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HOPPERATOR'S PAGE

A nationally known columnist recently hailed
the development of *....the kind of building mater-
ial we have dreamed about..... It has the same in-
sulation value as cork; it is soundproof; it is as
easy to clesn as the inside of & bath tub; it can
be obtained in any color, and the colors, inside
and outsidé the huilding, are as everlssting as the
material itself.

"Houses built of it have been approved by the
technical division of the netional housing authori-
ty and the federal housing authority, and over
2,000 architects and engineers from &all over the
world have eome to inspect them and marvel."

The product described by the columnist evi-
dently is ready for the market, In view of the en-
thusiastic acceptance of the product described,
there is cbviously a very large potential market.

Again, attention 18 called to the fact that a
new material made eantirely from an abundant, low-
cost Oklahoma " mineral] resource and capable of pos-
sessing all the qualities described above has been
developed in the laboratories of the Oklahoma Geo-
logical Survey, (THE HOPPER, August, 1945, and
May, 1946). This bit of Survey research seems to
offer an exceptionally attractive 1idea for a new
and potentially profitable industry, but our ma-
terial still is in the stege developed in the lab-
oratory., Why doesn't someone take the idea and go
with it?



FINANCING INDUSTRIES IN THE SOUTHWEST

Fugene McElvaney, Vice President
First National Bank in Dallas

(Address beforpe the Oklahoma Mineral Industries
Conference at Ada, Oklahoma, November 7, 1946.)

-1 am genuinely pleased over the opnortunity of
appearing before you to discuss some angles of a
common interest in which you, the leaders of induse
try in this great State, and we as bankers have a
great mutual stake, I salute you for looking ahead
--for planning the future economy of your State,
for getting ready now for the changes and develope=
ments which will inevitably tske place in the fu-
ture,

In this mundane world we're always having to
deal with finance and monetary considerations of
some kind., Every human enterprise, even charitable
and religious undertakings, are dependent upon
money or credit from some sourcees None has the re-
motest possibility of endurance or survival unless
the source be adequate, eonstantly available, and
correctly employed, It's well then that in any
discussion of ways and means of promoting and dee
veloping new industries full consideration be glven
to these sources of money and credit, so essentially
the life blood of any economic enterprise. Ideas
are fertile in the brain of the inventor and the
technician., HNature has endowed this region with

~vast natural resources which challenge the imagina-
tion and hold limitless possibilities for your fu-
ture economy. Assuming the possibility of financial
gain, men are willing to assume rlsks incident to
husiness and to give of their time and talents and
financial means, large or small, But to convert
these resources into a successful combination for
achieving the maximum benefits to the greatest num~
ber of people takes money or credit from some
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source, regardless of the size of the enterprise.
and let me say right here that United Ststes Steel
or Stendara Oil Company of New Jersey were not born
overnight. They stemmed from smell and humble be-
ginnings. They started because some guy had an
idea ana the courage to back it up; and also be-
cause he was able to convince some other guy that
the idea was worth risking money. Strangely enough
it so frequently hennens thet the guy with the idea
has no money--certainly not enough, and that's the
$6L question: how to get the guys with the ideas to
tap the guys with the rioney? That's financing, and
that's what you wanted me to talk about--"Financing
New Industries in the Southwest,!

Perhaps any uiscussion of this subject should
be approgched with at least two observetions with
respect to the economic enviroument in which many
new industries in these latter years have bebn born.
Be it remembered that many new business enterprises
were conceived as necessitous adjuncts to the war
effort. They were born in en atmosphere totally
different from that which had heretofore nurtured
the birth and normal development of new business
undertakings under what we have come to term our
system of free enterprise: Farticularly in the
manufacturing and contracting fields, any man or
group of men with any senblance of mechanical tal-
ent or experience in the machine world, with or
without any concept of financial menagement, sud-
denly found themselves &s thriving entrepreneurs
doing an enormous volume of business they did not
have to solicit, from a single customer whose un-
limited credit they <icdn't heve to question, and on
a basis of profit that was almost non-competitive,
The customer, in this case Uncle Sam, even furnished
the machines and in meny instances the plant facil-
ities, to say nothing of the sources of the raw
materials. He even furnished the credit to conduct
the business and in amounts out of all proportion
to the capital contribution of the owners. WNo need
for a credit department; no need for a .sales force;
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no need for a marketing division; no necessity for
the ordinary minimum standards of fixed and working
canital; just speed, veclune, delivery! Everything
sacred to the creed of good and efficient and com-
prehensive business management was sacrificed on
the altar of speed, volums, and delivery.

Considering a background so favorable to cuick
profits spainst an enormdus leverage of small re-
stricted capitel, anc considering too the almost
comolete reasoval of all the disciplingry ani chal-
lenring factors orerative in any normal counetitive
market, one misht feel that such conditions  would
constitute a&n ideal environment for the veginning
of any business. But I submit to you that no busi-
ness could come into bein; under more adverse cir-

unstaiices Business talent and abilitv, like
charactcr, are challenged, aevplopeo and strength-
ened by etvereity and tiough golng--by competition.
We may enjoy uonev prosperity when thines are hsnd-
ed out on a silver platter by government edict but
business doesn't cevelop capacity or gain moral or
economic stature. The high standards of Americen
business and industrial life were developsd by com—
petition, and the removal of competition invariably
lowers both business and living standards., The
conditions I have described have not altogether
changed. The unprecedented cdemand for both durable
and consumer goods, growing out of four vears ces-
sation of civilien production, created a sellers'
market which only today, and only in a few lines,
shows some little signs of & more reserved and dis-.
criminating. buying public,

The other observation I want to make with re-
spect to the general economic background into which
new 1naustr1e< have come into being in recent years
and against which all future business undertakings
must be launched, has to do with the operation of
government, which vou know and I know has reached
80 deeply and so treacherously into American eco-
nomic and social 1life as to involve the future
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well-being and security of every American citizen.
This tentacle-like grip of government Bureaucracy
has extended into and hampered and hamstrung prac-
tically every field of humen endeavor. It has in-
volved & fiscal policy so reckless . and extravagant
in its operation as to insult the sober judgment of
any ordinary intelligent citizen. It has engendered
a political philosophy so vicious in its implica-
tions as to threaten, if indeed it has not already
badly damaged, the very foundations of American
Democracy.

Perhaps you thinic these facts are unrelated to
your business or to the business you're talking a-
bout at this conference; perhaps I'm out of order
in referring to them, but I don't think so; and I
want to say here and now that unless we, as free-
born citizens, unite our thinking and our public
action in the direction of restoring government to
the Congress of the United States; unless we recom-
mit outselves and our entire citizenry to the hum-
ble, honest virtues of thrift and hard work &nd in-
dividual initiative; unless we reverse this policy
of profligate waste of pulilic momey; unless we aban-
don tals fallacy that the government owes its cit®-
zens a living and controls their destiny from the
cradle to the grave-—then I submit that conferences
such as this are useless and what I or anybody else
might have to say on the subject of financing in-
dustry will be largely academic.

I make the foregoing observations because they
are things we ought to be thinking about and they
are things that will even now or later probably
have a definite bearing on money matters generally
and on financing of industry in particular.

Even under the conditions I have described:
even knowing how far we have come along the bewitch-
ing and dangerous path of National Socialismj even
in the face of a public debt of 250 hillion dollars,
and no one knows yet ~how much money that is, I
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still have an abiding faith in both the virility
and common sense of the American people and in the
uitimete survival of our system of governument, My
discussion will continue on the premise that our
former system of free enterprise will be restored
and nreserved,

"en we talk about financing industry our con-
sideration should begin, of course, with the initial
outlay of private capital. That's a ‘fundamentel

consideration. tiere 1s no substitute for some
reasonable nroportion of the capitsl requirements
of any businessz being contributed by the ovwrners.

While therec are many accentable variations of the
proportion, as I will later discuss, no relisble
source either of fixed or working capital is open
to any business enterprise which is not fortified
to some extent by an outlay of cash or taneible and
marketaole asscts contributed by the owners commen-
surate with the volums and risk of the business. -
Such minimun requirenents are not for the sole
protection of the creditors, but should »rovice a
safeguard for the stability of the business itself
against ineviteble contingencies, Iloreover it con-
stitutes, psychologically at least, some evidences
of the owner's confidence in his own .enterprise,
Many a Dbusiness undertaking, well conceived in
principle and founded on perfectly logical profit
possibilities, has succumbed for went of adequate
private initial capital. liost new businesses are
apt to suffer a period of loss before they can be-
come established and volume stepped up to minimum
profit requirements. Research and sales promotion
are intangible burdens resting particularlv heavy
on new business undertakings and are essentially a
call on the owner's capital, No measure of favor-
able prospects; no intangible value attaching to
untried or unproven patents, regardless of how at-
tractive they may seem; no appreciation of assets
above their intrinsic or readily salable value--
none of these or similar intangibles offer any sub-
stitute for owner's capital to cover owner's risgks.
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There are, of course, mény ways 1in which pri-
vate capital can be raised, ranging all the way
from underwriting investment houses, where the size
and scope of the business would justify & wide Gis-
tribution of stock requinring S.E.C. clearance, to
private negotiations where the sale of stock would
be in limited amounts and subject only to the laws
of the State in which the stock originated, These
avenues of course are fairly well known and need no
comment. It 1s provsbly in the field of commercial
bankirig that 1lie the greatest npossibilitizs for
financing new industries, if we cen assume, as men-
tioned above, that a su.ficlent initial capital
outlay has been provided by the owners or stock-
holders to affors some reascnable background of
protection against inherent risks in any business.

In the field of Commercial 3Banking the alert,
progressive and forward looking benker has  not
sacrificed sound banking principles in constantly
adjusting accepted credit practices to meet chang-
ing conditions and the requirements of newly devel-
oped industries. Many illustrations could be of-
fered in testimony., Possibly the outstanding ex-
ample is the attitude of bankers today toward the
oil end gas incdustry. Once regarded as a purely
speculative and hasardous business, the oil man
formerly hacd in his wroducing leases little or no
basis for credit, With the advent of the Zast Texas
Oil Field there was thrown on our doorstep in
Dallas the greatest single potential asset we had
ever encountered in the State of Texas, To ignore
it was manifest folly., To risk lending our money
for its development was contrary to all precedent
in banking eircles, e chose to.study it and ana-
lyze its possibilities in terms both of the economic
cdevelopment of our State and the potential profit
to our own institution. e employed competent en-
gineering talent and followed their advice. We
loaned moderately at first, feeling our way but
confident we were right. We felt that we made a
signal contribution to this great industry. and
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heItted enable it in turn -to spread immeasurable
prosperity throughout the entire Scuthwest. Toray
our total Jloans to the oil industry are aporoaching
the billion <dollar mark and we have no safer or
more profitable business on our books. 'What hap-
pened in our own institution has happened in count-
less others, st happened 1in the case of oil has
hapnenad in numerous other industries and it can
and will hanpen in still other industries which may
now be in their infancy. The commercial bank today,
regardless of some renresentstions to the contrary,
stands in neace as in war the first and most satis-
factory available source of credit for financing
both established and new industries in the constant
develonient of & greater economy in the Scuthuwest,

I “hink the sttitude of our own bank is fairly
representative of the constant desire of bankers
everywnere to be alert to the needs of industry, to
be constructive in thelr apnroach to any loan re-
quirement, 2nd to do evarything in reason to meet
it rather than decline it,

liany avenues are oven to us in meeting the re-
quirements of industry in cases where proportion
of capital to contemplated volume is somewhat less
than would ordinarily be desired, but where the
management fzctor commands confidence and the pos-—
sibility of future successful operation is fairly
well assured, 'What are some of these avenues?

Millions of dollars to commercial bank credit
is extended on pledged accounts receivable, and
thdt method of financing hes enabled many a sub-
normal business to carry on until its nrofits im-
proved working capitsl and enabled it to command
normal openn credit, To drilling contractors we ex-
tend a regularly accepted credit against completed
drilling contracts, which enables the driller to
receive payment in cash on the comnletion of the
well and to take all of his discounts,
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Field warehousing 1in recent years has opened
up unlimited possibilities for extencing credit on
inventories that can be segregated and placed under
custody of indepencdent fileld warehousing concerns
who lease the borrcwers own premises for storage.
This permits a convenient <flexible arrangement for
temporary realization of cash on inventory,

Frequently we have been able to use bonafide
orders as an acceptable basis of credit, where we
can determine costs, availzbility of raw materials
and the proven ability and capacity of the borrower
to produce an¢ deliver the merchandise,

Many industries by virtue of the nature of
their operations are able to repdy loans only out
of earnings from & refin&ncing or processing opera-
tion or from gradual vroduction over extended peri-
ods. In those instances where known sources of raw
material are owned or are available at fixed prices
and the outlet is reasonably assured at a fairly
well determined margin of profit, credit is readily
available at commercial banks over extended veriods,
I refer to such operations as gpavel production,
rock quarries, or standing timber, and the oil and
ges business as previously mentioned. It could
well extend to numerous mineral and mining opera-
tions and similar fields of endeavor.

In many instances where a business has assets
of questionable value marketwise we have been able
to find a potential market and thus create a bank-
able asset by securing a responsible commitment of
purchase at a given figure and within a given time.

Many businesses have available-cash value of
life insurance carried on the lives of the princi-
pals or parthers which constitute a perfectly bank-
able asset. The volume of this type of credit has
frown tremendously in commercial  banks in recent
years and has released millions of dollars of use-
ful and needed.credit to commerciat channels.
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In the resl estate field ¢ommercial banks have
financed millions of dollars of nlant facilities
when properly amortized and frequently real estate
holdings required in a business constitute a per-
fectly sound bzsis of credit.

The added weight of personal endorsement and
guaranties of the principal owners of a business is
freguently used as a source of needed f{inancing
where a cormoration is short of adequate <fixed or
working canitel,

While machirierv and equipment and tools in
trade are the least desirable basis of credit,
nevertheless the old Instrumentality of the chattel
mortgage has started meny a business goiang and
pulled many & one over the hump, He use it every
day in our business where other elements of the
risk are sound and reassuring.

Substdantial outside facilities are at our com-
mand in those cases where we don't feel like assum-
ing the full risk. R.F.C. permits commercial banks
to make secured loans which with a few excentions
by simple notificetion are autamatically guarenteed
by the R.F.C. up to 75 perceat. In other instances
R.F.C. will entertain secured loans on the basis of
commercial bank participation as iow as 10 wercent.
Where commercial bank credit is completely denied,
R.F.C. freguently hendles loans of a secured but
non-liquid character,

FEven if the loan requirenents of a given busi-
néss or industry cannot be met at the outset the
commercial banker is in nosition to discuss ways
and means by which the requirements can be -net. He
can frequently give sound advice that will be help-
ful in sc shaping the effdirs of a business as tc
enable it to qualify for needed credit, He car
point out sources of additional fixed capital; he
can help find interested markets; he can recommenc
available talent; he can help find sources of raw
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materials. A banker is somewhat of a Jack-of-all-
trades., He has many contscts din many directions—-
he should have more than financial resources to be
placed at tne disposal of his customers. Anybody
can lend money on govermaent bonds, The essence of
the banking business is discernment—-it's imagina-
tion—-it's courage--it's resourcefulness, The best
business we have on our books toaay is not neces-
sarily the business which has come to us resdy made
from prosperous concerns; it's the business which
we have carefully nourished from hunble beginnings--
it's the business we have ouyselves helped build by
& little vision, a little confidence in the human
equation, and 4 willingness to take some reasonable
risk in developing & man's business talent, Thst's
banking in its finest form, and the kind of bank
which caters %o that kind of business—-and I tell
you it's right acros: the street from you in your
own town or your neighboring city--is an asset to
the community and to the economy of the entire re-
gion it serves,

I frequently think of the so-called "New Busi-~
ness" departwents featured and emphasized by so
many city banks. Thev really are not "MNew Business"
departments at all--they merely attempt to transfer
already established business from one institution
to another, "New Business" as I see it is created
in the financing of new and growing enterprises.
That business is new business because we helped
bring it into being. It exists throupgh the mutual
efforts of ourselves and the borrower where it
didn't exist before, and whenever we in the banking
business by the extension of credit can help create
profits and prosperity for our customers—-we create
profits and prosperity for ocurselves. That's con-
structive, creative banking, and I believe for the
asking that it's availsble to every honest, ambi-
tious, capable hardworking American citizen who has
confidence in himself and in his chosen task. Amer-
ica, thank God, still has that kind of people—-and,
believe it or not,.that kind of banks.
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