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Leniency in the matter of time will depend largely upon
B's instructions and the bank’s attitude toward A. If
the draft is a time draft— that is, if B gives A time, a
certain number of days, in which to pay it—A,if he
wishes to pay the draft, accepts it. He does this by writ-
ing the word accepfed with the date and his signature
across the face of the draft. He may make it payable at
his bank as he would a note, if he so desires. He then
returns the draft to the messenger, and if the time is
long the draft is returned to B; if only a few days, the
bank holds it for collection.

An accepted draft is really a promissory note, though
it is more often called an acceplance. When a man pays
or aceepts a draft he 18 said to honour it. In the fore-
going illustration A is not obliged either to pay or to
accept the draft. It is mot binding upon him any more
than a letter would be. He can refuse payment just as
easily and as readily as he could decline to pay a collector
who calls for payment of a hill. Of course, if a man
habitually refuses to honour legitimate drafts it may in-
jure his credit with banks and business houses.

It is a very common thing to collect distant aceounts
by means of commercial drafts. A debtor is more likely
to meet — that is, to pay—=a draft than he is to reply to a
letter and inclose his cheque. It is really more conve-
nient, and safer, too, for there iz some risk in sending per-
sonal cheques through the mail. There are some houses
that make all their payments by cheques, while there are
others which prefer to have their creditors at a distance
draw on them for the amounts due.

If a business man who has been accustomed to honour
drafts continues for a period to dishonour them, the banks
through which the drafts pass naturally conclude that he
is unable to meet his liabilities.

Some houses deposit their drafts for collection in their
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X. FOREIGN EXCHANGE
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the New York bank to their London correspondent, say
Bank B, with instruetions to collect from Hamburg.

D draws in a similar way on F. E draws on R, and P
on G. Suppose that M instead of drawing on K receives
a draft drawn by Bank B of London on Bank A of New
York, payable to M’s order.

AMERICA has sold goods worth £17,000 to EUROPE.
EUROPE. . . . . .owes £17000 to. . . . . AMERICA

But B has paid A £3000.

B.. ... . therefore owes £14000 to. . . . . . A

Now it will cost B a considerable sum of money to ship
£14,000 in gold to A, for all exchanges between Europe
and America are payable in gold. Suppose that S of
New York owes T of London £14,000, and T draws on S
and takes the draft to Bank B in London and offers it for
sale. Will B offer more or less than £14,000 for the bill
of exchange or draft? He will offer more. It will be
cheaper for him to pay a premium for the draft than to
ship gold, for he can send this draft to Bank A to pay his
indebtedness, and A can collect from S.

In the money market in New York there is a constant
supply of exchanges (drafts) on London, and in London a
constant supply of exchanges on New York.

Experience has shown that at all times the number of
persons in Europe indebted to American business houses
is about (though of course not actually) the same as the
number of persons in America indebted to European
houses. Hence when A of New York wishes to make
a payment to B of London he does not send the ac-
tual money, but goes into the market — that is, to a
banker doing a foreign business— and buys a draft,
called a bill of exchange, which is in reality the banker’s
order on his London correspondent, asking the latter to
pay the money to the person named. It may be that
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about the same time some Tondon merchant who owes
money in New York goes to the very same London banker
and buys a draft on the New York bank. In this way the
one draft cancels the other, and when there is a difference
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A Dill of exchange (banker’s).

merchant to buy a bill on London to pay a debt 1n

Paris.

Two illustrations of bills of exchange are giver
Rach is drawn in duplicate. The original is sold

lesson.

7 in this
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or sent abroad, while the duplicate is preserved as a safe-
guard against the loss of the original. When one is paid
the other is of no value. Notice the similarity between
bills of exchange as shown here and commercial drafts
ag shown in our last lesson,

The first form shows a draft made by a coal company
upon a steamship ecompany to pay for coal supplied to a
particular steamer. Suppose that the steamship com-
pany has a contract with Robert Hare Powel & Co. of
Philadelphia to supply coal to their steamers. The
steamer Cardiff, when in port at Philadelphia, is sup-
plied; the bill is certified to by the engineer; the master
(captain) of the vessel signs Powel & Co/s draft (and
in doing this really makes it the captain’s draft); the
bill is receipted. Now Powel & Co. sell this exchange
(draft) on London to a broker or banker doing a foreign
business. It is forwarded to Liondon and presented in
due time at the office of the Wales Navigation Company
for payment.

The second form shows a bill of exchange drawn by a
Philadelphia banking house upon a London banking
house and payable to the order of the firm buying the
draft. C. H. Bannerman & Co. will send this bill (the
original) to pay an account in Europe. The first form
bears the same relation to a commercial draft that the
second does to a cashier’s cheque.

XI. LETTERS OF CREDIT

Tur usual instruments of eredit by means of which trav-
ellers abroad draw upon their deposits at home are known
as CIRCULAR LETTERS OF CREDIT. These forms of credit
are of such common use that every one should be fa-
miliar with their form. We reproduce here a facsimile
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of the first and second pages of a circular letter for
£1000, copied with slight change of names from an
actual instrument. The first page shows the credit
proper authorising the various correspondents of the
bank issuing it to pay the holder, whose signature is
given on its face, money to the extent of £1000. The
names of the banks who are authorised to advance
money upon the letter are usually printed upon the
third and fourth pages, though letters issued by well-
known banking houses are usually recognised by any
banking house to which they are presented.

The second illustration shows how the holder of a par-
ticular letter availed himself of its advantages. It gives
the names of the banks to which he presented his letter,
and the amounts paid by each.

With such a letter a traveller could make a trip around
the world and not have in hig pocket at any one time
more gold or silver or bills than would be necessary to
meet immediate expenses.

sSuppose that A. B. is about to make a European trip.
He goes to a bank doing a foreign business, say Brown
Bros. & Co. of New York City, and asks for a eircular
letter for £1000, for which he is obliged to pay about
$4880. Copies of A. B.’s signature are left with Brown
Bros. & Co., and may perhaps be forwarded to their for-
eign banking houses. When A. B. presents himself at
a Glasgow or Paris bank with his letter of eredit, and
asks for a payment upon it, the banker asks him to sign
a draft on Brown Bros. & Co., New York, or more likely
on their Liondon bank, for the amount required, which
amount is immediately indorsed on the second page of
the letter of credit, so that when the indorsements equal
the face the letter is fully paid. A. B. is simply drawing
upon his own account—that is, upon the moneyv he de-
posited to secure the letter of credit,
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Payment is usually made upon the simple identification
or comparison of signatures. If a traveller should lose
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Second page of a letter of credit (used).

his letter of credit he should notify at once the bank
jssuing it and, if possible, the banks upon which drlaw}z.

There are several other forms of travellers’ credits in
use. The Cheque Bank, an English institution with a
branch in New York City, issues to travellers a book of
cheques, each of which can be filled up only to a limited

GENERAL BUSINESS INFORMATION 41

amount, as shown by printed and perforated notices ap-
pearing on the face. For instance, for £100 one can buy
a cheque-book containing fifty blank cheques, each good,
when properly filled up, for £2. Each of these cheques is
really a certified cheque, only it is certified in advance of
issue. Any of the thousand or more foreign banks which
are agents for the Cheque Bank sell these cheque-books,
and cash the cheques when presented. The amounts that
may be short drawn go toward the cost of a new cheque-
book, or may be returned in cash. The American and
other express companies have forms of travellers’ cheque-
books very similar to those issued by the Cheque Bank.

XII. JOINT-STOCK COMPANIES

To organise a stock company it is necessary for a num-
ber of persous to come together and make a certificate to
the effect that they propose to form a company to bear a
certain name, for the purpose of transacting a certain
kind of business at a certain place. The certificate states
that they propose to issue a certain number of shares of
stock at a certain price per share, that the capital stock
is to be a certain amount, and that the company is to con-
tinue to exist for a definite period of time. Blank forms
for such certificate are supplied by the Secretary of the
State where the company is being organised, and when
such certificate is properly filled out, signed, and delivered
to him, he issues a license, or charter, to the persons mak-
ing such certificate, giving them permission to open
books, sell stock, and carry on the enterprise outlined.

State laws regarding stock ecompanies differ very
largely. Students of this course who desire to know the
law in any particular State can easily seeure the informa-
tion by writing to the secretary of that State.
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The usual par value of a share of stock is $100. That

= ' - 2 he an
is, if a company organises with a capital of $200,000,
there will be 2000 shares to sell. Each person who buys

E—— - T R e O T OGO
Sese BN PV A LT XS

5 SHARES: 50—

AR g
15"

e e v . i -
% ThisisloCerlify Vi) CA
S“ A -'.-".x:l,]l;,d]. e . : _.;S" s e [ q
5,1' «B\U\ cli Yo Naloveall ﬂ.".ﬁ)p,oa,u.f UDamis, \_.\cgm:ilmwc -_emlg

36
Pl
-

|

Bl

| { b 0 7 o \ 0 AR
§| o W Arooia (}L Aodd ~.5:)om,\r\ e v Jmé, (,-LLLW\U,IJ o

| the swnsmder & \,;if\.m. Codulicaka . A
‘ :%-ﬂ,ﬂ.,"i-lrklfiumx_ UL.J\LUJ?JL;— *,;;u_ Aadcl @)(mx-!r_k }‘w,i.
‘ Doard. Yhis Covfucalz s be sigmud by 2
l w el onde Qalien

Horcoms, N.Y.,WQ:L 1897
U ‘ . )

TR

T L e T F.

GENERAL BUSINESS INFORMATION 43
for the good management of the business and are obliged
to act according to the laws of the State in which the
company is organised. Usually they are not responsible
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A certificate of stoek in a national bank.

or subseribes for the stock — that is, who joins ﬂ]e com-
pany — receives & CERTIFICATE OF STOCE. Our illustra-
‘ amples; one of a national bank, zlpld
the other of a manufacturing company. These cert:lfy
cates are transferable at the pleasure of the owners. .'1 he
transfer is made usually by a form of indorsement on
the back of the certificate, but to be legal the transfer
must be recorded on the books of the company. ‘
The men subscribing in this way become responsible
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A certificate of stock in a manufaeturing company.

individually for the liabilities of the concern beyond the
amounts of their individual subseriptions.

Every person who subseribes for stock owns a part
of the business and is called a SHAREHOLDER. All the
shareholders meet together, and out of their number they
choose a certain number of DIRECTORS. The directors
choose a president and other necessary officers, and in a
general way direct the policy of the company. As a rule
directors have no salaries attached to their positions,
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(General meetings of shareholders are held once a year to
elect the directors and to hear the reports of the officers.

The student should be familiar in a general way with
the different classes of stock and with the technical
terms familiar to stock companies. The more important
of these matters are as follows: :

Dirmcrors. Allthe shareholders meet together and out
of their number choose a certain number of directors.
The directors choose a president and other necessary offi-
cers and fix the amount of salary which shall be paid such
officers for their work.

CariTAL SToCK. This name is given to the gross cap-
ital for which the company is organised, without any
reference to its value or to whether it has been fully paid
in or not. The paid-in capital is the amount received
from the stoekholders on the shares for which they have
subsgeribed.

DivipenDs. The directors of the company, after paying
the expenses and laying by a certain amount for contin-
gencies, divide the profits among the shareholders. These
profits are called dividends, and in suecessful eoncerns
such dividends as are declared quarterly, semiannually, or
annually usually amount to good interest on the share-
holders’ investments. :

TREASURY SToCK. It often occurs that a new com-
pany finds it necessary to set aside a certain number of
shares to be sold from time to time to seecure working
capital. Such stock is held in the treasury until it is
needed, and is called treasury stock.

PREFERRED SToCK. Preferred stock is stock which is '

guaranteed certain advantages over ordinary stock. It
is usually given to secure some obligation of the com-
pany, and upon it dividends are declared in preference to
common stock. That is to say, if a man holds a share
of preferred stock he will receive interest thereon out
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of the profits of the business before such profits are
given in the form of dividends to shareholders gener-
ally. Preferred stock can be issued only when authorised
by the charter of the company. The interest on the
investment in the case of preferred stock is more sure
but the security itself is not any more secure than ir.:
the case of common stock,

(GUARANTEED STOCK. Guaranteed stock differs from
preferred stoek in this — that it is entitled to the guar-
anteed dividend (interest) before all other classes of stock,
whether the company earns the necessary amount in any
one year or not. This right is carried over from year to
year, thus rendering the shares absolutely secured as to
interest.

WATERED STOCK. When stock is issued to the share-
holders without increase of actual eapital the stock is said
to have been watered. A company may organise for, say,
$10,000, and may want to increase to $50,000 without
adding to the number of its shareholders. Each holder
of one share will, in this instance, receive four new shares
and in future instead of receiving a dividend on one’a
share will receive a dividend on five shares. The object
of ih.is is, quite commonly, to avoid State laws requiring
certain corporations to pay excess of profit over a stated
rate per cent. into the State treasury.

FORFEITED SToCK. Stock is usually sold on certain
explicit conditions, such as the paying of ten per cent.
down and the balance in installments at stated intervals.
It the conditions which are agreed to by the shareholder
are not met his stock is declared forfeited, or he can be
sued in the same manner as upon any other contract.

ASSESSMENTS. Some companies organise with the under-
standing that a certain percentage of the nominal value
of the shares is to be paid at the time of subseribing, and
that future payments are to be made at such times and
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in such amounts as the company may require. Under
these conditions the stockholders are assessed whenever
money is needed. Such assessments are uniform on all
stockholders.

SurrLus Fuxp. Itisnotcustomary to pay alarger div-
idend than good interest. The profits remaining after
the expenses and dividends are paid are credited to what
is called a surplus fund. This fund is the property of the
shareholders and is usually invested in good securities.

FrANCHISE. A franchiseis aright granted by the State
to individuals or to corporations. The franchise of a
railroad company is the right to operate its road. Such
franchise has a value entirely distinet from the value of
the plant or of the ordinary property of the corporation.

SINKING FUND. A sinking fund is afund setasideyearly
for the purpose at some future time of sinking —that is,
paying a debt.

XIII. PROTESTED PAPER

WHEN a note is presented for payment at maturity and
is not paid it is usually PROTESTED; that is, a notary
public makes a formal statement that the note was pre-
sented for payment and payment was refused. Notice of
such protest is sent to the maker of the note and fo each
indorser.

The bank should never hand to its notary any paper for
protest until it has made sure that its non-payment has
not been brought about by some error or misunderstand-
ing. Quite often, even though the paper has been made
payable at a bank, the notary sends a messenger with the
note to the maker to make a formal demand for payment.

In taking in collection paper, banks should obtain elear
instructions from its owners as to whether or not it should
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be protested in case of non-payment. It by no means fol-
lows that a formal protestis not desired because the
paper bears no indorsements. Many banks make it a
rule to protest all unpaid paper unless otherwise ordered.

We often see attached to the end of a draft a little slip
with the words: “ No protest ; tear this off before protest-
ing.” 'This is simply private adviee to the banker in-
forming him that the drawer does not wish to have the
draft protested. It may be that he does not wish to
wrong or injure the credit of or add to the expense of his
debtor; or it may be that he considers the account doubt-
ful and does not wish to add to his own loss the cost
of protest fees.

To held an indorser, he must be properly notified of
the non-payment of the note; and whether this has heen
done 1s a question of fact. If he was not properly noti-
fied this defence will avail whenever it is clearly proved.
A great variety of defences may be successfully made by
an indorser. A few of these defences are here briefly
noticed : One is usury ; another is the maker’s discharge
by the holder; nor can he be held when he has paid the
note; nor when itsissue was unlawful, nor when the note
was non-negotiable, nor when his indorsement was pro-
cured by fraud. Finally, an indorser may avail himself of
any defence existing between the holder and the maker or
principal debtor. This is evidently a just principle, for
the holder should have no more rights against an indorser
than he has against the maker. Tf, therefore, the maker
can interpose some just claim as a partial or complete
defence the indorser should be permitted to avail himself
of this claim.

In order to recover from an indorser it must be proven
that a formal and proper demand for payment was made
upon the maker. The formal protest is nsnally undisputed
evidence of this. The maker is liable in any event.




