

payments on account, the creditor's first step should

be to find out in what ways the retailer is a poor

business man.

After two j^ears further experience, one as a travel-

ing collector for a hardware jobber and the other

as a salesman for the house, this candidate for the job

of collection manager came to know every excuse for

deferred payments so far invented ; the sick wife, the
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lost check book, the failed savings bank, the dishonest

partner, the delayed payments on sales to the city and

the thousand other inventions of the delinquent re-

tailer.

The number of men who offered such excuses, how-

ever, he found small as compared with the ones who
said "What am I going to do? This business is going

down hill. I'd pay you, but if I did, I'd starve.

You'll get your money as soon as I get a little ahead

of the game."

In this situation the skillful collection man finds

that he needs a knowledge of store finance and the

lines and quantities a store should carry, since to get

a retailer debtor to pay promptly it is often necessary

to show him how to figure costs and make profits.

REVIEW

WTiat are the qualities of a good collection man?
Why should the collection man be closely associated with the

credit department?
What are the arguments for and against his being a sub-

ordinate of the credit man ?

What are the responsibilities which a credit man undertakes?
How may men be trained for collection work?



CHAPTER XIII

PRINCIPLES UNDERLYING COLLECTION EFFORT

1. The debtor's motives.—When passing on appli-

cations for credit, it is recognized that all obtainable

information about the customer should be made a

matter of record. It is important that the collection

man study this information on the customers of the

house, that he acquaint himself with their habits of

living, of buying, of paying, of thinking. Con-

sciously or unconsciously, he comes to be a student of

other people's motives, an expert in the reasons why
men do or think certain things under given circum-

stances. The more exactly the collection man can

reduce to definite principles the motives which ac-

tuate people who owe money, the more successful will

be his efforts to induce the settlement of their ac-

counts. From many possible steps, the collection

man must take the one which will be most effective un-

der given circumstances. Experience has shown him

the power of habit, the importance of securing and

holding attention, the value of appeals to instincts and

ambitions to which nearly all men respond automatic-

ally, and the value of suggestions which bring the de-

sired reaction.

From earliest times, human motives for thought
220
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and action have been substantially the same. Among
the more common ones are reactions from hunger,

cold, self-defense, pride, love, enjoyment and allevia-

tion of suffering. Certain ideas or impressions relat-

ing to each of these are firmly planted in our minds

thru long custom and use. The merest reference

to them will awaken associations and memories that

stir us powerfully. The mind is stored with memories

of acts we have performed because of our interests in

our health, our homes, our families, our success or our

desire to make or to save money.

As a consequence, even the suggestion of these in-

terests moves us powerfully toward action. Open
discussion, which may arouse opposition, is some-

times less effective than indirect suggestion, because

action often follows without the realization that we
have responded to any stimulus outside of our own
minds. In such instances we feel that we have acted

chiefly on our own initiative, and would perhaps be

astonished if told that we had been skillfully per-

suaded to act.

Hence the collection man, having studied the gen-
eral mental operations of the man who is asked to pay
a bill and having discovered the usual trend of his

thoughts, will work with it rather than against it.

Next he studies his customers to see whether there

are any special motives to which they are likely to

respond and which he may use in the process of se-

curing payment. He examines the relations between
the house and the customer to ascertain if possible
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what fixed impressions have been established in the

customer's mind after months or years of business

deahngs. These will relate to such things as values

in goods, prices, service, accommodation and credit.

If an honest review of the customer's relations

shows that the true values of these things are not well

established in the latter's mind, the collection man de-

termines that he will implant them there by selling

to the debtor in good earnest, pride, savings ac-

quisitiveness, competition, initiative or patriotism.

Having done that thoroly, there is no need to sell or

induce negative states of mind like fear, shame, or

the desire to avoid annoyance.

2. The right mental attitude.—Before an appeal

can be made successfully to any one of the varied

motives that may be involved in the payment of a

debt it is necessary to know what kind of debtors one

has to deal with. Where there are many thousands

of accounts to be handled this does not appear to be

an easy thing to accomplish. Yet by the simple

process of grouping debtors into classes according to

the degree of promptness with which they make pay-

ment, he is able to judge approximately which ap-

peal will be most desirable. Having completed the

process of classifying debtors by the promptness or

the slowness or the chronic delinquency of their pay-

ments, the process of applying persuasion or pres-

sure to induce payment begins in each group accord-

ing to its place in the collection scale.

For those customers who are always prompt to
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take the discounts for their purchases, no more than

a formal statement of account or a mild reminder of

the obligation is required. But to those who by habit

are inclined to take the full limit of terms offered, it

may be advisable to add to the statement a letter

which will convey just the right touch of friendly re-

minder of the account. To those who appear to be

heading perilously near to the slow pay, careless or

dead beat class, the appeals will probably be changed

from pride, acquisitiveness, competition, or initiative,

to fear or apprehension of consequences as most likely

to bring results. The poor pay customer is not easily

frightened, because he is callous by nature, or indif-

ferent thru experience, so that ordinary collection

appeals leave him umnoved. The collector who un-

derstands this type of mind and who can outgeneral

it and surprise it will be able to score success where

others fail.

Frankness without bluster, swift and determined

advance from stage to stage of collection procedure

with occasional appeals to self-interest and pride, to-

gether with a steady pressure for payment, will do

much to convince the callous-minded delinquent that

he has met his master and that further resistance will

be too expensive to risk. It is no more difficult to

use these appeals in correspondence than in inter-

views. The collection correspondent must write much
as he would talk in such an interview, except that he

will be much more brief.

3. The personality hack of the appeal.—There is

VIII—16
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added attention value and a more distinct impres-

sion on the mind of a sales prospect when a series of

sales letters are varied in form and appearance. Col-

lection results are likewise affected by variation in the

tj'pe and appearance of the collection appeals. The
unadorned invoice or statement of account, for ex-

am])le, because it emanates from the bookkeeper's

desk, typifies the mathematical accuracy of the cred-

itor's accounting record and gives an impression of

regularity and routine. Such formal statements and

letters typify the house in its general, impersonal re-

lation to the customer and so produce a certain defi-

nite effect.

AVhen, in the cases of customers who for any reason

are in trouble and cannot pay, letters bear the sig-

nature of the collection manager, a different effect is

produced because of the authority vested in his title.

In the same way an appeal to self-interest or an offer

of service or of leniency from the president of the

concern or from some one obviously in a position to

grant favors is likely to carry weight and influence

which would not follow an ordinary letter.

Similarly an appeal to a delinquent's pride com-

ing from an attorney or a collection agency or from

some one obviously outside of the creditor's immediate

organization will prove less effective than the same

aj)peal from an officer of the concern to which the

money is actually due.

Generally speaking, on this very account, except

in desperate cases the advantage lies entirely with the
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liouse which makes its own collections, because the

usual outside collector, accustomed to deal chiefly with

tough cases, is in most instances a poor diplomat.

4. Value of repetition.—The basis of a successful

system of collections is the constant reminder of the

debt—the repeated suggestion that payment is due

and must be made. The constant repetition of the

idea is in itself often sufficient to induce belief. The

debtor who has been forgotten by his creditor, or

who has for any reason failed to receive notice of his

indebtedness, very naturally in his turn forgets the

debt. On being suddenly requested to pay, his men-

tal attitude is one of surprise. The first impulse is to

deny the debt. Having denied it, the next natural

step is to refuse payment. In such a case it is nec-

essary to persist in suggesting to tlie debtor that he

owes the money, since it is logical for that suggestion

to become a conviction and a spur to payment. A
forgotten obligation offers an easy basis for begin-

ning operations. The object is to occasion in the

debtor's mind a gradual remembrance of the debt,

and ultimately an absolute conviction of his duty in

the matter. In almost every case where the debtor

denies the obligation, he does so from force of habit,

but since he has denied it, the constant suggestion that

he still owes the amount must be depended upon to

bring to him sooner or later the conviction that the

bill must be paid. Under the gradual yielding to

suggestion the debtor who at first denied his debt will

sooner or later be seeking a valid excuse for qualify-
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ing his original denial. It is best then in presenting

the forgotten bill, to go on the assumption that it will

be denied. It is proper, therefore, to request the

debtor to give a reason why the bill should not be

paid. This allows him to make the natural response

that he does not owe it. Then on being pressed again

for reasons, after the collection man has answered

his objections, he frequently begins to qualify his

denial, thereby making ultimate recovery much
easier.

Constant suggestion of even an obnoxious idea,

will sooner or later occasion in the debtor's mind

either some doubt as to the validity of his objection

or the apprehension of trouble. That is why per-

sistent dunning wears down objection after objection.

The debtor cannot maintain an attitude of absolute

indifference in the face of repeated suggestions. In

the ease of an honest obligation, he feels that he has

either to pay or to fight. The more persistently the

suggestion is made, tlie less marked will be his bellig-

erent attitude, and the more likely his conviction that

he is in the wrong. Accordingly in making the initial

demand, a loopliole should be left the debtor to qual-

ify his denial, so that eventually he maj^ back down
and pay without any appearance of humiliation.

The psycliological moment will come when some

newer creditor will cease to remind him of a more

recent bill whicli he owes and should pay. If at such

a time the insistence on payment of tlie old account

is constant and forceful, the debtor will suddenly
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pay to have done with it. Constant reminders will

break down almost any denial or refusal.

5. Need for salesmanship in collecting.—Much of

the success of collection effort depends upon the man-

ner in which the constant reminding or dunning is

done. The successful collector finds use for all the

persuasion, logic and diplomacy that would be found

necessary if he were selling goods instead of collect-

ing for goods already sold. As a matter of fact,

his work is that of selling and reselling to the for-

getful and neglectful customer a sense both of his

old obligation and of the advantages of keeping his

reputation good in his creditors' eyes. Obviously,

then, the letters which emanate from the collector's

domain are really selling letters. They must keep

tlie customer's interest in mind, and consider his busi-

ness experience and his education.

Especially for the collection of petty accounts

where tlie amount involved will not permit much out-

lay for collection expense, and in the cases of slow

and careless but "good" accounts where it is neces-

sary to cajole the customer into paying, bringing the

matter to the attention of the customer is the most
important step in the collection procedure. A let-

ter that is personal in tone, naturally receives more
attention in such cases than the bald statement of the

debt. There are many devices in common use for

lending attention value even to formal statements of

account. Explanations of terms printed in red,

"stickers," or pasters to go on the invoice urging
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prompt payment serve the purpose. Variety in the

form of the collection appeal with an eye to the sur-

prise value of "stunt" letters will sometimes bring

results that would be impossible from an unbroken

series of plain but colorless requests for payment.

As with sales letters, however, there is an objection to

the overuse of freak letters or collection devices in

that they are apt to attract attention to themselves

and not to the action desired.

6. Utilizing the power of habit.—Perhaps the most

valuable aid to successful collection is habit. Actions

at first induced by suggestion or initiative, eventually

become habitual by repetition. A habit once formed

is apt to be stronger than any first action likely to fol-

low a certain stimulus. What a man has done once,

he is likely to do again under the same provocation.

A debtor who has once paid an account is more likely

to pay again and again, than is a new debtor to begin

making payments. For this reason the debtor who
after a period of delinquency has begim to pay should

be watched closely to keep him in the paying habit.

It is necessary that the collector induce him to con-

firm this habit into one that cannot easily be broken.

In the case of accounts where payments are to be

made in instalments, definite suggestions must be

made as to the exact time and circumstances under

which the next succeeding payments will be expected.

He must not be permitted to neglect that date since

to do so will break a mental thread in the debtor's

mind. The habit should be fed and encouraged by
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unfailing suggestion to impel payment of some

amount on every date when an instalment is due.

The debtor should never be allowed to put off a pay-

ment on the ground that he hasn't as much money

as he had promised to send. The collector should in-

sist on receiving some part of the amount at least,

even if it is only a fraction of the sum expected. If

the debtor is allowed to put off a single payment by

a promise of a double payment next time, the pay-

ment habit is broken and the putting-off habit has

been started.

It is just as important for the collector to acquire

the habit of making regular demands for promised

payments, as it is for the debtor to be induced to

make them. If the former cannot habituate himself

to regularity in a matter so important, he cannot in

fairness expect to induce regularity in those whose

delinquency occasions the need for his services.

7. Appeals to the emotions.—All collection appeals

find expression either in obligation or advantage.

Obligation is kept skillfully in the background during

the earlier collection procedure but assumes a more
and more prominent place in the follow-up. Pride,

either personal, local or sectional; self-interest, thru

the resale of credit or goods; savings, expressed in the

desire for discounts allowed, or profits ; good-will and
cooperation, all these serve the collector's purpose.

The suggestion that payment should be made can be

reenforced by appeals to the emotions, and those

which may be drawn into play may be noted.
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Appeals to good nature or to the customer's sense

of fairness are commonly used midway in the col-

lection procedure, just as it begins to assume a

sterner cast and passes from the emphasis on the cus-

tomer's advantage to that on his duty. In a class by

themselves are the appeals to shame or to fear or the

wish to avoid trouble.

One of the most treacherous emotions likely to con-

front the collector is anger. It will develop often-

times as a result of no conscious suggestion by him.

He will never arouse it intentionally unless he is per-

fect master of himself—of his own emotions—and un-

less he is able to recognize the psychological moment
for action when the emotion of anger in the debtor has

spent itself.

8. Knowledge of the debtor essential.—It should

be plain that any attempt to describe the exact meth-

ods that may be used in applying the principles de-

veloped must be futile. These depend in a measure

upon the knowledge which the collection man has

of the particular debtor with whom he is dealing. Un-
less he has all the data available which give him an

accurate mental picture of his delinquent's habits

and characteristics, the work is likely to be perfunc-

tory and ineffective. He should have at his command
all the facilities of the credit office machinery, the

cooperation of his concern's sales people, the analy-

sis of the customer's past records. With such ma-

terials there is no real excuse for the failure of a cap-

able collection man to get information.
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The results from his efforts are never in doubt be-

cause they are shown in hard dollars and cents.

There is no room for theorizing about them, they

are the definite and immediate proof of his success or

failure in collection work. There is much variation

in business and great difference in people's habits and

their reactions because of differences in localities, con-

ditions and customs. Even tho principles developed

from a vast amount of collection experience may be

stated here, skill and judgment on the part of the

collection man will always be required to insure their

successful application.

REVIEW

Why is it important for tlie collection man to know as much
about the debtor as possible?

Discuss the effects which are supposed to follow from formal
and from informal demands for payments?
How does the collection man utilize the customary mental ef-

fects of suggestion, repetition and habit?

A\liat is meant when it is said that salesmanship is essential
in collection effort?



CHAPTER XIV

COLLECTING ON A FRIENDLY BASIS

1. Advantage and obligation.—Two ideas, as has

been noted, underlie the whole fabric of the collection

system. First, it is to the customer's "advantage" to

pay what he owes; and second, he has a definite "ob-

ligation" to pay. It follows then that the easiest ap-

proach to the delinquent is thru the friendly avenue of

"advantage." It may be assumed that most men who
buy on credit fully intend to pay. When they do not

pay it is because when the time comes they haven't the

money; because their plans have miscarried, or be-

cause other and more attractive uses for their money

have arisen. Thus their conceptions of the ad-

vantages to be gained from carrying out their original

agreements are dulled.

Obviously, it is the height of bad collection policy

to emphasize too soon or too strongly the idea of ob-

ligation without first finding the real cause of non-

payment and making sure that every possible effort

to secure a settlement by milder and more friendly

collection methods has been tried and proved fruitless.

2. Need for getting at the causes of non-jmy-

ment.—Since it may be assumed that all men want to

do what is right if the doing is not going to prove too
232
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inconvenient or entail too much of a sacrifice, the col-

lector begins his work by seemingly taking for

granted that payment will be made when it is due.

On this principle the preliminary steps in all col-

lection systems take the form of reminders and formal

statements which cannot possibly be construed as re-

flecting in any way unpleasantly on the customer's in-

tentions.

When as time goes on some still fail to respond, it

becomes necessary for the collection man to find out

the causes for the delay. To get at the reason for

non-payment is the chief purpose of the collection fol-

iow-up to those who have failed to respond to the

first bill.

3. Stages in collection procedure.—In general, it

may be said that collection procedure divides itself

into natural steps thru the friendly stage where the

debtor's account is presented to him from the view-

point of his advantage. They are : ( 1 ) notification

;

(2) reminder; (3) reproach; (4) discussion, and (5)

resale.

4. Notification stage.—In many concerns the in-

voice covering goods purchased is considered suf-

ficient notification to the customer, and if it is not

heeded the procedure is likely to develop swiftly to

the draft and the unpleasant stage of collection.

The notification may take the form of a simple

statement of account which is timed to reach the cus-

tomer exactly on the due date. In other cases it is

the practice to time the mailing of the statement long
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enough ahead of this due date to reach the customer

five or ten days before the account is payable so that

he may get his remittance in to the house on the due

date. In such cases it is customary to print on the

statement some such notice as this: "Your account

will not be due for ten days. This statement is sent

for your convenience."

It is not uncommon practice to inclose with such

notifications a printed folder or a blotter which car-

ries a message of interest or inspiration and which by

its appearance and general get-up will attract favor-

able attention to itself and thus bring the account im-

failingly to notice. One wholesaler of food products

in New York City varies the interest in such a series

of folders by selecting for them subjects like "Hints

for Effective Stock Arrangement," "How to Figure

Turnover," "Savings Effected by Taking Discounts"

and many other topics of the class designated "dealer

helps."

5. Beminder stage.—It is fair to assume that when

reasonable notification has been given and the pay-

ment is not received when it is due, the obligation may
have been overlooked. It is not safe to suggest that

the oversight was intentional, even in cases where it

may be suspected that tlie delay was more deliberate.

It is at this stage that a customer begins to classify

himself as a prompt or a "slow pay" and it is par-

ticularly important that every tactful means be used

to present the account squarely to his notice without

giving any grounds for his taking offense. Conse-
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quently, the mailing of bills or statements marked

"Second reminder" or bearing stickers calling at-

tention to terms, must be strictly impersonal and al-

ways courteous.

6. Offer of concession.—The offer of a cash dis-

count is primarily intended to induce payment. The

fact that a customer has failed to take advantage of it

by the time his account reaches the reminder stage

would seem to suggest the futility of opening any

further concession. In some lines of business, how-

ever, where the discount is not prevalent, a concession

for immediate paj^ment is sometimes effective. In

such cases the house pleads that a special emergency

requiring cash makes it willing to settle the debtor's

present indebtedness for a sum sufficiently below the

full amount due as to make the proposition attractive.

When this is done, as in the case of instalment houses,

for example, it gives the collector a new argument of-

fering a benefit to the debtor. The "money saved"

argument, however, has no weight with the dead-beat

debtor, who is trying to avoid payment of the whole

amount; nor is such an offer suitable for most com-

mercial houses because it sets a bad precedent.

7. Discounting notes.—A bank can often secure

payment of a claim where an individual or firm can-

not do so because the bank has a semi-public position

which gives it greater weight and authority in the

eyes of the debtor than is accorded to individuals or

ordinary business concerns. If, therefore, a claim is

in the form of a note, or can be placed in the form
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of a note, and this note is discounted or deposited with

the bank for collection, it is more likely to be paid

than if carried in the form of an open account or pre-

sented by the creditor in the form of an invoice.

This is equally true of the trade acceptance or the

acceptance draft. By reason of his endorsement of

the instrument the customer has acknowledged his

liability for the amount in question. It is frequently

possible to secure a note or an acceptance in set-

tlement of an account when, at least at the time, it

is absolutely impossible to secure cash. If the note

or the acceptance passes thru a bank for discount or

collection the chances for payment are much better

than if the indebtedness remained in the form of an

open book account.

8. Reproach stage.—After the reminder stage, the

next logical collection step deals with accounts which

still fail to respond with payments or to offer any

reasonable explanation of delinquency. This stage in

the collection program may be called, for want of a

better word, the "reproach" stage. Here brief type-

written or multigraphed letters begin to replace

printed notices. The letters begin mildly to appeal

to pride and the sense of obhgation. Any formula

that "resells" the value of the credit privilege ex-

tended or that tends to awaken anew the sense of

duty to pay, comes into use at this stage. Not in-

frequently, this phase of the collection follow-up is

ushered in with the use of bright colored stamps or

labels pasted on the statement bearing such legends
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as "Have you forgotten us?" or "Please," or "State-

ment of July purchases. Balance upon our books for

purchases prior thereto. Please verify and report

any error on this statement."

9. Acceptance drafts.—The ordinary sight draft as

it is commonly used would not properly belong in

this stage of the procedure unless it was very tactfully

introduced or unless the traditions of a particular line

of trade had made it customary.

The sight draft should be reserved for a later point

in the collection procedure because it is not trans-

mitted direct from creditor to debtor, but is sent thru

the medium of a third party, the bank. To many a

customer the bare idea of permitting a bank, whether

his own or some other, to know of his indebtedness is

extremely distasteful, and he should not be exposed to

it until later when his neglect of the account more

nearly justifies such action.

There is, however, an adaptation of the draft idea

which is suitable for use in the stage of collection un-

der consideration because it avoids the objections

noted. It is the "acceptance draft," which is nothing

more or less than the regular sight draft form sent

direct by the creditor to the debtor, without passing

thru the bank's hands, with the suggestion that the

customer endorse his acceptance on its face and re-

turn it. Used in this way the device serves as a very

effective notification of the obligation, and if accepted,

supplies a bankable instrument which satisfies the

claim.
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10. Sight drafts.—While the sight draft is nothing

more or less than a request for money that is due,

its value in the collection process lies chiefly in the

fact that it is not transmitted direct from the creditor

concern to the debtor, but thru the agency of a bank.

The bank which performs the service of presenting a

sight draft may be one in which neither party has an

account but simply acts as a collector. In the rela-

tions of the manufacturer or wholesaler with his dealer

customers, where the drawing of a draft is an accepted

practice at this stage, it is common to draw it thru

the customer's own bank for the convenience and

with the full consent of the drawee.

In cases where collections are to be made from dif-

ficult debtors it is better to arrange for the draft to

be presented thru a bank other than that at which the

debtor transacts his own business, because a strange

bank is not so likely to favor the debtor by unduly

holding the draft. Occasionally, a bank friendly to

the debtor will hold a draft for weeks, or until the

drawer has traced it to discover its disposition.

11. Follow-u]) draffs.—In cases where the credi-

tor's draft is returned unpaid, a second draft may be

sent out immediately and will occasionally produce re-

sults. There should be a letter from the creditor men-

tioning the first drawing, and taking it for gi'anted

that neglect of it was due to some misunderstanding

on the debtor's part. This is desirable, first, because

it gives opportunity for some straight collection talk,

and second, because it prevents any misapprehension
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on the debtor's part. The second demand and the let-

ter will also impress the debtor with the creditor's m-
tentions. The effect of his dignified persistency is in-

creased by sending the second draft thru a different

bank. Then the debtor feels himself hemmed in on

all sides, and, being uncertain as to how far this

process may be carried, foresees the effect on his

credit—if he has any.

12. Telephone calls.—Somewhere between the re-

minder and the reproach stage there is an oppor-

tunity to make good collection use of the telephone

for local or short distance claims. The telephone call

is a comparatively mild measure, not to be trusted in

really difficult cases, because the debtor may so easily

cut off further argument or urging to pay by simply

hanging up his receiver. For an ordinary slow ac-

count and for the purpose of getting a debtor defi-

nitely located, however, it is often as effective as a
personal interview. When the creditor's message
urging payment comes over the telephone from an of-

ficer of the concern, it may even be more effective than
an interview with a mere collector for the house who
at best is only a subordinate. There is one weakness
in the use of telephone collection calls—the money
cannot be secured then and there. The debtor's mind
may be brought to the paying point and the collection

man may, of course, suggest sending for the money at

once, but if this is not feasible or not acceptable to the

debtor, he must await the remittance.

For collection purposes, it is well to remember that
VIII— 17
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there are certain difficulties also in proving telephone

conversations if the occasion should later arise requir-

ing such evidence in a legal action. A person who
attempts to prove a telephone conversation with an-

other must, for example, be able to prove that he has

previously talked face to face with that person and

be able to swear that he would know the voice and

recognize it when he heard it over the phone. The

fact that most voices do not sound the same over the

telephone as in ordinary conversation is a feature that

must be considered in proving such telephone con-

versation.

13. Registered letters.—When a delinquent pays

no attention to letters and is not accessible to per-

sonal calls or telephone communications, the regis-

tered letter may occasionally be used to good effect.

In the letter one often calls attention to the fact that

other letters have not been answered, or states the

condition of the account, and any other details or cir-

cumstances which may assist in the collection.

The effectiveness of the registered letter is due to

its semi-official character. Registry is formal and

unusual. When the delinquent debtor receives a reg-

istered letter in reference to his account, he will, in

most cases, conclude that the matter is becoming se-

rious. He knows that the letter was registered and

that he has signed a receipt for it, but he does not

know why this was done, or what use is to be made
of the receipt. His imagination is then apt to prove

a valuable ally for the collection manager. It is al-
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ways a distinct point gained when a delinquent debtor

can be brought into personal touch and to a formal

recognition of the fact that his debt exists; and this

a registered letter will, in most cases, bring about.

14. Telegram.—In any written communication re-

lating to an indebtedness much care must be taken to

avoid liability under the laws against libel and black-

mail. Anything written is "in black and white" and
if it goes beyond the limit of the law, the sender has

himself supplied proof for his own conviction.

This caution is still more imperative with regard to

an open communication, such as a telegram, than with

a letter, for here the lines are much more closely

drawn. The telegram is, in a sense, public prop-

erty, and about all that can be safely contained in it

is the inquiry, when may the remittance be expected.

It is interesting to note that the Western Union Tele-

graph Company in certain of its circulars designed

to promote the more general use of telegrams in busi-

ness has suggested a long list of messages which may
safely be used in the collection of accounts without

overstepping the bounds prescribed by law.

If used at the proper time a telegram is often very

effective, general tho its wording must be. Perhaps a

special letter has been written strongly urging pay-

ment of the account in whole or in part. The tele-

gram may then be used as a follow-up, tho in form,

perhaps, merely a reminder, such as "Wrote you on

the 25th. When may we expect a remittance?" or

something of that sort.
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In many cases a telegram undoubtedly does have

the desired urgent effect. The fact that it is ordi-

narily used only for emergency business gives it

gi'eater weight than other forms of communication.

The cost is small, and if there is any prospect of its

producing results, it may well be tried.

15. Discussion stage.—Assuming that as the result

of efforts expended in the notification, reminder and

reproach stages a reasonable percentage of the slow

and delinquent accounts needing attention have clas-

sified themselves by either paying or explaining, the

fourth stage of collection procedure—that of discus-

sion—is reached for such claims as continue to resist

all efforts.

At this point the handling of the account will or-

dinarily be removed from the routine of the depart-

ment and be placed in the hands of the collection man
himself. His immediate object will be to find out

"what's the trouble?" Where he has decided upon

the measures necessary to apply at this stage, he will

take pains to explain to the debtor exactly why he is

taking them, in order to give proof that he is fair,

even tho severe. His object is to put the debtor on

the defensive in any discussion of the matter which

may be provoked.

The chief object of the discussion stage is to draw
out some sort of an explanation of the delinquency,

if not a payment of the account. If a reply is re-

ceived it is comparatively simple to decide what to

do. At this point the collection man gets a real
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chance to show his skill in the curbing of delinquency

and the straightening out of misunderstandings or

difficulties of all kinds. With all the records before

him he can size up the debtor and then determine what

the collection procedure sh^ll be from that time on.

Naturally, if the record of an account gives a hitherto

undiscovered clue to the possible explanation for its

condition, it will be useful at this stage.

16. Defective remittances.—Knowing that the

habit of nonpayment grows from small beginnings,

the collection man is keen to pick up any trifles which

for one reason or another interrupt the regularity of

payments on schedule time. He is, for example, sus-

picious of defective remittances. If checks or ex-

changes are received without proper signatures or en-

dorsements they must ordinarily be returned for cor-

rection and so are conducive to bad payment habits.

Cases occur when such defective remittances have

been made with deliberate intent on the part of the

remitter. He anticipates that when the omission is

discovered his check will be returned to him for sig-

nature or endorsement; that he can hold it a day or

two before returning it, and that he will thus gain the

time consumed in transit and the time that the check

is in his hands. The total interval in the case of far-

distant points sometimes aggregates between two and
three weeks.

It may prove to be wiser at times not to return such

a check for signature. If it gets back into the send-

er's hands it may be a long time before it comes back



244 CREDIT AND THE CREDIT MAN

again, and in any event a delay cannot be avoided.

As an alternative, the check may be deposited with

the depositor's guarantee, or with a request to the

bank to forward the item for signature and collection.

The customer from whom the check was received

should be informed by letter of the situation and of

what has been done. In due time the check will ar-

rive and be presented to the drawer for signature and

payment. It is seldom that a concern or an indi-

vidual of any credit standing will refuse, in such

cases, to sign.

The following courses of procedure have been

found effective in dealing with defective remittances:

1st. In cases where check is not inclosed in the letter,

make a draft for the amount specified, pin it to the let-

ter, deposit them in the regular account and notify the

debtor why draft is made.

2nd. When checks are wrongly made out, write on the

back over your signature "amount guaranteed," mentioning

the correct amount, attach the letter and deposit.

3rd. When the check is not signed, write over your sig-

nature "within amount guaranteed," attach to the letter

and deposit.

4th. When checks or drafts to the remitter's order are

not endorsed, examine the letter carefully and supply the

endorsement yourself as agent, and deposit, retaining the let-

ter as your authority to do so.

In suggesting this last method it is assumed that,

under the conditions stated, authority is clearly given.

17.' TV?iti7ig to the debtor's business acquaint-

ances.—When a delinquent refuses to answer com-
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munications but is known to be still in the same loca-

tion, and the creditor concern has or can secure the

addresses of business or personal friends, references

or connections of the debtor, it is sometimes very help-

ful to intimate to him that, if no response is received

to its letters, the concern will write to one or more of

these persons, merely, of course, to secure informa-

tion of the debtor's whereabouts. This will often

bring a reply, but if it fails to do so, it is then entirely

permissible to write to any one who may be in a

position to help, explaining that the delinquent is in-

debted to the concern, that letters written to him had

received no attention and asking for information as

to his whereabouts. This procedure may bring a

certain amount of pressure to bear upon the debtor

which will lead to payment of an account. It may
happen, also, that friends or relatives will pay such an
account themselves rather than allow the matter to

become public, and this is especially likely when the

debtor has resorted to underhanded or fraudulent

means of evading payment.

18. Tracing moved debtors.—One of the problems
of every collection manager is to trace debtors who
move about frequently and who forget, purposely or

otherwise, to give any notice of such intention to

move, or to leave any information of the new address.

Almost any method of tracing demands conceal-

ment of motive. It is futile in attempting to get in-

formation regarding a "skipping debtor" to tell his
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friends or neighbors that you have a bill against him

and you would be obliged to them for information

leading to his address.

Inquiries made of neighbors and nearby business

houses, banks or concerns with whom he was known to

be doing business should produce results. A man
who has lived in a neighborhood rarely leaves it with-

out having formed some acquaintances or connections,

business or otherwise. The object of the tracer is to

find these connecting links. Those acquainted with a

debtor are willing to do him either a good or a bad

turn if properly approached by one acting in the ca-

pacity of an investigator into the debtor's credit.

Many men leave disgruntled and dissatisfied ac-

quaintances behind. Their reports are as full and

complete as the reports of those who are friendly

to the debtor and who wish to give him a good char-

acter. Both usually give voluntarily the present or

possible address of the man sought.

19. Tracing thru National Association of Credit

Men.—Probably the best means of country-wide trac-

ings of debtors is afforded thru the medium of the

National Association of Credit Men and the pages of

its monthly Bulleti7i, which lists the names and the

particulars of persons wanted. Circulating as the

Bulletin does among thousands of credit men all over

the country, it is possible for a creditor in one section

of the continent not only to secure information re-

garding delinquents who have "skipped" but at the

same time to warn others against the possibility of
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themselves becoming involved with them in the same

way.

20. Tracing thru the post office.—There is a postal

regulation, Sections 551 and 560, Postal Laws and

Regulations of 1893, which supplies a useful means

for tracing lost debtors.

Under this regulation, the creditor may provide

himself with a rubber stamp, to be used on the face of

the envelop containing his message to the debtor,

which reads like this:

POSTMASTER

See Sections 551 and 560, P. L. and R. 1898
Give reasons returned.

Check one of the following reasons

:

Refused

Unclaimed
Cannot be found

Present address unknown
Removed to

Ordinarily the letter carrier or post office will give

little information regarding the forwarding address of

any one who has moved, because it is against the pos-

tal laws to do so. Registered letters will not bring

back a receipt from the person sought unless the face

of the envelop bears the words "Receipt Requested"

and then it does not contain any definite information

as to the address at which delivery was actually made.

While the postmaster cannot legally give the

change of address of any one, yet, if a collection

manager's mailing list for a given city is sent on to
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him for the purpose of correcting addresses, he is

permitted for a fee of 40 cents an hour for clerical

labor involved to correct such a list. In this way it

is often possible to locate persons who would other-

wise never be found.

21. Reselling stage.—When the procedure of col-

lection enters the "discussion" stage it also enters al-

most simultaneously the "reseUing" stage except in

the cases where thru some special urgency, it seems

advisable to press matters quickly to the "unpleasant"

or final measures.

It must not be assumed that all effort to "resell"

the delinquent should be confined to this one particu-

lar point in the collection process, since every step in

the whole process of collecting, from the formal state-

ments to the transfer of the account to an attorney

should be saturated with good salesmanship.

The reselling effort referred to here does not, more-

over, concern itself directly with the goods purchased

or with their quality and desirability. It centers it-

self on the debtor with the purpose of making him feel

ashamed of his own neglect by overwhelming him

with the evidence that he has failed to play the game
altho moi*e than fairly treated. It is proper to call

this the reselling stage because, after visualizing all

the debtor's circumstances as revealed by the records

and credit files, it applies human, personal and direct

efforts to sell him a sense of obligation.

Business houses generally have learned that it does
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not pay to drive blindly ahead at this stage to more

strenuous action without pausing, first, to make sure

that the case against the debtor is complete. This is

made more advisable because of the heavy turnover

year by year in trade which is driven elsewhere be-

cause of some house policy that maj^ have failed to

take all the circumstances into account. Once having

decided to press matters to a conclusion, it is obviously

out of the question to revert back to a milder or more

conciliatory attitude afterward.

At this stage, then, the collection man's personality,

his sympathy, his imagination, his knowledge of busi-

ness conditions generally and his understanding of

them as they may affect the individual debtor must

come into fullest play. In the process of handling an

account during this stage, the collection man may
make use of all the devices common in earlier stages if

by so doing he feels that he can get results. Some-
times the reselling effort will take the form of earnest

constructive suggestions, hints for improvements in a

customer's business methods or practice. Many
times when such plans have been proposed and then

followed consistently the customer has been able to

work out his own salvation, with the result that he

becomes an everlasting friend of the house which

helped him in his trouble. The building of good-will

resulting from such reselling efforts richly repays the

pains and efforts taken.
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REVIEW

In requesting payment what two main groups of motives can

be relied upon?
AVhat are the usual stages in collection procedure, and what is

the significance of each ?

Describe the various ways in which drafts can be used.

What role may telephone and telegraph play in collection

procedure ?

How are defective remittances handled?'

Wliat can be done when the debtor ignores all requests for

payment ?



CHAPTER XV

UNFRIENDLY STAGES OF COLLECTION

1. Advisability of going to last extreme in collect-

ing.—In spite of the efforts expended to effect a

settlement of all delinquent accounts thru the col-

lection stages which have been characterized as

"friendly," every business house has to deal with debt-

ors who for some reason or for none at all refuse to

pay any attention to the various invoices, statements,

drafts or letters designed to bring about a payment or

to elicit an explanation with a promise to pay. These

cases call for more strenuous treatment than any that

have gone before and the collection man must then

decide how strong will be the pressure he can afford

to exert and how it is to be applied.

He realizes that when accounts must be followed to

the last extreme of unpleasantness to secure payment,

even tho the money is finally collected the active ani-

mosity of the debtor himself must be incurred. The

; result, moreover, may be the loss of further patronage

and also of good-will if this debtor has any follow-

ing or influence in his neighborhood and trade. It is

also certain that the cases which will not lend them-

selves to settlement,except on the imminent threat of

legal proceedings or of legal action itself, will entail

251
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an actual loss of time and money and this may be

greater than the amount of the debt involved.

Considerations, however, outside of the actual col-

lection of the money due, sometimes make it necessary

for the creditor to push the matter to its logical con-

clusion as a matter of principle.

2. Final stages of collection procedure.—When it

is assumed that all reasonable efforts to bring about

the settlement of an account thru an explanation of

unusual circumstances which may have delayed pay-

ment have been resisted, no choice remains but to

enter the final stage of collection procedure. Even
here the collection man's purpose is to get at the un-

derlying causes of non-payment, and in doing so to

force the delinquent into the position where he must

pay or explain if he would avoid the inconvenience

and the expenditure of time and money which he

knows will surely follow legal action.

3. Black lists.—Appeals to the fear of conse-

quences from continued neglect are conveyed in the

form of veiled or open threats of action to follow.

Such threats, however, must be used with the great-

est caution or they may defeat their own ends and in-

volve those who use them in most unpleasant conse-

quences.

A common form of conveying a collection threat is

that which explains that as a member of a trade or

credit association the creditor is required to report

all slow and delinquent accounts in order that other

members of the association may not suffer loss thru
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credit granted to the same habitual dehnquents.

Such a threat is well within the collector's rights be-

cause that is the common practice among cooperative

associations offering legitimate protection.

Because he realizes that his account has been neg-

lected without any reasonable excuse, the debtor is

usually quick to see the disadvantage of having his

name so listed among slow pay customers. This is

particularly true since he does not know how wide

a circulation such a list may have.

4. Offering debtor s accounts for sale.—A practice

followed by associations of retail merchants in some

localities is to list names, addresses and amounts due

on the accounts of all delinquents in the community

and after sending out two warnings by letter, to offer

the accounts for sale. This plan has been found to

work very effectively in New Orleans, where it has

been declared legal under the statutes of Louisiana.

5. House collection agency.—Assuming that it is

necessary to threaten legal action unless the amount
of the claim, long past due, is not paid, it behooves

the collection man to prepare himself to carry out his

threat.

There is a distinct advantage, however, in retaining

control of such claims as long as there is the least

chance of last minute repentance and payment. It

is quite customary, on this account, to threaten quick

action by a collection agency or an attorney, but

instead of actually referring the claim at once to an

outside collection agency, to instal for the immediate
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purpose an agency of the creditor's own, whose of-

fice is in the company's collection department. Such

an agency, as far as the delinquent is concerned, has

all the appearance of an independent organization de-

voting itself to the collection of difficult accounts,

bringing legal action and performing other work of

that kind. Suitable letterheads and stationery are

prepared. A brief new series of letters is written

with care to make them altogether different in phras-

ing and appearance from the house letters the debtor

has been accustomed to receive.

The following is quoted from such a letterhead of

a house agency to show how the letterhead may serve

to throw disquiet into the heart of the delinquent.

This was printed across the bottom of the sheet:

Confidential reports of all bills handed us for collection,

giving the names and addresses in full, to protect merchants
from giving credit to irresponsible parties who are making
no effort to pay their honest debts, are furnished by us

daily to merchants and professional men in City

and County.

Care should be taken, however, not to overdo this

sort of thing to the point where the debtor may sus-

pect its genuineness.

The advantage of the house agency lies in the fact

that a certain percentage of these "last ditch" ac-

counts will be brought to time by the business-like dis-

play of the intention to use force. This means a

saving to the house in collection fees and time. A
still greater advantage lies in the fact that such cases,
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if once rescued, may by careful handling be revived

and even entirely redeemed and reinstated to good

standing.

6. Final notice before suit.—It is customary to de-

vote the third or fourth letter in the house agencj'

series to a "final notice before suit," which will mark

the real limit to the debtor's chance to avoid legal

action.

Sometimes this notice takes the form of a semi-

legal document drawn to represent, in the eyes of the

uninitiated, a formal summons to pay. The use of

a form even remotely resembling legal phraseology or

arrangement is to be avoided. It is doubtful whether

it is any more impressive to a delinquent customer,

who has the intelligence to see behind its mask, than a

brief letter, crisply phrased, to the same purport.

7. Utilizing the had check laws.—It is to be ex-

pected that in dealing with any number of delinquents

whose accounts have brought them this far in the col-

lection procedure there will be found among them
now and then those who have given checks that are

later returned by the banks marked "X. G."

It should be noted in passing that thirty-nine of the

states now have on their statute books laws dealing

very definitely with the debtor who knowingly gives

a bad check.

A very effective way of utilizing the law covering

such cases has been worked out by collection men and
collection agencies who print the text of the statute

on cards suitable for inclosing to a debtor who has
VIII— 18
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offended by way of forceful reminder that he is tread-

ing on thin ice.

Such a presentation of the Tennessee law is shown

here:

House Bill 148

A BILL to be entitled "An Act making it unlawful for any
person to obtain money or other property or credit by
check, draft or order which is not paid by the drawee,

and where the same is not refunded or restored by such
person on written demand mailed to his last known ad-

dress ; and making the fact of such person not having
on deposit with the drawee such money or other prop-
erty, prima facie evidence of said fraudulent intent."

Section 1. Be it enacted by the General Assembly of the

State of Tennessee, That any person who shall obtain, with

fraudulent intent, money or other property which may be

subject of larceny, or who shall obtain credit with like in-

tent, by means of a check, draft or order^ of which he is the

maker or drawer, which is not paid by the drawee, shall be

guilty of a misdemeanor if the amount or value is thirty dol-

lars or less, if the amount or value is more than thirty dollars

he shall be guilty and punishable as in case of larceny of

such money or other property, or of anything of value ob-

tained on such credit, unless payment of such check, draft

or order after giving seven days written notice mailed to

the drawer's last known address, and the fact that such maker
or drawer did not have on deposit or to his credit with

the bank, person, firm or corporation upon which such

check, draft or order is drawn, sufficient funds to pay the

same when presented, unless such check or draft is paid or

accepted when presented, shall be prima facie evidence of

fraudulent intent.

Section 2. Be it further enacted. That all laws and
parts of laws in conflict herewith be, and the same are, hereby
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repealed, and that this Act take effect from and after its

passage, the pubHc welfare requiring it.

Passed May 12, 1915.

Wm. p. Cooper, Speaker of the House of Representatives.

Albert E. Hill, Speaker of the Senate.

Approved May 15, 1915.

Tom C. Rye, Governor.

8. Selecting an attorney.—When the time comes

for actually referring claims to an outside agency or

attorney for collection, it is well to remember that it

will still be possible to secure settlement of a consid-

erable number before it is necessary to actually bring

suit.

Most of the effectiveness of handling a claim thru

an attorney or an agency lies in the fact that the

debtor, having become familiar with the house collec-

tion policy, finds himself suddenly in the hands of a

stranger. Most people are uncomfortable in unfa-

miliar surroundings. If the same collection letter, in-

stead of being written on the house letter paper, were

to be written on that of an attorney, it would be much
more pronounced in its effect on certain delinquents

because of the unfamiliarity and hence the dread of

the unknown.

Thus in somewhat the same way the dread of un-

certainty makes the idea of a court action immedi-

ately threatening, oftentimes more effective for those

who have never been thru the ordeal of a court action,

than the action itself is to those who are case hardened

by previous experience.
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The very fact that by far the greater number of

claims which are turned over to attorneys or agencies

are actually settled without suit, makes it doubly im-

portant in selecting the legal representative to pick

men who are amenable to the client's suggestions, who
are willing to work with the house collection man and

keep his policies always in mind. It may be argued

that the attorney or agency should be allowed to fol-

low his own methods, regardless of what they may be,

since he is likely to fail if he continues to apply meth-

ods dictated by the house policy. In the long run,

however, it will be found that the attorney who con-

sistently and intelligently keeps the house policy in

mind will do better work and make fewer enemies

for the house than the attorney who insists upon a

free hand to follow his own plan.

Attorneys and collection agencies include a number
of those who are eternally talking "suit" and seem to

have no other tricks in their bag. Such men should

by all means be avoided as incompetent, because no

concern can afford to have its collection man in court

any oftener or any longer than is necessary. Experi-

ence lias shown that court action should not be neces-

sary except in comparatively rare instances.

Some collection men feel that once they have turned

an account over to the attorney for collection the mat-

ter ends there, as far as they are concerned. This

is a mistake, because after all the account still belongs

to the house and the attorney is at best only an integral

part of the collection machinery.
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It may seem too obvious to mention that before se-

lecting the attorney or the agency to entrust with his

claims the collection man should make a thoro investi-

gation of his reliability, and his ability to secure the

desired results, and of his methods of doing business.

The irresponsible collector may be so slow in pay-

ing over the money which he collects that the client

will have to resort to criminal proceedings before he

can be forced to disgorge. An unscrupulous col-

lector can often do his work in such a way as to re-

sult to his own personal gain and to the client's dis-

advantage, yet not make himself responsible for his

misdeeds in either the civil or the criminal courts.

Some collection agencies and bonding companies of-

fering attorney lists furnish to each client a surety

bond indemnifying against loss thru embezzlement.

This appears to be a greater safeguard than it really

is. An examination of such a bond will generally

show that the entire liability of the surety is limited to

a few thousand dollars. Should such an agency be

doing an extensive business and prove dishonest it

might very easily misappropriate a much greater sum
than that for which the surety is responsible. Di-

vided among a number of defrauded creditors each

one in this case would recover only a very small per-

centage of his loss. Hence it is far better to investi-

gate the reliability of the collector in advance, and to

guard against possible future trouble by refusing to

place business in the hands of one concerning whose

integrity there can be any question.
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In most localities there are attorneys who special-

ize in the collection of commercial accounts and who

are well qualified to give prompt and efficient atten-

tion to claims placed with them. Young attorneys,

men recently graduated from the law schools, whose

practice is still to be built up, are often found to get

better results in handling collections than older men
of more seasoned and more varied experience. The
younger men need the money and the practice and

have a name to make for themselves. For this rea-

son they will often follow collections more closely than

is usual with older law firms, which may prefer to de-

vote themselves to other lines of legal work.

9. Using attorneys in other cities.—If the claims

which are to be referred to attorneys are not merely

local but arise in various towns and cities over the

country, the problem of handling them takes on new
difficulties and complications. In such cases the col-

lection man usually finds it necessary to subscribe for

the ser\^ice of one or more of a large number of at-

torney lists or directories published by various agen-

cies and bonding companies, and which give the names
of attorneys located in practically every town or city

on the continent. As already explained, as a part of

the service which he purchases, the collection man is

protected, to a degree at least, by the bond of the

publisher from mishandling or misappropriation of

money collected by attorneys whose names are so

listed. Under this guarantee he may forward his

claim to any attorney on the list.
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In order to make the guarantee operative, the fol-

lowing procedure is necessary:

1. See that the attorney selected is named in the current

revision of the "Guaranteed Attorneys List" which is usually

revised by means of supplements issued monthly thruout the

year.

2. Attach a letter of advice to each claim sent to the

attorney designated, notifying him that the forwarder is

protected by the publisher's bond.

3. Notify the publisher's home office at once on a "Bond-
ing Notice" of the date of forwarding each claim, giving

particulars.

A specimen of the "Bonding Notice" mentioned is

shown here:

BONDING NOTICE.—
Send this to the Home Office of the U. S. Fidelity & Guaranty Co.

Department of Guaranteed Attorneys.
at baltimore, md.

No.
Attorney

Address Date
City State

CLAIMS VERSUS LOCATION AMOUNT

UNITED STATES FIDELITY & GUARANTY CO.,
Dept. of Guaranteed Attorneys,

Baltimore, Md.

We have this day forwarded for collection the above described claim

to said attorney, on the faith and by reason of his name appearing in tke

latest revision of your "Guaranteed Attorneys Quarterly." This notice

is a compliance with the requirements of your Bond which we hold.

City

State
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Drawer's Instructions

Continued

Please deliver to
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invoice thereof, your compensation for obtaining such goods is to be as

hereinabove stipulated, except that, for the purpose of calculating your

commissions, the goods returned are to be regarded as worth only 50% of

the value at which they are invoiced to the purchaser.

4. No service justifying any charge other than the foregoing will be

begun without notice to us that such service will be undertaken. For
such service the charge shall not exceed the local customary charge for

similar services.

5. If in your locality, collection fees or rates are established by law
or by the rules of a Bar Association, and we are so notified, such law
or rules shall govern.

6. No extra charge shall be made for obtaining notes or other security

for this claim, if we allow the notes or other security to remain in your
hands for collection.

7. If this claim is settled or paid direct to us after an effort by you to

collect, you will be entitled to the compensation herein provided for.

8. No charge shall be made by you for unsuccessful efforts to collect,

except as herein provided for.

To facilitate suit, if authorized by us, we beg to say that our firm is

composed of

We are a corporation- under the laws of the State of

In some cases the publisher of the bonded attorneys

list provides for certain preliminary collection steps

before actually referring the claim to one of its at-

torneys. For example, if the creditor who has sub-

scribed for their service cares to try the effect of a

draft on the debtor thru a bank also named in the

list, he will fill out and mail to the bank the instruc-

tions shown here. The duplicate mailed at the same

time to the debtor carries a letter addressed to him in

the upper section instead of the instructions to the

bank.

10. Using a third party to ''forward" claims.—In

cases where there are only comparatively few claims

to refer to out-of-town attorneys the details of look-

ing after them properly can probably be handled
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easily from the creditor's own collection department.

Where there are a large number of claims to be dis-

patched over a wide range of territory, the work of

looking after the details may very well assume con-

siderable complexity.

With a view to rendering a very useful service to

the collection man by relieving him of the bother of

handling such details, certain organizations known as

"forwarders" have been organized and are operating

with much success.

The forwarder offers the collection man an oppor-

tunity to place all his out-of-town collecting in the

hands of one who makes a specialty of receiving and

forwarding such items. It is the plan followed by

many of the larger concerns who do not have an ex-

])ert collection handler in their own organizations.

Such a specialist must be an expert collector himself.

He will be in close consultation, by letter and by wire,

with the collectors he employs locally whenever he has

claims to handle. Thus his client has the advantage

of two experienced men working on each claim at ap-

13roximately the same cost as if the collection man
dealt with the attorney direct. Such a forwarder is

familiar with the various legal directories, and knows
how to pick out the best local collectors. He prob-

ably has had other business in the same locality in

which the money is owed and the chances are that he

will have on his own list the name of a local lawyer

there of whom he knows that he can handle the busi-

ness properly.
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He has learned by experience how to force local at-

torneys to keep him fully informed of the progress

made upon work assigned to them, and if his own
office is conducted in a systematic manner, he will

make frequent and comprehensive reports to his cli-

ent without being asked for them. This is a great

advantage over having to write continually to law-

yers scattered all over the country. The expert for-

warder soon becomes familiar with his client's busi-

ness and methods of doing business and knows how
he wants the collections handled.

He can quickly detect cases where the local attor-

ney is endeavoring to protect the debtor, and because

of friendship, allowing the latter a longer time for

making the payments than he is entitled to take.

This condition frequently arises, particularly in the

smaller towns where the local law\^er personally

knows the debtor who owes money. If detected, this

situation can very easily be remedied. Because the

receiving attorney knows that the forwarder handles

a large volume of business and is likely to have future

business in the same town, he gives closer and more
aggressive attention to such work than to that of scat-

tered clients who are not likely to have occasion again

to employ the receiving attorney. This is the usual

rule, despite the fact that the business of the for-

warder is handled for only part of the regular fee

instead of for the entire amount. A reliable and able

forwarder of accounts can be readily found. Unless

the collection man understands the forwarding busi-
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ness as fully as the forwarder himself does, it will be

to his advantage to place in the forwarder's hands all

out-of-town bills for collection instead of handling

them himself.

11. Using collection agencies.—The discussion of

the means by which the house may follow up its claims

thru a third party has made frequent mention of

"attorneys" but it should be noted that this function

is often performed with equal or even greater satis-

faction and dispatch by "collection agencies."

These agencies are sometimes organized simply as

an adjunct of an attorney's office for the special pur-

pose of making collections and sometimes as separate

copartnerships or corporations for the same purpose.

Thousands of such agencies are organized each year

only to go out of business after a brief existence.

There are many such agencies, however, with long and

honorable records behind them, which are capable of

doing excellent work.

Since the ethics of the legal profession prevent at-

torneys from openly soliciting legal business and cer-

tain states by statute prohibit corporations from giv-

ing legal advice, many attorneys have organized con-

cerns under various titles as collection agencies to ac-

complish the same purpose. The National Associa-

tion of Credit Men has compiled what are said to be

the most complete files in existence on agencies gen-

erally and its information is available to its members
without charge. Collection men all over the country

are realizing, because of the mortality among such or-
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ganizations and the danger of trusting any but those

who give evidence of their stabihty and reHability,

that it is becoming more and more necessary to select

them carefully.

12. How the agency works.—To show how the

better class of collection agency works to bring about

a settlement of a claim without resorting to legal

action, the following is quoted as part of a typical

interview of an agency representative with a debtor

against whom he had a claim, who had called at his

office to explain why payment was refused

:

"But just suppose we did send this account back marked
'uncollectible.' The creditor would forward it to some one

else, and continue to do so until it was collected. Do you
see those rows of files covering the walls in the next room.''

Every lawyer and collection agency who receives this ac-

count will have similar files, and even if they do return it,

your name remains in those files with a notation 'Refuses

to pay.' The fact that it has already been sent to six is

a good example of their persistence, and before you know
it, your name will be in the files of every lawyer and credit

agency in the city with an unpaid bill marked up against
you.

"Suppose you should go to your bank for a loan. Sup-
pose you should want credit extended you. Do you think

it would benefit your cause any, if, on investigation—and
they always investigate thoroly—they found that every
lawyer and collection firm in the city had an unpaid bill

against you in their files.''

"Another thing," showing the debtor a daily court record,

"this paper is the official court record and legal medium of

the County. It is taken and read carefully by every bank,

attorney and credit manager in the city. Here you will note
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in a conspicuous location a column for suits brought on un-
paid bills. Every credit man in the city files these papers
and when credit is requested, the first thing he does is to

investigate whether the applicant has ever been sued.

"Can you afford to make such a name for yourself .'' Can
you afford to have your name printed here? Frankly, now,
can you afford not to pay this bill?

"Does the fact that five attorneys have returned this, jus-

tify you in refusing to pay what is justly due on a legal

contract which my clients are ready and willing to carry out

to the best of their ability?

"Here is a blank check, and a pen.

"If you value your good name, your self-respect, and
your credit standing, fill it out."

He picked up the pen automatically and wrote a check

in full of account.

13. Cooperating with the attorney or agency.—
When a claim is placed in the hands of an attorney or

agency a full and accurate statement of the facts

in the case should be given. The collection man
knows the circumstances of the transaction with the

debtor; very likely he knows something of his past

history. He should tell the collector whether the

debtor procured goods thru fraud, whether there is

reason to believe that he never intended to pay the bill,

whether he ever sent or showed a written statement

of assets and liabilities which was false. All these

facts, which are seldom precisely stated to the col-

lector, may be of importance. If the debtor has been
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guilty of any such practices the creditor generally can

cause his arrest, if he is unable to pay a judgment for

the claim. Many a debtor who is supposed to be

absolutely "no good" will find a way to pay every cent

when he is informed that otherwise he will have to

begin boarding with the sheriff.

After the creditor states fully all the information he

may have in regard to a debtor, he should tell the

collector what he wants him to find out. He should

find out, for example, whether any judgments or at-

tachments have been filed against the debtor within

four months, since it may be that he will have to move
quickly to put his man into bankruptcy before the

four months elapse. After four months the judg-

ments and attachments cannot be upset in this way
and creditors of a debtor, especially if they happen to

be relatives or friends, often get a preference. On
the other hand, if it appears that there are no judg-

ments or attachments, the debtor will often pay the

claim, even if he is in difficulties, rather than have a

bees' nest of creditors stirred up by the filing of an

attachment of judgment. The collector should next

see if the debtor has made any personal property

mortgages and if they are properly filed. In nearly

all states such mortgages must be filed in the town
or city where the debtor resides, and in many states

such mortgages must be refiled every year or so in

order to be valid as against other creditors.

VIII— 19
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REVIEW

In what form are black lists permissible? Why must they be

used with caution?

Explain the operations of a house collecting agency and the

arguments for and against it.

Describe the bad check laws, and their utility in collection

procedure.

Explain considerations in selecting a collection attorney in the

city where the house is located.

How are attorneys at distant points chosen?

Describe the functions of a forwarder.

Is it desirable to bring suit for the collection of debts?



CHAPTER XVI

CREDIT PROTECTION

1. Methods of securing protection.—In a general

way, the purpose of all credit management is to afford

protection against losses from misplaced credits. The
entire system of credit information which has been

described is built up in order to enable the credit man
to dispense credit judiciously. The wisest of men
make mistakes and the question now arises as to the

means which may exist for protecting the house after

the credit has been granted. Three distinct types of

credit protection are available, namely, contract, co-

operation and law.

Under the first heading must be considered the

various phases of credit insurance whereby in con-

sideration of a premium paid to an insurance com-

pany, the loss when it occurs is borne by the latter

and not by the creditor. In the second group be-

long those phases of cooperative effort which are di-

rected to the securing of payments for accounts.

Other phases of cooperation have been previously con-

sidered. In the third group belong various legal

measures whose purpose is to place the owner in i3os-

session of his goods when it becomes evident that they

have fallen into the hands of persons who are either

unable or unwilling to pay for them.
273



274 CREDIT AND THE CREDIT MAN

2. Credit insurance.—Considering the peculiar na-

ture of credit, it is not surprising that the principle

of insurance should have been applied to such trans^

actions. The credit indemnity companies claim to

supplement the commercial agencies in two respects:

(1) by providing against incalculable losses thru the

application of the theory of averages to the field of

credit extension; (2) by aiding the credit grantor with

such information as comes from the close investiga-

tion of the creditor's own business, made necessary by

the requirements of the insurance company,

The insurance company makes an investigation of

the wholesaler's books in order to ascertain the aver-

age credit loss for the past five years. This first or

"average" loss must in every case be borne by the in-

sured. The indemnity company regards this loss as

within the realms of certainty, and insists that inas-

much as the province of insurance is to deal with un-

certainties, the initial or average loss cannot properly

be a subject of insurance. Only such losses as are in

excess of the initial loss are insurable. Under the

terms of the insurance bond, the wholesaler is re-

quired to sell only to those retailers whose commer-

cial rating is above a certain grade, the premiums

charged being governed largely by the grade of rat-

ing allowed. The amount of credit that can be

granted to any one customer is made to depend, under

the regulations imposed by the credit insurance com-

pany, upon the terms of the policy and upon the cus-

tomer's commercial rating.
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For the purpose of illustration, let us assume that

a certain wholesale firm has gross sales of $100,000

a year, and that the average annual loss, based upon

figures covering a period of five years, is $1,000, or

1 per cent. The amount of insurance allowed to this

firm may be represented by a bond for, say, $2,500 on

which there is an annual premium of $125, or five per

cent of the amount of the bond. In accordance with

the terms of the policy, all losses up to and including

$1,000 must in this case be borne by the wholesale

firm. This amount is the "initial" loss. Only on sub-

sequent losses—that is, losses between $1,000 and $2,-

500—will the insurance be operative.

Losses sustained as a result of the failure of "rated"

customers—those having a capital and credit rating

of a certain grade—are covered by the full amounts,

or perhaps by an agreed percentage thereof; while

losses of the "off-rated"—those with poor rating or

with none—are never covered for more than a part

of the loss.

The credit insurance company invariably investi-

gates the character of the commercial house to be in-

sured. It considers the line of business in which the

applicant is engaged, the class of customers with

whom he deals, and finally the business policy pursued

by the applicant himself. The basis for determining

the amount of the initial loss, the percentage and
fixed limit of indemnification and the premium per

year, are disclosed by the insured's own books, which

tell what class of customers he has, as well as the
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volume of business, the size of the accounts carried,

the terms of sale, the amount of collections and the

general credit policy of the house.

3. Arguments in favor of credit insurance.—Ac-

cording to the credit insurance companies, such in-

surance :

protects you from losses occasioned by your errors in

judgment in extending credit; from losses occasioned thru

erroneous mercantile credit ratings furnished you ; from
your inability to collect what is rightfully yours because of

the insolvency of your debtor, due to floods, crop losses,

wars, strikes, fires, and other unexpected and uncontrollable

causes.

It is further claimed that credit insurance gives

the business man control of his costs. Since he knows

in advance what costs are due to bad debts, he can

enter his insurance premium upon his books at once

instead of waiting until the end of the year. By add-

ing this amount to his other fixed expenses, the ex-

act cost of doing business is easily ascertained. Ac-
cordingly, he can compute his profits with certainty.

His mind is thus free to apply itself more fully and

profitably to the productive part of his business. It

is possible to increase sales to the maximum amount
and still keep losses at a minimum.
As by the terms of the indemnity bond he is of-

fered protection only within certain restrictions, the

credit man learns to watch his customers' accounts

more carefully in order that he may obtain lower in-
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surance rates the following year as the result of a

reduction of his average loss.

It is also claimed that credit insurance tends to

promote trade and to prevent panics, since the confi-

dence which it begets makes business men more ag-

gressive and enterprising.

4. Arguments against credit insurance.—Business

men, however, are not all convinced that the claims

made for credit insurance as a "paying" innovation in

the conduct of business have been realized. INIany

business men ask whether it is not a fact that the

normal loss—which they in every instance must bear,

and which represents the aggregate of all credit losses

during a number of consecutive years—includes the

very risks that the indemnity company offers to insure.

This argument appears to be well founded, espe-

cially when we consider that in the nature of things

every credit loss is abnormal. The normal course of

every credit transaction is its ultimate liquidation by

payment at the expiration of the credit period. But
since experience proves that in practically every

wholesale business some accounts remain unpaid, and

that the amount of losses thus incurred are about the

same from year to year and represent a certain per-

centage of gross sales, the wholesaler is in the habit of

offsetting this loss by adding his loss percentage to the

selling price of his goods. He protects himself in

this way against diminished profits caused by bad

debts. But having done this, he is likely to regard
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any premium which he is asked to pay for "losses"

above this amount, as an added expense for which he

receives no adequate return. He knows that even

tho in some one year his losses should slightly exceed

this normal amount, it is extremely improbable that

the average losses of the next five or ten years would

be higher.

Nor does it appear, as some seem to think, that

credit insurance permits less vigilance on the part of

the credit man, since by the terms of such insurance

he is compelled to watch his accounts even more closely

than before, lest by a violation of the insurance com-

pany's stipulation he should forfeit his right to in-

demnity when a loss occurs.

That credit insurance, even if it were more com-

monly used than at present, should be able to exert

any appreciable influence upon the causes that pro-

duce a financial panic, is, to say the least, doubtful.

Such panics, with their attendant disorders and finan-

cial distress, are commonly brought on by an over-ex-

tension of credit. The remedy lies therefore plainly

in the direction of conservative credit management
and is not found elsewhere.

5. Adjustment bureaus.—As a natural result of

the efforts or cooperation thru the National Credit

Men's Association, a number of activities have been

developed which have rendered very direct benefit to

credit grantors by way of providing credit protection.

Among them a considerable share of the association's

activities has been given in late years to the organiza-
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tion and operation of adjustment bureaus among the

local associations, the object being to use the forces of

the Association in the interest of a conservation of

the assets of insolvent merchants and the prevention

of bankruptcy proceedings. That for lack of proper

and friendly supervision many a business failure has

been precipitated is beyond dispute, just as for the

same reason many a bankrupt's estate has been so

loaded with settlement expenses that but little of it

remained for distribution among the creditors.

Inexperience or some untoward circumstances may
easily bring about an involved condition in the affairs

of a dealer whose motives and intentions are of the

very best. If he is thrown into bankruptcy thru the

inconsiderate course of some creditor, his business life

is usually wiped out along with his business. The loss

to creditors is therefore not only that which they sus-

tain directly thru a partial loss of their accounts, but

also that which comes indirectly thru the loss of his

future business. With the exercise of proper care,

not only might the accounts in such a case ultimately

be paid in full, but the delinquent himself would be

able to continue in business and remain a customer of

the creditor houses.

The local bureau of the Association will, upon re-

quest, investigate the affairs of any debtor reported

to be insolvent or financially embarrassed, and will

thereafter take such steps for the protection of ci-ed-

itors as may be required by the circumstances. The
bureau is prepared to act as assignee, trustee, or
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receiver in bankruptcy whenever called upon to do

so.

It should be remembered, of course, that similar

services are rendered by many trade associations and

by credit bureaus other than those of the National

Association of Credit Men. The trend of modern
credit management is noticeably toward protection of

the debtor's assets, and preservation of his business

existence. The fact that adjustment bureaus, con-

ducted by local branches of the associations, are found

in more than sixty cities, is proof of the popularity

of this service among members of the Association and

others.

6. Means of recovery.—Since the object of sales

is profit, the seller is necessarily anxious to have each

sale go thru in order that the profit may be realized.

There are times, however, when it is prudent to aban-

don hopes of profits and to take account of the means

available for preventing losses. In other words there

are times when the remedies have to do with salvag-

ing the goods after a contract of sale has been made,

viz., foreclosure of the unpaid seller's lien, stopjmge in

transitu, and recovery of goods transferred under a

fraudulent contract.

7. Unpaid seller's lien.—An unpaid seller who ac-

tually has possession of the goods may in any one of

the three following cases, retain possession of them till

he is offered payment : ( 1 ) when no credit was antici-

pated by the contract; (2) when the term of credit

has expired; (3) when the buyer becomes insolvent.
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8. Stoppage in transitu.—Even if the seller no

longer has possession, he may protect himself against

an insolvent purchaser by resorting to the remedy

known in law as stoppage in transitu. But to avail

himself of this relief he will have to act quickly. If

he can get notice to whoever is in charge of the goods

while they are in transit, i.e., before they get into the

possession of the buyer, that person will be bound to

return the goods to the seller, who will then have the

same rights in them as if he had never parted with

their possession.

Nice questions frequently arise as to whether the

goods are still in transitu. Goods are still in transit

while they are in the hands of the carrier. The right

of stoppage in transitu is lost in any one of the follow-

ing cases, because the goods are no longer technically

in transit: if the buyer or his agent gets possession

before the goods arrive at their destination ; or if, hav-

ing arrived, the goods are confessedly held by the car-

rier as the bailee of the buyer; or, if having arrived,

they are wrongfully withheld from the buyer.

When the carrier is properly notified, he must re-

deliver the goods to the seller, upon whom falls the

burden of expense. Moreover, if a negotiable docu-

ment of title, i.e., a bill of lading, has been issued by
the carrier, the goods should be withheld by the carrier

till this instrument has been surrendered for cancela-

tion.

The right of stoppage is open to the seller only

after the buyer has become insolvent. The Uniform
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Sales Act which has been adopted in a number of

states reads, in part, as follows

:

A person is insolvent within the meaning of this Act who
either has ceased to pay his debts in the ordinary course of

business, or cannot pay his debts as they become due,

whether he has committed an act of bankruptcy or not, and
whether he is insolvent within the meaning of the federal

bankruptcy law or not.

There is no Uniform Sales Act in Canada, but the

general rule may be laid down that if, after shipping

the goods, the seller finds that the purchaser has be-

come insolvent or is on the eve of insolvency, he may
stop the goods in transit. A person who has ceased

to pay his debts in the ordinary course or M^ho cannot

pay his debts as they become due, would be deemed

to be on the eve of insolvency.

9. Reselling the goods.—Suppose the seller

actually has possession of the goods now, either be-

cause he has exercised his primary lien, or because he

has recovered them thru his right of stoppage. What
may he do with them ? He may resell them. If they

are perishable, he does this immediately; if they are

not perishable, he waits a reasonable time for the

buyer to pay the price. If the goods are not perish-

able, the seller will act wisely if he notifies the buyer

of his intention to resell the goods. This notice is not

absolutely indispensable, but it establishes the seller's

good faith in the transaction. If the seller makes an

extra profit in the resale, he is entitled to retain it, but
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if he suffers any loss, he may hold the original buyer

in damages.

10. Recovery on the ground of fraud.—If neither

of the two remedies just described is available, one

more is left. The seller may be able to have the en-

tire transaction set aside as fraudulent. It must be

remembered, however, that lawyers realize that it is

always difficult to prove fraud. The mere fact that

the buyer is insolvent is not proof that he has practised

fraud. But if a seller has relied on a fraudulent

financial statement, he may be able to prove the case

against the buyer. Then, too, it must be remembered
that even tho the buyer is guilty of fraud, he actually

obtains title, and that this may be transferred to an

innocent purchaser. In discriminating between the

latter and the original seller, the courts favor the in-

nocent purchaser, since he could not be justly blamed
for his part in the fraudulent transaction.

11. Steps in litigation.—Let us suppose that the

creditor has no opportunity to recover the goods, or

that if he has, he does not think it wise to make use of

the opportunity. What procedure is necessary to ob-

tain the redress provided by law? Since we are in-

terested here only in the purely legal phases of collec-

tion, we shall say nothing about the work of the at-

torney as a collector. That phase of the subject has

been treated elsewhere.

Generally the law does not give the creditor full

recognition as creditor till his status has been estab-
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lished in a court of law. In order to get the debtor

into court, it is necessary to serve him with a summons.

Then, that the time of the court may not be wasted,

the parties state, in documents known as pleadings,

what they expect to prove. At the proper time a trial

is held; the evidence is submitted to sustain the allega-

tions made in the pleadings; and a judgment is issued

either for the plaintiff or for the defendant. If the

latter wins the case, the complaint is dismissed, and a

money judgment is entered against the plaintiff for

costs. Frequently the debtor has no defense, and

merely defaults. If this is the outcome, a judgment is

entered against him without a trial of the case. It

must be understood that this summary is only the

barest outline of judicial proceedings in an ordinary

action to collect a debt. The details are technical in a

high degree, and are therefore usually left entirely in

the lawyer's hands.

12. Importance of evidence.—While the court will

consider any statement that savors of the truth, it

places strong emphasis upon the importance of evi-

dence. A person may be absolutely certain that he

has a meritorious case, yet if he cannot bring forward

evidence, his suit will be dismissed. The motto of

Cromwell and his soldiers, "Trust in God, and keep

your powder dry," expressed no less faith because of

its implication that man must do his part. And sim-

ilarly, we show no lack of confidence in those who ad-

minister justice, tho we say, "Trust in the courts, and

be sure to give them a good case."



CREDIT PROTECTION 285

Lawyers must depend on their clients for the facts.

While some concerns are very successful in their col-

lection cases, other houses are not nearly so successful.

Cases are lost because delivery slips have been mislaid,

or because signatures or order forms cannot be proven.

While on the one hand, it is unwise to arouse a cus-

tomer's suspicions by checking his account too criti-

cally, certainly on the other hand, it is merely ordinary

business prudence to remember that at any time a debt

may have to be established in a law court by sufficient

competent evidence, and to conduct one's affairs ac-

cordingly.

13. Enforcing the judgment.—A judgment is no

better than the judgment debtor. One cannot

squeeze water out of a stone, nor can one get money
out of a pauper. There are some debtors, however,

who can pay their judgment, but will not. To gain

access to the property of unwilling debtors is not the

least important part of the collection process. After

the judgment is docketed, an execution is delivered to

the sheriff or to some other executive officer of the

county or city, who is thereupon directed to make a

levy on the goods of the debtor. If the levy is made,

in due course the goods are sold at public auction and

the judgment is satisfied out of the proceeds. If no

goods are found, the execution is "returned unsatis-

fied." The completion of this process paves the way
for the other remedies provided by law.

14. Exemptions.—One purpose of the law is to

prevent people from being reduced to poverty. In
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such a condition they would be a charge to the com-

munity. Hence laws have been passed which exempt

certain property from seizure to satisfy debts. Usu-
ally such exemption applies to a small homestead,

necessary clothing and home utensils, certain domestic

animals and a low income.^ *

15. Sujjplementarij proceedings.—When a judg-

ment is returned wholly or partly unsatisfied, the cred-

itor has the right to discover concealed property.

Generally it is useless for him to begin these proceed-

ings unless he has some grounds for believing that

property has been sequestered. But if this has been

done, a clever examiner can usually prove the fraud-

ulent concealment and can ferret out the property by

means of a vigorous examination.

16. Setting aside fraudulent conveyances.—It may
happen that the debtor has actually parted with title

to his property, altho the transfer was made without

adequate consideration and was effected for the pur-

pose of preventing creditors from collecting their

debts. The facts in such a situation are frequently

brought out in supplementary proceedings, and are

then made the basis for a so-called judgment creditor's

action, the purpose of which is to set aside the illegal

transfer. If this is accomplished, the goods can be

1 Digests of exemption laws may be obtained and should be at hand
for instant reference. A good collection of such laws, as well as of other

statutes enacted by the legislatures of the various states, is that con-

tained in Martindale's "American Law Directory" (New York). That

'

volume presents a large amount of legal information that is of interest

in all credit matters.
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taken in satisfaction of the judgment and of the costs

of the various legal proceedings.

The burden of proving fraud is on the creditor, and

difficulties that tend to prevent proof always present

themselves. The vigilant creditor will anticipate

these difficulties by a little detective work in season,

and the credit man who "has a nose" for fraud and

who can present to his lawyer concrete evidences of

underhand work on the part of the debtor,, is a valu-

able factor in the recovery.

17. Bulk Sales Law.—In cases of litigation the

burden ordinarily rests on the creditor to prove that

the debtor is guilty of making a fraudulent transfer,

but according to modern statutes conditions are re-

versed if the debtor transfers his goods in bulk—i.e.,

not in the ordinary course of trade.

18. Receivers.—When there is question about the

ownership of property, and there is danger that some
person who may have a rightful claim upon it will

suffer if the present owner continues in possession, a

court will appoint a receiver to take charge of the

property till all claims can be determined judicially.

Suppose, for example, that the debtor has title to an
apartment house that is heavily mortgaged. The
debtor may be collecting his rents and squandering

them, instead of paying the taxes and the mortgage
interest, thus courting foreclosure instead of protect-

ing his equity for the benefit of his creditors. These
facts would move an equity court to take over the

property thru the instrumentality of a receiver. In
VIII— 20



288 CREDIT AND THE CREDIT MAN

the Province of Quebec a sequestrator would be ap-

pointed by the court upon petition.

19. Garnishment.—The term garnishment apphes

to the legal process whereby property which belongs

to a debtor, but which is in the hands of a third party,

may be reached to satisfy the debtor's debts. By
means of this process all forms of property may be

reached, including even a part of the debtor's salary.

Garnishment proceedings are generally governed by

the statutes of the several states or provinces which

must be consulted in order to find out how and to

what extent each jurisdiction permits the use of this

form of securing payment.

20. Attachment.—It has already been stated that

the procuring of a judgment is merely one of the steps

in the legal collection of a debt. Even when a suit is

diligently prosecuted, from the serving of a summons

to the entering of a judgment, so much time may
elapse that a fraudulent debtor may have ample op-

portunity to make himself "judgment-proof" by mov-

ing his property to another jurisdiction or by giving

it away. The law provides the creditor with a so-

called provisional remedy against this practice. The
creditor may begin his action by attaching the debtor's

property. In this case affidavits are submitted to the

court which, on being satisfied that there is ground

for applying the remedy, will order that the property

of the debtor be seized and held before judgment. If

after that the creditor gets a judgment, he is imme-

diately in a position to satisfy it. If, however, he
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fails to get a judgment, the property is released and

the plaintiff is bound to pay all the costs and dam-
ages. To guarantee payment he is required to put up
a bond when the attachment proceedings are insti-

tuted. Since the costs and damages are relatively

heavy, attachment proceedings must be very carefully

begun and as carefully prosecuted. Any of the fol-

lowing conditions generally constitute grounds for an

attachment: (l) if the defendant is a foreign cor-

poration or a non-resident individual; (2) if the de-

fendant has evaded the service of the summons; (3)

if he has concealed himself; (4) if he has disposed of

his property with intent to defraud creditors; (5) if

he has made a false statement in writing regarding

his financial responsibility.

Attachment is generally regarded as an extreme

remedy—one not to be resorted to without first secur-

ing competent legal advice. Sometimes instead of

actually seizing the property it may be better to

obtain an injunction forbidding the debtor to dispose

of it. If this method is adopted and the plaintiff sub-

sequently fails to get a judgment, the damages he

would have to pay the defendant would not be so

heavy as if he had seized the defendant's property

and then failed to win the case.

21. Imprisonment for debt.—Altho imprisonment

as a punishment for debt is today seldom resorted to,

the debtor may, in some cases involving moral turpi-

tude, be imprisoned if his judgment debt is not paid.

Generally the summons or pleadings must contain
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some notice that the plaintiff intends to have the

debtor imprisoned if the latter loses the case and still

refuses to pay what he owes. This provision gives the

debtor opportunity to defend an action which other-

wise he might permit to go by default. Such pro-

cedure is generally allowed when the debtor has been

guilty of fraud in incurring the liability, or has

fraudulently disposed of his property. Since this

remedy, like garnishment, is statutory, the method of

using it and the extent to which it may be used varies

in different states and provinces.

22. The criminal law as a remedy.—It is a general

principle of law that creditors may not use the crim-

inal courts as collection agencies. And this, notwith-

standing the fact that there have been many instances

in which a fraudulent debtor has been as much a

menace to society as a common thief. Indeed the

individual can protect himself against the thief by
means of lock and key, but the fraudulent debtor is a

worse cheat. The law is in the latter case the sole de-

fense. Recognizing these facts, state legislatures

have recentl}^ enacted laws making it a crime for any

person to obtain credit by means of a false financial

statement. In Canada, under the Criminal Code, a

Dominion Statute, it is a crime to induce a person, by

a false pretense or representation made with fraudu-

lent intent, to act upon such representation, as, for in-

stance, to part with goods. While the punishment of

the delinquent may in no wise help the defrauded

creditor, the demands made by society upon the credit
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man should be sufficiently strong to urge him to aid in

carrjdng out the provisions of the criminal law.

23. Shall we go to law?—An eminent English

lawyer, Mr. Maryatt, King's counsel, once expressed

the following opinion in regard to lawsuits

:

If any man were to claim the coat upon my back, and
threaten my refusal with a law suit, he should certainly

have it ; lest in defending my coat, I should find that I was
deprived of my waistcoat also.

Bouvier, the eminent legal lexicographer, defines a

good lawyer as one who, among other things, "is dis-

posed to avoid litigation." Certainly litigation is fre-

quently fruitless and is always expensive. A good
credit man will seek to avoid being caught in bank-

ruptcies and will as far as possible keep his concern

from the need for litigation by guarding well against

improper credit extensions. But if it appears neces-

sary to resort to the courts, he will first ask, "If I do
get a judgment can I collect it?" Then he will re-

member that to get his judgment and to collect it he
will need "a good cause, a good purse, a good counsel,

a good judge, a good jury and good luck."

REVIEW
Examine the claims made for credit insurance, and formulate

answers to meet these claims if they appear to you as not well
sustained.

Why would you commend the work of the adjustment bureaus?
When may a shipper exercise the right of stoppage in transitu,

and when is he debarred from exercising that right?
How are goods recovered when there has been misrepresenta-

tion or fraud?



CHAPTER XVII

BANKRUPTCY

1. Meaning of bankruptcy.—In ancient Rome,
when a money-changer became insolvent, he was put

out of business by his associates who broke the bench

upon which he kept his stacks of coin. Some people

believe that this rupture of the bench or bank is the

explanation of the derivation of the word bankrupt.

Certainly the process indicates very nearly what hap-

pens today. A man is insolvent; then the condition

is proclaimed, not, to be sure, by the breaking of a

bench, but by the signing of a decree of bankruptcy

by a competent court.

Bankruptcy, then, may be defined as a process pur-

suant to some statute whereby an insolvent is declared

a bankrupt, his property taken and equitably distrib-

uted among his creditors, after which he is discharged

from further liability. Under the older bankruptcy

acts of Anglo-Saxon jurisprudence, the object was to

get the insolvent's property, but the later legislation

recognizes the importance of the discharge from lia-

bility as a means of renewing the economic vitality

and effectiveness of an unfortunate debtor.

2. Meaning of insolvency.—The law recognizes two

definitions of insolvency. When a man has plenty
292
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of unliquid assets—a person is said to be land-poor

for example—and cannot pay his debts as they ma-

ture in the ordinary course of business, he is said

to be insolvent. He may have plenty of wealth ; what

he needs is time to get it into the proper form to use

it for discharging his obligations. If his creditors try

to force the process of conversion by getting judg-

ments, seizing parts of the property and offering them

at forced sale, the value of the property, disrupted

and deprived of the opportunities of fair bargaining,

may shrink to an amount actually less than the aggre-

gate of the indebtedness. The appointment of a re-

ceiver will prevent this helter-skelter seizure of prop-

erty, and time may be obtained to make a reasonable

sale. Frequently, when the true condition of the

debtor is understood some arrangement will be made
to give him a reasonable extension. Receiverships

are thus a very important aid in the work of the

credit man.

Another definition of insolvency contemplates a

debtor whose assets are, at a fair valuation, less than

his liabilities. It is this definition that is recognized

by the bankruptcy law, which provides that the pre-

requisite of bankruptcy must be insolvency.

3. Bankruptcy and insolvency laws.—At one time

in England the difference between bankruptcy and
insolvency was quite different from what is indicated

in the preceding section. In those days only traders

became bankrupts. Gentlemen of leisure became in-

solvents, and since trading was regarded as unrefined,
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and "tradesman" was a word which when applied to a

person of gentle birth lowered his social rank, to call

a nobleman a bankrupt was sufficient cause for a

slander suit.

The distinction between insolvency laws and bank-

ruptcy laws today does not rest on these considera-

tions. Technically there is no difference between

these laws, but by general custom the words "bank-

ruptcy law" in this country are reserved for the fed-

eral act and the words "insolvency laws" are gener-

ally applied to the state acts.

4. State and Federal laws.—Congress is given

power to pass uniform bankruptcy laws for all states.

If Congress does not exercise that power the states

may have their own insolvency acts. Thus we find

on the statute books of almost every state a bank-

ruptcy law that is inoperative because the Federal

bankruptcy act has superseded it. But the opera-

tion of the state laws is simply held in suspense, for

if Congress should repeal the Federal act, as has been

done on several occasions, the state acts would im-

mediately spring into force.

The present Banki-uptcy Act dates from 1898,

amendments having been made in 1903 and 1910.

5. Two kinds of bankruptcy.—Under this act, the

proceedings which result in the decree of bankruptcy

are begun by filing a petition. This petition is a

written document alleging the essential facts neces-

sary to warrant the court in adjudicating the insol-

vent person a bankrupt under the terms of the statute.



BANKRUPTCY 295

If the petition is signed by the debtor himself, and
proceedings are thus begun by him, the bankruptcy

is said to be voluntary. In such a case the main ob-

ject proposed is the final discharge of the debtor

from liability. If, on the other hand, the petition is

signed by creditors, the proceedings are called in-

voluntary, and the main object is to get the bankrupt's

assets and to apply them ratably to the payment of

his debts. Thereafter the bankrupt may apply for

his discharge just as he would in voluntary bank-

ruptcy.

6. Contents of the petition.—Petitions may be filed

against any person who might seek voluntary bank-

ruptcy, with the exception of farmers or tillers of

soil and wage-earners earning less than $1500 a year.

Besides showing that the alleged bankrupt is a per-

son capable of being declared a bankrupt, and is in-

solvent, the petition must show that the debtor owes

at least $1000 in the aggregate. If the proceedings

are involuntary the petition will have to be signed

by three creditors whose aggregate claims amount to

at least $500, or by one creditor with a $500 claim if

the total number of creditors, excluding certain near

relations, are less than twelve. Moreover, it is nec-

essary to allege in involuntary proceedings that the

debtor has committed a so-called act of bankruptcy.

7. Acts of bankruptcy.—The fact that a person

happens to be insolvent is not suflicient reason for set-

ting the machinery of the bankruptcy courts in mo-
tion. These courts exist for the purpose of protect-
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ing creditors and helping insolvent debtors to gain a

new lease on life. If the .latter object alone is to be

attained let the debtor begin his voluntary proceed-

ings. But until the creditors' rights are jeopardized

the courts need not interfere on the ground of pro-

tecting the creditors' claims.

The Bankruptcy Act, therefore, enumerates five

acts which, when coupled with insolvency, are grounds

for believing that the rights of the creditors as a class

are in danger. When the creditors can prove that

one of these acts has occurred, the insolvent debtor

will be declared a bankrupt.

8. The five acts of bankruptcy.—The acts of bank-

ruptcy enumerated by the statute are as follows

:

(1) Transferring or concealing property with the

intent to defraud or hinder creditors.

(2) Granting preferences. If a debtor pays an

antecedent debt due to one creditor he thereby di-

minishes his estate applicable to the payment of his

other debts.

(3) Preferences permitted by legal proceedings.

When a creditor gets a judgment, he is entitled to

seizure of such a part of the debtor's estate as will

satisfy the judgment. If the execution sale actually

takes place it will have the same disastrous effect on

other creditors as a voluntary payment. Hence un-

less the proceedings are vacated within five days of

the date advertised for the sale, the debtor will be

deemed to have committed an act of bankruptcy.

(4) An assignment for the benefit of creditors or
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the appointment of a receiver is ground for an appli-

cation to the bankruptcy courts. This explains, no

doubt, why assignments generally are not made.

They simply invite bankruptcy proceedings ; why not,

therefore, begin the proceedings at once?

(5) Written admission of insolvency and willing-

ness to be declared a bankrupt is the fifth ground.

Before 1910, it was frequently used by insolvent cor-

porations, because prior to an amendment of that year

corporations could not become voluntary bankrupts.

Any one of these acts, conmiitted while the debtor

is insolvent, and within four months of the filing of the

petition, is sufficient to move the court to sign the

decree.

9. Provisional remedies pending adjudication.—
Suppose an involuntary petition has been filed. The
facts stated in it may be denied by the alleged bank-

rupt. He has at least five days in which to answer.

That time will give a dishonest debtor ample op-

portunity to lay up stores against the time when he

will emerge from the period of bankruptcy by an

unmerited discharge. But the law is adequate to

meet the situation, and a wide-awake credit man will

be diligent to use every resource which the law af-

fords.

In the first place an order may be obtained for the

immediate seizure of the debtor's goods, or he may be

enjoined from disposing of them. If he disobeys the

injunction, he may be jailed for contempt of court.

If the insolvent tries to evade bankruptcj^ or examina-
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tion of his assets by leaving the jurisdiction of the

court, apphcation may be made for his immediate

arrest. Moreover a creditor need not wait till a

debtor has been declared a bankrupt but may begin

separate actions to have illegal and fraudulent trans-

fers of property set aside. These actions will be con-

tinued afterward, virtually as a part of the bank-

ruptcy proceedings.

The usual remedy sought by creditors is the ap-

pointment of a receiver. This officer can then pro-

ceed to reduce all property to possession and can be-

gin to straighten things out for the trustee.

10. Trial and reference of proceedings to referee.

—After the alleged bankrupt is given a reasonable

opportunity to deny that he should be declared a

bankrupt, either the petition is dismissed because it

has not been sustained by proof, or the decree is

signed—either on account of the bankrupt's failure

to answer or because the facts alleged in the petition

are found to be sufficient and true. The usual course

is the signing of a decree upon default.

The proceedings are then referred to a referee who
really has charge of the entire matter from this time

on with the exception of the confirmation of any pro-

posed composition with creditors and the final dis-

charge of the bankrupt. These proceedings must

again come before the court. Referees are appointed

by the federal court for a term of two j^ears. They
have such intimate relations with all the proceedings
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that the law provides for at least one referee in each

county.

11. Meetings of creditors.—The referee attends all

examinations of the bankrupt, declares dividends, re-

quires the filing of schedules and notifies creditors.

His first act is usually to call the creditors' first meet-

ing at which a trustee is elected by the creditors and

the amount of the trustees' bond is fixed. Creditors

are often of great assistance to receivers and trus-

tees in giving suggestions, and it is important that

they attend meetings. But they do not run the es-

tate. The court always retains jurisdiction and in ef-

fect merely seeks the views of the creditors in order

to come to a wise decision. Notices of meetings and
other proceedings should be carefully observed and
filed away for future reference.

12. Trustees in bankruptcy.—As soon as the credi-

tors can get together they elect a trustee who takes

the custody of the property from the bankrupt or

from the receiver. The election of the trustee is usu-

ally made on the basis of two votes—one on the

per-creditor basis and the other on the per-dollar-of-

claims basis. If both votes result in the selection of

the same candidate his election is usually approved by
the referee. If there is a conflict in the results of

the two votes the referee appoints a trustee—usually

the person who received the largest number of per-

creditor votes.

Probably in most cases the selection of the trus-
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tee comes about in the following way: After the pe-

tition in bankruptcy has been filed, the attorneys for

the petitioning creditors ask for a receiver. When
the receiver is appointed, application for counsel for

the receiver is made and the same attorneys are re-

tained. Subsequently the receiver is likely to be

elected trustee of the estate since he has the claim

of being familiar with its affairs. Then, upon appli-

cation for the appointment of counsel for the trus-

tees, the same lawj^ers are again retained. In this

way the matter is practically always under the guid-

ance of the lawj^ers of the petitioning creditors.

The trustee takes title to the bankrupt's property

and does all things necessary, even to the bringing

and defending of actions, to conserve the estate for

the benefit of the creditors.

13. Duties of bankrupt.—The bankrupt is required

to help in the administration of his estate, and he is

a wise person who undertakes this task willingly and

earnestly. The bankrupt must attend such meetings

and submit to such examinations as may be deemed

necessary. Indeed, the receiver and the trustee in

seeking to discover all the bankrupt's property in

order to reduce it to possession may examine not only

the bankrupt, but his friends, family and associates.

When claims are made against the estate, the trustee

usually consults with the bankrupt to see if the claims

are valid. Moreover, tlie bankrupt is required to file

schedules of his assets and debts.

14. Schedules.—As was pointed out before, the
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bankruptcy proceedings include besides the discharg-

ing of the bankrupt from his debts the gathering up
of the assets and the applying of the assets to the

payment of liabilities. The schedules in bankruptcy

are, therefore, an index to the entire proceedings.

They list all the assets and arrange the liabilities in

the order in which they will have to be paid.

In voluntary proceedings the schedules must be all

ready to file with the petition. In involuntaiy pro-

ceedings they are filed within ten days after the de-

cree has been signed. In either case they are filed

on standard forms which can be procured at any law

stationers.^

15. Valid, provable and allowable claims.—The dif-

ference in the words "valid," "provable" and "allow-

able" as applied to claims against a bankrupt's estate

is important and should be understood at the outset.

First, let it be known that allowable claims must be

provable and must be proved before the question of

allowance arises and that all provable claims must be

valid. Therefore, there may be valid claims that are

not provable and provable claims that are not allow-

able.

16. Valid claims.—A claim is valid which outside

1 The reader who desires to complete his information on this subject
will do well to apply at the office of the clerk of a federal district court
for all the papers in any bankruptcy proceeding that strikes him as being
interesting. For this purpose he should first consult the bound register
of proceedings and select a contested involuntary case in which a receiver
has been appointed, The papers beginning witli the petition and ending
with the discharge can then be examined carefully and will serve to make
much that is contained in this chapter concrete and to impress it on the
memory.
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of bankruptcy proceedings is not subject to any de-

fense that might be raised by the debtor. A vahd

claim must have foundation in law. Thus, for ex-

ample, if a father is bankrupt, some person whom his

minor son has injured might make a claim against the

bankrupt's estate. The claim would not be valid

since every infant is responsible for his own wrongs.

In this case no question as to the provability of the

claim would arise. The claim would be rejected im-

mediately since it is not valid.

17. Provable claims.—Before claims may be al-

lowed against the estate, they must be proved. This

is done, to use the words of the Bankruptcy Act, by

the creditor who files a formal affidavit "setting forth

the claim, the consideration therefor, and whether any,

and if so what, securities are held therefor and

whether any, and if so what, payments have been

made thereon, and if the sum claimed is justly owing

from the bankrupt to the creditor."

The United States Supreme Court is given power

to supplement the bankruptcy law in such ways as

it may deem expedient. In some of its general or-

ders it has prescribed the form in which proof of
j

claims shall be made. The creditor will do well to

follow this form by procuring an official blank from
,

a law stationer. Wlien the claim is on a promissory |

note, the original note should be attached to the

proof of claim.

Generally, tort claims such as claims for damages

from negligence, slander or trespass, and contingent
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claims are not provable. Rent due or accrued before

tlie petition is filed is provable ; rent due after the pe-

tition is filed may not be used as a claim against the

estate unless the trustee elects to treat the lease as

an asset of the estate. Claims actually arising be-

fore filing the petition, tho payable thereafter, are

provable. Claims arising after the petition is filed

are not provable and remain as a charge against the

bankrupt after his discharge in bankruptcy.

As we shall see, bankrupts are not discharged from

the burden of judgments obtained for fraud, deceit

or the like, but the claims arising therefrom are prov-

able. Unliquidated contractual debts are provable

but must be liquidated before being allowed. Thus
a doctor may prove his claim for services, but the

amount due must be settled before the claim can be

allowed.

Provable claims must be proved within one year

from adjudication. The credit man as a matter of

good business should proceed immediately to file his

claim as soon as he learns that the decree has been

filed.

18. Allowable claims.—Usually before the first

meeting of creditors, many proofs of claims will have

been filed. If they are not in proper form or if they

are in the class of unprovable claims, they will be re-

jected. If, however, they are provable and have been

proved, the next question to decide is whether they

shall be allowed. Generally all provable claims are

allowable. The two important exceptions are first,
VllI— 21
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secured claims which are allowable only to the ex-

tent of the difference between the amount of the claim

and the value of the bankrupt's property securing

the claim, and second, claims with voidable prefer-

ences which will not be allowed till the preferences

are surrendered.

19. Voidable preferences.—A preference is defined

by the Bankruptcy Act as follows

:

A person shall be deemed to have given a preference if,

being insohent, he has, within four months before the fiHng

of the petition or after the fihng of tlie petition and before

the adjudication, procured or suffered a judgment to be

entered against himself in favor of any person, or made a
transfer of any of his property, and the effect of the en-

forcement of such judgment or transfer will be to enable

any one of his creditors to obtain a greater percentage of

his debt than any other of such creditors of the same class.

Where the preference consists in a transfer, such period of

four months shall not expire until four months after the date

of the recording or registering of the transfer, if by law

such recording or registering is required.

We saw that a preference, within this definition,

constituted an act of bankruptcy (Section 8 of this

chapter) . Beyond what is necessary to prove that a

preference has been given constituting an act of bank-

ruptcy it must be shown that the creditor knew or

had reason to know that he was being preferred.

If this can be shown, then the preference, if it con-

forms to all the other requirements of the above defi-

nition, will be voidable, and as we saw, the creditor

will have to give up the preference if he wants to get
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any further benefits from the estate by having his

claims allowed.

20. Priority of debts in distribution of bankrupt's

estate.—In dividing the bankrupt's assets among
creditors certain priorities are established by the law,

the order being as follows

:

1. Taxes due United States government.

2. Other taxes.

3. Cost of preserving and administering the bank-

rupt's estate.

4. Fees paid to the court clerk by creditors and

one fee for attorney of bankrupt or petitioning credi-

tors.

5. Wages, not exceeding $300, earned during three

months prior to the filing of the petition.

6. Claims secured by valid unavoidable liens.

7. Debts given priority by United States or State

laws.

The claims in each class will have to be paid in full

before claims in any subsequent class can receive any

payment whatever. The last class to be paid is the

general unsecured claims.

21, Dividends m bankruptcy.—As was stated in

the previous section, general creditors are entitled to

no dividends whatever until the priority claims have

been taken care of. If, after these have been paid,

there is a surplus equal in amount to five per cent

of the general claims, a dividend must be paid on

them within 30 days of the adjudication of bank-

ruptcy ; and thereafter dividends must be paid when-



306 CREDIT AND THE CREDIT MAN

ever the realized surplus equals 10 per cent of the

general claims. The law also provides that the first

dividend cannot exceed 50 per cent of the general

claims, that the final dividend must not be paid within

three months of the adjudication and that the divi-

dends must not be less than two in number.

22. Composition with creditors.—Every credit man
knows that litigation is expensive. If it becomes evi-

dent that the bankrupt is honest and that there is to

be little difficulty in ascertaining the amount of his

estate, it may be wise to permit him to handle his own
affairs and to accept his proposal to pay so many
cents on the dollar as a full discharge of his duties.

In determining whether a composition shall be ac-

cepted or not, due consideration must be given to the

honesty and ability of the bankrupt, to the possible

value of his estate and to the number and size of

the claims that will probably be presented and al-

lowed.

A composition with creditors must always be con-

firmed by the court. If it has been confirmed, the

bankrupt may apply for his discharge. Under the

law the court cannot confirm a proposed composition

unless the following conditions have been met. (1)

the schedules must have been filed; (2) the bankrupt

must have been examined; (3) the composition must

have been accepted in writing by the majority of

the creditors representing more than half the bank-

rupt's debts; (4) enough money must have been de-

posited in amount to pay (a) the composition, (b)
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the cost of court proceedings, (c) preferred debts in

full; (5) the judge must be satisfied that the composi-

tion will best serve the interests of all the creditors;

(6) it must be established that the bankrupt has not

committed fraud; (7) the composition must not be

fraudulent; (8) the composition must not be for much
less than the real value of the estate. When the ap-

plication is being made for the confirmation of the

composition, any creditor may object at the hearing

and raise the objection that any one of the conditions

above enumerated is lacking. After hearing all sides,

the court can use its own discretion in confirming or

rejecting the composition.

23. Discharge of hankrupt.—As was indicated

above, one of the main purposes of bankruptcy laws

is to discharge the bankrupt debtor, thereby giving

him a new start in life. Under the present bank-

ruptcy act this discharge may take place any time

after one month from adjudication. Application for

a discharge must be made within twelve months of

the adjudication of bankruptcy, but this time may be

extended six months by the court. The bankrupt

cannot be discharged from liability for his debts if

he is guilty of fraud or has been previously dis-

charged in bankruptcy within six years.

24. Debts not discharged in hanlxruptcy.—The ef-

fect of a discharge generally is to cancel all liability

on debts incurred before the filing of the petition. A
discharge in bankruptcy, however, does not cancel

the following debts:
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1. Those incurred after the petition has been filed.

2. Taxes.

3. Liabilities for obtaining property under false

pretenses.

4. Liabilities for wilful or malicious injury to prop-

erty or persons.

5. Alimony.

6. Support of wife or child.

7. Debts not scheduled in time for proof and al-

lowance unless it can be shown that the creditor had

actual notice of proceedings.

8. Debts arising out of the bankrupt's breach of

fiduciary obligations.

Liabilities falling in any one of the classes above

enumerated remain a burden on the bankrupt after

his discharge and the creditor will be justified in

seeking to enforce the obligation by taking any pro-

ceedings he might take if the bankruptcy proceed-

ings had never been instituted.

25. Advantages of Bankruptcy Act.—The Na-
tional Credit Men's Association has done an excel-

lent piece of work in keeping the present bankruptcy

act on the statute books. This act has frequently

been attacked by certain interests that would prob-

ably profit by a recurrence to the confusion in which

business was steeped when the property of insolvent

debtors was subject to administration under state

laws. The present Bankruptcy Act insures fair and
uniform treatment to all creditors and provides a safe

method of reaching an insolvent debtor's property.
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26. Canadian practice.—There is no national bank-

ruptcy or insolvency law in Canada, and there has

not been since 1880. Each province has its own

insolvency laws and procedure. In none of the prov-

inces is a debtor discharged by becoming an insol-

vent. If the dividend from his insolvent estate does

not meet the claims of his creditors in full, they have

their recourse for any balance so long as their claim

is not outlawed. The discharge from further liability

is an incident of bankruptcy legislation, and as such

could only be enacted by the Dominion parliament.

The general effect and purpose of the provincial in-

solvency laws is to secure a ratable distribution of an

insolvent's estate among his creditors.

27. Procedure.—A trader who finds himself in dif-

ficulty may make a voluntary assignment of his es-

tate for the benefit of his creditors. The assignment

may be made to the sheriff of the county, to an official

assignee or to a resident of the province approved by

a majority of the creditors whose claims amount to

$100 or more.

In Quebec alone can a debtor who is in insolvent

condition and yet refuses to assign, be forced to do

so. He must either pay or be subject to civil arrest,

in which case his assets are seized and dealt with for

the benefit of creditors.

In the other provinces much the same practical re-

sult is secured by proceeding under the provincial

Creditors' Relief Act. In the first place, if an in-

solvent trader refuses to assign, an action may be
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brought by one creditor on behalf of himself and all

other creditors of the same class, and under his judg-

ment all the assets may be sold and the proceeds rat-

ably distributed among any executive creditors and

other creditors who prove and file their claims within

the proper delays.

On the other hand, if a judicial assignment is made,

then another procedure is followed. In most of the

provinces, other than the Province of Quebec, a copy

of the assignment with an affidavit of a witness must

be registered—generally at the office of the county

court clerk, tho in some provinces at the office for

registry of deeds. In all the provinces the assign-

ment must be advertised in the Official Gazette and

in one or more newspapers. This notice calls the

creditors to a general meeting and notifies them to

prove and file their claims. Claims should be accom-

panied with such vouchers as the nature of the claims

permits. At the general meeting a curator is ap-

pointed, and he proceeds to get in all assets, to real-

ize on goods and property, paj^ privileged claims and

pay a dividend to ordinary creditors.

28. Fraudulent conveyances and transfers.—Gifts

or other gratuitous contracts made when a person is

unable to pay his debts in full or knows that he is on

the eve of insolvency, are deemed to be made with

intent to defraud creditors, and may be set aside.

That is the general rule of the English law provinces.

In Quebec eveiy conveyance or transfer of either per-

sonal or real property with the intent to delay or de-
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fraud creditors by any person who knows he is on the

eve of insolvency is void against such creditors, pro-

viding the other party to the contract knows his in-

tention and acts in collusion with him. So also a

large payment of money or a transfer of property by

an insolvent to a creditor knowing his insolvency, is

deemed to be made with intent to defraud, and such

creditor may be compelled to make restitution or pay

the value, for the benefit of all creditors concerned.

And generally, where a debtor in insolvent circum-

stances, or on the eve of insolvency, voluntarily, or

thru force, gives a confession of judgment that has the

effect of defeating or defrauding his creditors, or of

giving one or more a preference over others, the judg-

ment is void and cannot be executed. So also a sale

on credit to a person who knows of the vendor's in-

solvency is generally held as fraudulent as against

creditors, in that it hinders and delays them. A chat-

tel mortgage to secure a creditor, or in settlement

of a debt previously contracted, or to secure a surety,

if given within sixty days of an assignment, is void as

toward other creditors. In Ontario by an amend-
ment passed in 1910, if an assignment is made within

sixty days after a transaction that has the effect of

giving one creditor a preference over others, such

transaction is presumed to be performed with that

intent.

29. Fraud by insolvent traders.—It is not deemed
fraud, legally speaking, for an insolvent trader to

continue to purchase goods without disclosing his true
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position, where no questions are asked. If ques-

tioned, he must either state the facts or refuse the

information, leaving the other party free to accept the

order or reject it. But if he represents that he is

solvent when he is not, in order to get goods on

credit, his act is fraudulent. If the seller discovers

the true facts he may refuse delivery or stop the goods

in transit. He may also have the dealer arrested for

giving false replies.

The effect of these statutes in their leniency is cer-

tainly to discourage a trader who is deeply involved

from continuing in business, as he may manage to

pull out safely. He is not bound to publish his finan-

cial difficulties to the world.

30. Winding up of companies.—In an earlier sec-

tion it was said that in Canada there is no Domin-
ion bankruptcy or insolvency act. This statement

must now be qualified in this respect, that there is a

Dominion Winding-Up Act, applicable to incorpo-

rated companies. The Dominion Winding-Up Act
applies to all trading com2)anies, wherever incorpo-

rated, doing lousiness in Canada, which are insolvent.

Provincial Winding-Up Acts apply only to compan-

ies, not insolvent, which are in voluntary liquidation.

The courts are entitled to protect the rights of Cana-

dian creditors upon the assets of a foreign company
doing business in Canada. Thus, suppose a company
incorporated and having its head office in France has

a branch in ^Montreal. If winding up proceedings are

begun against the company in France, the courts
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may, under the Dominion Act, order it to be womid

up so far as concerns its assets in Canada. If the

courts, on the other hand, order the winding-up of the

Canadian end of the business, the company's opera-

tions in the foreign country of its origin are not af-

fected unless its home creditors take similar steps.

31. Insolvency of a company: law determined.—

A

company is deemed insolvent under the Winding-up

Act:

(a) If it is unable to pay its debts as they become

due.

(b) If it calls a meeting of its creditors for the

purpose of compounding with them.

(c) If it exhibits a statement showing its inability

to pay its debts.

(d) If it has otherwise acknowledged its insolv-

ency.

(e) If it assigns, removes or disposes of its prop-

erty with intent to defraud, defeat or delay

creditors, or if it attempts so to do.

(f ) If, with such intent, it has procured its money,

goods, land or property to be seized under ex-

ecution.

(g) If it has made a general conveyance or assign-

ment of its property for the benefit of credi-

tors, or if without their knowledge and against

their interests it sells or conveys the whole or

the main part of its assets.

(h) If it permits any execution issued against it
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to remain unsatisfied for fifteen days, or to

within four days of the date of sale.

A company is deemed to be unable to pay its debts

as they become due, and to be insolvent, when a credi-

tor in a sum exceeding two hundred dollars has made
legal demand for payment, and the company has, for

ninety days in the case of a bank, and for sixty days

in all other cases, neglected to pay or secure or com-

pound for the sum claimed.

32. Duties of liquidator.—A winding-up order is

granted upon a petition to that effect. Upon the

petition being granted a provisional liquidator is ap-

pointed who takes possession of the company's assets

and affairs temporarily. A meeting of creditors,

shareholders and contributories is then called and a

permanent liquidator appointed. This officer makes

an inventory of the company's assets and a list of con-

tributories (that is, of shareholders whose stock is not

fully paid), and proceeds to collect all debts due the

company. He may be authorized to continue the

business temporarily. When he has liquidated the

assets, he prepares a dividend sheet of which he mails

a copy to all interested persons. If the dividend sheet

is not contested within a prescribed time he pays

any dividend and obtains his discharge from the court.

33. All claims ma?/ he proved.—All debts payable

on a contingency, and all claims against the company,

present or future, may be proved. A claim for an

uncertain amount will be given a fixed value by the
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court. The holder of a bill of exchange may prove

both for the amount thereof and for protest charges.

Damages for breach of contract may be proved.

Claims are proved by affidavit of the creditor or of

someone acting for him.

34. Bulk sales.—In several of the provinces there

exist Bulk Sales Acts. The general effect of these

is that it is made the duty of every person who pur-

chases a stock of goods in bulk and thus out of the

usual course of business of the vendor, before making

settlement by cash, note or check, to demand and re-

ceive from the seller a statutory declaration giving the

names and addresses of his creditors and the amounts

he owes. The purchaser is then to retain sufficient

of the purchase price to pay these debts. If this is

not done and the creditors are not paid, the whole

transaction is deemed fraudulent and void, as respects

any creditor who is prejudiced as a result.

REVIEW

What is tlie derivation of the word "bankrupt"?
What difference do you note between insolvency and bank-

ruptcy ?

Who may not become voluntary bankrupts ?

What do you understand by acts of bankruptcy?
What is the difference between a referee and a trustee iii

bankruptcy ?

Under wliat circumstances would you feel justified in filing

a voluntary petition in bankruptcy?



CHAPTER XVIII

THE ROLE OF THE CREDIT DEPARTMENT IN DE-
VELOPING BUSINESS

1. Relation of collection to sales department,—It is

just as foolish to take unnecessary risks in selling

goods as it is to take unnecessary risks in buying or

manufacturing. But the means taken to minimize

the selling risks thru the medium of the credit man and

his department are susceptible of a much broader ap-

plication than has been the practice in the past. The
credit man can do a gi-eat deal more for the upbuild-

ing of a business than simply to act as a police force

to discourage the wrongful appropriation of the com-

pany's products.

Among sales managers generally there is perhaps

too slight a realization of the important part in gen-

eral sales policy and strategy which credit and col-

lection methods are capable of playing. Since no

sale is complete until the money is collected and in

the bank, it follows that the whole credit and collection

policy of a business is basically a sales policy. Up to

the present time it has been an unwritten law that a

salesman must not set foot in the credit department;

that the functions of the credit man and the seller of

merchandise were as far apart as the poles, and thnf
316
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the latter might justly regard the credit department

with an unfriendly eye. To the salesman the cus-

tomer was the man who gave him liberal orders and

when any of these were declined or even held up for

investigation, he felt that the credit manager was a

narrow minded individual who cared nothing for the

fact that he might be disturbing friendly relations

with customers and was never so happy as when de-

priving the salesman of credit for a sale. Happily

this attitude of mutual dislike and distrust is disap-

pearing before a growing realization by both sales-

men and credit men that each is indispensable to any

real success to be attained by the other.

2. Every salesman an assistant credit man.—In a

well coordinated organization, looking after credit is

not to be considered as a side issue with the salesman,

since it is part of his selling. A bill of goods which

is not paid for is of no use to the salesman. Why,
therefore, solicit orders which are likely to have this

result ?

Since in any business a large proportion of the

sales comes thru the men in the field and the profits

are derived thru a rapid turnover, it is the function of

both sales and credit departments to quicken this turn-

over by insuring that credit sales are soon translated

into cash.

As selling goods to poor credit risks means a waste
of time, the credit man's first duty is to work con-

structively with the salesmen of the house to make
them realize the fact. Too many credit men think
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they have nothing to do except to prevent losses after

orders are booked by turning down in cold blood those

which appear to be questionable without any attempt

to show the salesmen the reasons for doing so and

thus prompting them to exercise greater care in the

future.

Just as the salesman must deal with prospects man
to man, a credit man to get the best results must like-

wise deal man to man with the debtor. The credit

man cannot meet each one personally but he can know
all that he should know about them if he trains the

house salesmen to judge risks and to act as if they

were really his assistants at the time the order is taken.

If the credit manager is to help train salesmen to

become really useful as credit scouts and do the work

of assistants on the credit staff as mtII as on the

sales, he must be well informed regarding all selling

plans and policies and work in close harmony with

them.

No sales or advertising campaign should be

launched that the credit man has not helped in his way
to plan. AVith such relations established there will

be no division of interest between the sales and credit

departments. Salesmen will soon realize that know-

ing the customer's financial affairs intimately is as

much a part of their business as knowing what the

customers want to buy. Under such conditions of

joint responsibility selling expenses, as well as credit

losses decrease, and sales and profits increase. Lost
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motion is eliminated when everybody gets around to

the same viewpoint.

3. Credit man as a salesman.—This harmonizing of

the sales and credit viewpoint, however, is not to be

accomplished by words alone. Salesmen will judge

from the credit man's actions as well. The latter must

know the salesmen intimately and keep them in close

touch with everything he is doing which will affect

their customers. Salesmen should receive reports

concerning them and their accounts. If there is a

dispute or threat of trouble it should be referred to

the salesman in the territory to get the facts rather

than write the customer directly, because the salesman

has an intimate personal knowledge of the situation

and the credit man has not. Orders should not be

turned down without first finding out w-hat the sales-

man has to say about the debtor. If his report does

not correspond with that of the local agencies or the

attorney then an effort should be made to find out

who is right.

Where new territory is being opened it is particu-

larly necessary for credit and sales de])artments to

work in close harmony. It is sometimes possible for

the credit man,thru the machinery of his department

for gathering information, to prepare the way in ad-

vance for the salesmen thru a combing of all prospects

listed in the territory,and by securing advance credit

reports on them in order to guide the sales efforts

most effectively.

VIII— 22
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4. TJie nerve center of the business.—The credit

department, judged in the hght of its position to help

all other departments of the business and the cus-

tomers with whom it deals, can be of great service both

to customers and the house. Situated as it is in rela-

tion to all other functions of the business, the credit

desk is the natural place for customers to come with

complaints, requests for adjustments, allowances and

hard-luck stories generally. Any serious shortcom-

ings of which the house has been guilty in the way
of service rendered, deliveries, shortages, defective

quality, and the like on which a debtor may hang an

excuse for postponing or refusing payment, are natur-

ally brought to the credit manager for relief.

Being given this first-hand knowledge of other peo-

ple's troubles, what more natural than that the credit

man should act as peace-maker. In the process of

smoothing over, explaining and making amends for

the faults committed by members of the house, he

should be the one to initiate constructive measures

to help the customer get out of troubles that are due

to the fault of no one but the customer himself. The
modern credit man is Milling to assume this difficult

role, because it pays to do so. The alternative to a

debtor's bankruptcy and the probable loss of money
due the house makes it necessary that the credit man
be prepared to get on the ground, analyze the cus-

tomer's troubles and, out of a real fund of tested

merchandising experience, help him to get back on his

feet once more.
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5. The credit man as a service man.—After analyz-

ing the most troublesome accounts it is usually found

that lack of real business knowledge and experience

is the most frequent cause of failure to pay. The

customer does not lack good intentions but he either

does not know the cause of his own weakness or he

does not realize it strongly enough to reform his ways.

Often a timely suggestion, if it comes from the man
who checks his orders for shipment and at a time when

the customer is asking some favor, will do more to

work a reform than anything that cold-blooded pres-

sure could ever accomplish.

Sometimes the suggestion will take the form of

needed education in the principles of credit. Per-

haps it is an accounting system that is needed to show

the customer where he really stands. Again it may be

the need for more conservative buying or better collec-

tion methods. It is not an uncommon practice for

the credit man to have a representative, some one ex-

perienced in analyzing the conditions which surround

a sick business, who can be sent personally to pull a

merchant out of a hole. It stands to reason that if

this is accomplished the merchant in question is not

likely soon to forget the service rendered. It is not

necessary, however, to wait until a favorable time to

offer help comes. There is literally no end to the

constructive suggestions that may come from the

credit man before delinquency has had time to de-

velop. They may be offered in the fonn of dealer

help literature of all kinds. As a matter of fact,
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many concerns of national importance are working in

just this way.

6. Viemng the house advertising from the credit

angle.—It is not uncommon among business houses

who are accustomed to advertise vigorously to vote

that campaigns be launched in which the copy seems

to invite over-buying. Extravagance in language,

over-emphasis on bargain savings or seeming lavish-

ness in the offer of goods to any one on credit may
have the effect of bringing many new buyers to the

house, but may also result in attracting many who are

obviously weak financially, and in every way unsafe

to do business with. The advertising policy which

fails to take the ci'cdit point of view into account is

only storing up trouble and inevitable losses, to say

nothing of wasted effort on the part of the credit or-

ganization to redeem what it can from the business

taken under such conditions.

7. Bringing dead accounts to life,—While it might

be assumed that the task of keeping up a concern's

good name and its reputation for quality goods and

service is one that naturally falls to the sales or ad-

vertising departments, there is nevertheless a distinct

credit angle on this work also. Every account on

the company's books which is shown to be active is

proof of continued satisfaction with goods and

service. The fewer cases of dispute or dissatisfac-

tion over service or goods sold the less friction there

must naturally be to retard the business growth. It

is not the cases of known dissatisfaction, however, that
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should interest the credit man most. What he should

be more concerned about are the cases of which he

knows nothing because the customer has simply quit

buying and said nothing. Perhaps one of the most

fruitful fields for him to cultivate for the general good

of the business is the files of customers who have

ceased to patronize the house.

With facilities at hand he is in a position to secure

information as to causes and conditions which give

him the importance of a real first aid to the upbuild-

ing of the business. In retail lines it is quite commoB
to circularize the names on dormant account lists with

the idea of recalling to those who once patronized the

store, the convenience and advantage of doing so

again. The same idea is carried out in the relation

of the wholesaler or manufacturer with his customers.

8. Need for a broad credit policy.—The credit man
has a real personal interest in seeing the buyer thrive.

He knows full well that the percentage of credit loss

in his department is, roughly speaking, the symbol of

his efficiency, just as a sales manager knows that,

roughly, the volume of sales is his badge. Which of

the two then has the dealer's solvency most at heart?

The credit man knows that an abnormal number of

insolvent customers means his dismissal. He also

knows that the moment he tries to "play safe" and
pass credit only on gilt-edge risks, that same moment
the inside and outside sales force will insist on a

change of policy or a new credit head—and be backed

up in the demand by the board of directors. The
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sales department has no such narrow bounds. In

any ordinary business, the greater the amount of

orders turned in from all sources, except those which

are manifestly fraudulent, the better pleased will the

directors be. It therefore follows that the credit man
is apt to be the only individual in the merchandising

end of a business who must both keep dealers stocked

and keep them solvent.

There is a mistaken notion in some circles that

economy consists of doing without things. This is a

human and also a business fallacy. Were it sound,

machinery would be unknown and hand labor the uni-

versal rule. There is a mistaken notion in sales circles

that a dealer should be sold only as much as he in

turn can sell. On this principle a retailer's growth

is decidedly limited. The new thought in credit man-
agement is that the buyer should be made financially

sound by buying more—and of course, selling more.

The buyer should make a profit as well as the manu-
facturer, not because the buyer will not buy unless he

can see a profit, but because he should not buy unless

he can make a pii)fit.

After all, sound finance means as much to the buyer

as to the seller, and when the size of the manufac-
turer's business necessitates the hiring of brains spe-

cializing in finance and credits, the by-products of

those brains should be sales factors. The technique

of credit has improved wonderfully in a decade. The
steps toward the abolition of abuses of credit have

gone steadily onward. Few, however, have made
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more than a start toward the broader policy which

capitalizes credit as a sales-builder.

REVIEW

What should be the attitude of the sales department to the

credit department?
In what sense is the salesman an assistant credit man?
How does the credit man become a service man to the house

and to its customers?

Describe the relation, if any, of credit work to advertising.

How may the credit department create good-will for the busi-

ness?
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debtor essential, 230

See Collection of Money Due; Col-
lection—on a Friendly Basis;
Collection, Unfriendly Stages of

Collection Procedure, Stages in.

Friendly stages, 233-50; Notifica-

tion stage, 233; Reminder stage,

234; Offer of concession, 235;
Discounting notes, 235; Reproach
stage. 236; Acceptance drafts,

237; Sight drafts. 238; Tele-
phone calls, 239; Registered let-

ters, 240; Telegrams. 241; Dis
cussion stage, 242 ; Defective re-

mittances, 243; Writing to the
debtor's business acquaintances,
244; Reselling stage, 248; Un-
friendly stages, 251-71; Final

Collection Procedure, Stages in—cont'd
stages, 252 ; blaclc lists, 252

;

Offering debtors' accounts for

sale, 253; House collection
agency, 253 ; Final notice be-
fore suit, 255; Utilizing the bad
check law, 255; Selecting an at-

torney, 257; Using attorneys in
other cities, 260; Bonding No-
tice, 261; Using a third party
to "forward" claims, 265;
Using collection agencies, 268-271

Collection System,
Relations to credit department, 212;

Preparations for. 213; Need for
salesmanship in 227

See Collection of Money Due
Collection, Unfriendly Stages of,

Advisability of going to last ex-
treme in collecting. 251; Final
stages of collection procedure,
252; Black lists, 252; Offering
debtors' accounts for sale, 253;
House collection agency, 253

;

Final notice before suit, 255;
Utilizing the bad check laws,
255; Selecting an attorney, 257;
Using attorneys in other cities,

260; Using a third party to

"forward" claims. 265; Using
collection agencies, 268; How the
agency works. 269; Cooperating
with the attorney or agency, 270

Commercial Agency Report, 159
Example of, 159; Analysis of, 160

Commercial Transaction,
What is, 49; Advertising space as,

50
Complaints,
What is learned from, 19f

Contract Sales, 28
Cooperation,

Value of, with customer, 179
Cooperative Methods, in Credit In-

vestigation.

See Credit Investigation, Coopera-
tive Methods in

Credit,

Growth of, in modem business, 1

;

Meaning of, 2; General and in-

dividual aspects of, 2; Services
of, 4; Danger of excessive, 5;
Main points to determine, 8 : An
exchange of goods or service, for
a promise to pay in the future, 8;
Methods of granting, 9; Book
credit, 14-30; Documentary
credit, 31—57; Limitation of, 58;
Personal, 58 ; Two characteristics

of credit transactions, 59; Moral



3S0 INDEX

Credit—continued
character in relation to granting
of, 60 : The good moral risk in,

61 ; Mercantile, 63 ; Lines of

reasoning upon which credit is

granted. 64; Granting of, 80-96;
Turnover and, 81-85; Duration
of, 85; Terms of, in grocery busi-

ness, 87; Terms of, in hardware
business, 89; Terms of, in boot
and shoe business, 91; Terms of,

in men's and boys' suits, 93;
Terms of, in lumber business, 94;
Terms of, in furniture business,

95; Soxirces of credit information,

125-144; Necessity for credit

man to understand, 176; Essen-

tials of organization in depart-

ment, 182; Discrimination in the
granting of, 187

Credit Book,
See Book Credit

Credit Clearing,

Plan of, 131; Defects of, 132;
Credit Clearing House, 134; Giv-

ing credit advice by Credit Clear-

ing House, 136
Credit Clearing House, 134

Work, 134; Report of, 134, 135;
Giving credit advice, 136; Mem-
bership, 136; Basis of system,
137

Credit Department,
Essentials of organization, 182;

Functions of, 183; Test of a

good credit office system, 182;
Handling of new order in. 186—
191; Standardizing the routine of,

192; Relation of collection

partment to, 212-17
See Credit Management

Credit Develops Business,
Kelation of colle<-tion to sales de-

partment, 316; Every salesman an
assistant credit man, 317; Credit
man as a salesman, 319; The
nerve center of the business,

320; Credit man as a service
man, 321 ; Viewing the house
advertising from the credit an-

gle, 322; Bringing dead accounts
to life, 322; Xeed for a broad
credit policy, 323

Credit, Docunentrry,
See Docu!n''nt''-y Credit

Credit— Granting, Discrimination in,

T87
Credit, Gr-'nting of— Business Con-

siderations

Importance of business methods.

Credit, Granting of—continned
80; How credit is affected, 81;
Differences in turnover, 82;
Amount of credit attecied by
turnover, 84; Duration of credit,

85; A study of business types,

86; Customary credit terms in
the grocery business, 87; Cus-
tomary credit terms in the hard-
ware business, 89; Customary
credit practice in the boot and
shoe business, 91 ; Men's and
boys' suits, 93; Customary credit
terms in the lumber business,

94; Customary credit terms in

the ftirniture business. 95
Credit, Granting of— Personal Con-

siderations,

What limits credit. 58; Personal
credit, 58; Deciding wlien to

grant personal credit, 59; Moral
character in its relation to

credit, 60 ; The good moral risk,

61; Mercantile credit, 63; Busi-
ness ability, native and acquired,

64; Technical ability, 65; Knowl-
edge and experience, 66; Buying
methods, 66; Judgment, 68;
Equipment, 69; Advertising. 70;
Location, 70; Age, 71; Evidence
of financial ability, 72; Outside
ventures, 74; Distribution of due
dates, 74; Coojieration with mer-
cantile agencies, 75; Insurance,
75; Payment methods, 76: Finan-
cial strength, 76; Capital— how
acquired, 77; The customer who
makes unjust claims, 78

Credit Information, Analysis of,

The financial statement ; merchan-
dise on hand. 145; Notes and ac-

counts, 146; Cash on hand or in

bank, 147; Fixtures, michinery,
etc., 148; Owing for merchandise
on open account, 148; Owing to

banks and to relatives. 148; Out-
side assets, 148; Convertibility

of assets, 149; Can more defi-

nite rules be given. 151; Busi-
ness types, 151; Typical state-

ments, 152; Varying considera-
tions. 153; The effect on credit

information, 154; Annl,\'sis of
agency reports. 154; Report on
a manufacturing firm, 155; An-
alysis, 156; Advance report and-

snlpsrnen's data, 158; Analysis
of cominercinl ac^nry renort, 160

Credit Information, Sources of
Importance of complete information,
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Credit Information, Sources of—cont'd

97 ; Orer-estimating the value of

references, 98; Five important
sources of credit information, 98;
Property statement, 99; Grow-
ing importance of the property,

100; Periodical revision of signed
statements, 101; Common forms
of property statements, 103; Mer-
cantile Agency Service, 104;
Dun's and Bradstreet's rating

books, 108; Special credit re-

ports, 109 ; Cost of the agency
service, 110; Special trade agen-

cies, 110; Salesman as a credit

reporter, 111; Traveling credit

man, 114; Local attorney as

credit reporter, 116; Law lists

and free attorney reports, 118;
Banks as sources of credit infor-

mation, 122
Credit Insurance,

Use of, 274-76; Arguments in fa-

vor of, 276; Arguments against,

277
Credit Investigation, Cooperative

Methods in,

Credit cooperative methods, 125;
characteristics of ledger experi-

ence, 126; Procedure in the ex-

change of ledger information,

128; Reciprocity a necessary ele-

ment, 129; Operating thru a cen-
tral bureau, 129; Credit clearing,

131; Inherent defects of credit
clearing, 132; The credit clear-

ing house, 134; The percentage
system, 134; Giving credit ad-
vice, 136; A system based on
abnormal transactions, 137; Grow-
ing recognition of credit inter-

change, 138; A probable credit in-

terchange system of the future,

139; The national association of
credit men, 141-; Association
ethics, 143; Retail credit men's
national association, 144

Credit Man, The,
Problem of, 11-13; Place of, in

business, 12-13; Traveling, 114;
Credit man's place in the scheme
of business, 165; The question of
authority, 167; Attitude toward
the customer, 168 ; Mental quali-
ties desirable in a credit man,
170; Moral and social qualities,

172; Special training, 173; The
credit man as a business force,

176; A "business service" de-
partment, 178; Direct value of

Credit Man, The—continued
cooperation with customer, 179;
Work of, 184; As a salesman,
319; As a service man, 320

See Credit Management, Collection
Manager

Credit Management,
Essentials of organization, 182;

Functions of the department, 183;
Requesting a signed statement,
185; Handling new orders, 186;
Discrimination in credit-grant-

ing, 187; Understanding as to

terms, 188; Holding the order
pending investigation, 189; Final
disposition of the order, 190; De-
partmental organization prob-
lems, 191; Standardizing the de-

partmental routine, 192; Depart-
mental reports, 192

Credit, Mercantile,
Growth of credit in modern busi-

ness, 1; Meaning of credit, 2; Gen-
eral and individual aspects of

credit, 2 ; Increasing the work-
ing power of capital, 4; Excessive
credit a danger, 5; How credit

helps to manufacturer, 6; Main
points to determine credit, 8;
Methods of granting credit, 9;
Credit affected by general trade
conditions, 10; Turns of the busi-

ness cycle, 10; Place of the credit
man in the business, 12; Basis of,

63; System developed slowly, 63;
Mercantile credit system, 63;
Modern system complementary to

commercial system, 64
Creditors, in Bankruptcy,

Meeting of, 297; Composition with,
306

See Bankruptcy
Credit, Personal,

St-e Personal Credit
Credit Protection,

Methods of securing, 273; Credit
insurance, 274; Arguments in fa-

vor of credit insurance, 276;
Arguments against credit insur-

ance, 277; Adjustment bureaus,
278; Means of recovery of goods,

280; Unpaid seller's lien, 280;
Stoppage in transitu, 281; Re-
selling the goods, 282; Recovery
on the ground of fraud, 283

;

Steps in litigation, 283; Impor-
tance of evidence, 284; Enforcing
the judgment, 285; Exemptions,
285; Supplementary proceedings,

286; Setting aside fraudulent con-
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Credit Protection—continued
veyances, 286; Bulk Sales Law,
287; Receivers, 287; Garnish-
ment, 288 ; Attachment, 288 ; Im-
prisonment for debt, 289; Crim-
inal law as a remedy, 290; Shall

we go to law?, 291
Credit Risk— Factors that Determine,

Moral character. 60; Business abil-

ity, 64; Technical ability, 65;
Knowledge and experience, 66;
Buying methods, 66; Judgment,
68; Equipment, 69; Advertising,

70; Location, 70; Age, 71; Evi-

dence of financial ability, 72

;

Outside ventures, 74 ; Distribu-

tion of due dates, 74; Importance
of business methods, 80; Three
O's in, 154; Analysis of, 154—
158

Credit System,
Organization of 182 : Test of a good,

184; Pour flies required in, 191
See Credit Management

Credit Terms in Betail Stores,

See Betail Stores, Credit Terms in

Customer,
Attitude of credit map toward, 168;

Value of cooperation with, 179;
Handling new, 186; Aids to, in

payment of bills, 195 ; Classifi-

cation of debtors, 200-205

Debtors,
Classification of, 200; Good pay,

201; Slow pay, 202; Delinquent
or bad pay, 203 ; Execution
proof, 203; Motives of, 220; At-

titude to be taken toward, 222

;

Collection follow-up, on friendly

basis, 233-50; Tracing moved,
245; Tracing debtors thru Na-
tional Association of Credit Men,
246; Tracing debtors thru the
post office, 247

Deferred* Payments, charging interest

on, 22
Discount, Cash,

See Cash Discount
Documentary Credit,

Forms of, 31; Promissory note, 32;
Indorsement, 34 ; Tangible evi-

dence of indebtedness, 35; Action
on notes, 36; Drafts, 36; Notes,
drafts and acceptances, 37; Na-
ture and form of the trade ac-

ceptance, 38 ; Summary of ad-
vantages to the seller, 41—4; Ad-
vantages to the biiyer. 44—7

;

Trade acceptance and the bank.

Documentary Credit—continued
47 ; What is a commercial trans-
action, 49 ; Preserving the die-

count, 51; Other trade accept-
ance features, 52 ; Handling ac-

counts when acceptance is not
paid, 53 ; Retailers and the trade
acceptance, 54; Introducing the
trade acceptance, 55; future of
trade acceptance, 57

Dominion Winding-TJp Act, 312-14
Draft,

Made by the person to whom the
money is owing, 36; Order on
the debtor, 36; Use of in foreign
trade, 37; Acceptance drafts in

collection follow-up, 237; Sight
drafts, a request for money due,

238; Follow-up drafts, 238
Due Dates, Distribution of, determines

credit, 74
Dun's Mercantile Agency,

Service of, 104; Organization of,

107; Rating book of, 108; Dis-
tribution of credit information by,

108; Capital rating of, 108;
Credit rating of, 108; Cost of

service, 110; Report on a manu-
facturing firm, 155; Report of,

on commercial failures, 177
Duration of Credit, 85

Equipment, and buying methods, 69
Execution Proof Debtors, 203
Experience, in the granting of credit,

66

Factors Determining Credit Bisk,
See Credit Bisk—Factors that De-

termine
Failure,

Annual sales should govern buying,
5; Misuse of credit, 6; Assign-
ing accounts, 25; Teclinical

ability i)revents, 65 ; R. G. Dun
and Co. on— 80 per cent due to

faults of failing merchants, 177
Federal Eeserve Bank,

Preferential rate given trade ac-

ceptances in, 48
Financial Ability, determines credit,

72-77
Financial Statement, Analysis of.

Merchandise ou hand, 145; Cash
value of merchandise, 145; Notes
and accounts, consideration of.

in, 146; Consideration of cash
on hand or in bank, in, 147;
Fixtures, machinery, etc., in, 148;
Owing for merchandise on open
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Financial Statement—continued

account, 148; Owing to banks and
to relatives, 248; Outside assets,

148; Convertibility of assets,

149; Business types, 151; Typi-

cal statements, 152; "Varying con-

siderations in, 153; Effect on
credit information of Alexander
"Wall's scheme, 151-54; Request-
ing a signed statement, 185

Follow-up, Collection, Stages in,

See Collection Procedure, Stages in
Follow-up Drafts, Use of, 238
Fraud, Recovery of Goods on the

Ground of, 283
Free Eeports, 118

Use of. 119; Abuse of, 119; Form
of, 120

Friendly Collections,

See Collection—on a Friendly
Basis

Fnrniture Business,
Ouatomary credit terms in, 95

;

Grouped around half a dozen cen-
ters, 95; Exhibitions in, 95

Garnislinient, 288
Grounds for, 289; Regarded as ex-

treme remedy, 289
Good Pay Debtors, 201
Good-will, Building up of, thru Col-

lection methods, 197
Granting of Credit— Business Con-

siderations,

See Credit, Granting of—Business
Considerations

Granting of Credit— Personal Con-
siderations

See Credit, Granting of—Personal
Considerations

Grocery Business,
Customary terms of credit in, 87,

Foreigners run, 87; Abuse of

credit terms in, 88; Three classes
of goods sold. 88 ; Wholesale gro-

cers do not insist upon strict ob-
servance of credit terms, 89

"Hard Times," Credit during, 11
Hardware Business,

Customary terms of credit in, 89;
Builders' hardware, 90; Shelf
hardware, 90

Harvard University, Bureau of Busi-
ness Eesearch of, 83

Imprisonment for Debt, 289
Seldom resorted to, 289, Criminal

law as a remedy for collecting

debts, 289

Indebtedness,
Promissory note as tangible evi-

dence of, 35
Indorsement of Promissory Note,

value of, 34
Insolvency,

Meaning of, 292; Two definitions
of, in law, 292-93; Laws of. 293;
Distinction between bankruptcy
laws and, 294; State and Federal
laws of, 294

See Bankruptcy
Insurance,

Value of knowledge of, to the credit
man, 175; Credit. 274; Credit
insurance gives the business man
control of his costs, 276; Argu-
ments against credit insurance,
277

Judgment, Value of, 68

Knowledge, in the granting of credit,

66

Law,
Value of knowledge of, to the credit

man, 175
Lawsuits

See Litigation, Steps in
Ledger Information,

As credit cooperative method, 125;
Characteristics of, 126; Value of,

126; Form of, 127; Procedure in
exchange of ledger information,
128; Reciprocity a necessary ele-

ment of, 129; Operating thru a
central bureau, 129; Clearing,
131

See also Mercantile Agencies
Law Lists,

Fee for, 118; Use of, 118
Liquidator, Duties of, 314
Litigation, Steps in.

Debtor's status as creditor must be
established, 282; Importance of
evidence, 284; Enforcing the
judgment, 285; Exemptions, 285
Supplementary proceedings, 286
Setting aside fraudulent convey
ances, 286: Bulk Sales Law, 287
Receivers, 287; Garnishment, 288
Attachment, 288; Imprisonment
for debt, 289; Criminal law as a
remedy, 290; Shall we go to law,
291
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Local Attorney as Credit Beporter,
116

Attorney's blank, 117; Free at-

torney reports, 118
Lumber Business,

Customary credit terms in, 94; Na-
tional Wholesale Lumber Deal-
ers' Association, 94

Management, Credit,

See Credit Management
Manufacturer,

Value of credit to, 6; Buying abil-

ity of, 68; Judgment of, 68
Maryatt, Mr., on lawsuits, 291
Men's and Boys' Suits,

Credit terms in selling, 93; Sea-
son's dating in the selling of, 93

Mercantile Agencies,
Services, 104; Dun's and Brad-

street's, 104; Organization of,

107; Dun's and Bradstreet's rat-

ing books, 108; Special credit
reports of, 109; Cost of service,

110; Special trade agencies, 110;
Iron and Steel Board of Trade,
111; National Jeweler's Board of

Trade, 111; Furniture Commer-
cial Agency Company, 141;
Leather Mercantile Agency, 111;
Consolidated Building Trades As-
sociation, 111; Analysis of

Agency reports, 154; Report on
a manufacturing firm, 155; Ad-
vance report of, 158; Commercial
Agency report, 159-164

Mercantile Credit,
See Credit, Mercantile

Moral Character, in its relation to

Credit, 60
The good moral risk, 61 ; Only con-

sideration, 02

National Association of Credit Men;
141

Object of, 141; Membership of,

142: Ethics of, 143; Tracing
debtors thru, 246; Files on agen-
cies, 268; Adjustment bureaus of,

2 78
National Wholesale Lumber Dealers'

Association, 94
"Non Repeaters," and book accounts,

28
Notification, for debts, 233

Open Book Accounts,
Nature of. 15; Kconomic objections

to, 16; Sales on, 17-19; Ethical
objections to, 19; Realizing upon,

Open Book Acconnts—continued
23; Lending upon, 23; Advan-
tages of, 26-29; Non-repeaters
and, 28; Contract sales and, 28;
Repeaters and, 29

Order, New,
Handling of, 186; Holding, pend-

ing investigation, 189; Final dis-

position of, 190
Organization, of credit department,

182
Overbujrlng,
Meaning of, 6 ; Danger of, to credit

man, 20; Carnegie Steel Com-
pany's credit policies, 67; Equip-
ment and, 69

Percentage System, in Credit Informa-
tion, 134

Personal Credit,

First credit, 58 ; Deciding when to

grant, 59; Two characteristics of

every credit transaction, 59
Petition in Bankruptcy, 294

Use of, 294; Contents of, 295
Post Office, Tracing debtors thru, 247
Preferences, Voidable, in bankruptcy,

304
Principles, Collection,

See Collection Principles
Promissory Note,

Written promise to pay, 32; Ex-
ample of, 32; Essentials of, 32;
Indorsement of, 34; Accommoda-
tion indorsement, 35; Tangible
evidence of indebtedness, 35; Ne-
gotiability of, 35; Action on, 36;
Use of, in domestic trade, 37

Property Statement,
Basic consideration in granting of

credit. 99; Growing importance
of, 100; Periodical revision of
signed property statements, 101;
Value of, 101-103; Common
forms of, 103; Specimens of, 104-
106

Prosperity, Credit during time of. 11
Protection, Credit,

See Credit Protection
Receivers, 287
Referee, in Bankruptcy, 298
References,

Overestimating the value of, 98;
Abuse of, to obtain credit, 98

Registered Letters, U.so of, in col-

lection follow-up. 240
Reminder Stage, in collection follow

up, 233
OflPer of concession, 235; Discount

ing notes, 236
Reports, of Credit Department, 192
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Beproacli Stage, in collection follow-

up,
Use of stamps and labels in, 236;

Acceptance drafts, 237; Sight

drafts. 238; Follow-up drafts,

238; Telephone calls, 239; Regis-

tered letters, 240; Telegrams, 241
Beselling Stage, in collection follow-

up, 249
Beselling the Goods, 282

Right of seller, 282
Betail Credit Men's National Asso-

ciation, 144
Betailer,

Value of credit to, 4; Excessive
credit a danger to, 5 ; Danger of

overbuying, 6; Value of open
book account to, 27; Trade ac-

ceptance on, 54; Business ability

in granting of credit, 64; Tech-
nical ability of, in receiving

credit, 64; Knowledge and ex-

perience of, 66; Buying methods,
66; Judgment, 68; Location of,

and credit risk, 70; Effect of

turnover on the granting of credit

to, 81-85; Credit terms in gro-

cery business, 87; Credit terms in

hardware business, 89 ; Credit
terms in boot and shoe business,

91; Credit terms in men's and
boys' suits, 93; Credit terms in

furniture business, 95; Retail

Credit Men's National Associa-
tion, 144

Betail Stores, Credit Terms in.

In the grocery business, 87; Abuse
of credit in the grocery business,
87—88; In the hardware business!

89; In the boot and shoe busi-

ness, 91; In men's and boys'
suits, 93; In the lumber business,

94 ; In the furniture business, 95

Sales Department,
Relation of collection to, 316;

Every salesman an assistant credit

man, 317
Salesman,
As credit reporter, 111—14; Data

on credit by, 158; New-customer
report of, 162; As an assistant

credit manager, 317
Shoe and Boot Business,

Customary terms of credit in, 91;
Subject to seasonal influences, 91

;

Shipmpnfs in. 92
Sight Drafts. 238
Sloane, W. & J„ and trade accept-

ances, 57

Vm— 23

Slow Pay Debtors, 202
Sources, of Credit Information,

Hi'f Credit Information, Sources of
Specialties, 29
Stoppage in Transitu,
As a means of recovery of goods,

280-282; Meaning of, 281; Right
of, open only after buyer has be-

come insolvent, 281; Uniform
Sales Act, 281

Suit, Bringing,
-S't'e Litigation, Steps in

Technical Ability, in the granting of
credit, 65

Telegrams, Use of, in collection fol-

low up, 241
Telephone Calls, Use of, in collection

follow-up. 239
Tennessee, Bad Check Law for, 256
Trade,

Credit affected by general conditions
of. 10, Notes and drafts in. 37;
Use of trade acceptance in, 38

Trade Acceptance,
Most familiar credit instrument in

England, 14; Since the Civil War
in America, 14; Present move for

the use of, 38; Nature and form
of, 38; Specimen of. 40; Advan-
tages to the seller, 41-4; Service

of. 42 ; Failure to meet. 43

;

Value of, 43 ; Buyers who refuse

to use. 44; Advantages to the
buyer, 44—7; The bank and, 47;
Preferential rate of discount with
the Federal Reserve bank, 48;
Commercial transaction in, 49;
Eligible, 50; Discount and, 51;
Other features of, 52; Handling
accounts when acceptances are not

paid, 53; Retailers and, 54; In-

troducing the. 55; Sample of,

sent out to trade, by wholesale

house, 56; Future of. 57
.

Trade Usage, EiTect on collection pol-

icy of. 207
Traveling Credit Man,

Necessity for, 114; Function of,

115; Services rendered to cus-

tomers by, 116
Trustees in Bankruptcy. 299
Turnover,

Importance of, in determining credit

risk, 81; Differences in, 82;
Amount of credit affected by, 84

Type. Business, Study of, 86

Unfriendly Collections,

See CoUoction, Unfriendly Stages of
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Uniform Sales Act, 281 Western Union Telegrapb Company,
241

Workmaster, H. C, on value of co-

Wall, Alexander, on Financial State- operation with the cnstomer, 180
ments, 151—54
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