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COLQUITT, PARKER, W t & A N & ARKWRIGHT 
At torneys a t Law 

S u i t e 1607 William Ol iver B l d g . , 
A t l a n t a 

May 26, 1931. 

Mr. W. S. Johns , Deputy Governor, 
Federa l Reserve Bank of A t l a n t a , 
A t l a n t a , Georgia . 

Dear Mr. Johns ; 

At your r eques t I have examined, t h e l e t t e r ' w r i t t e n 
t o you under d a t e of May 22nd by Mr. George H. Smith, Vice-
P r e s i d e n t of t h e C i t i z e n s Bank & Trus t Company of Savannaji, 
Georgia . 

In Mr. Smi th ' s l e t t e r r e f e r e n c e i s made t o a r ecen t 
d e c i s i o n of Georgia Supreme Court which involved warehouse 
r e c e i p t s showing an endorsement on the hack of a " s ta tement of 
ownership and encumbrances" r ead ing as f o l l o w s : 

"The unders igned hereby c e r t i f i e s on t h e d a t e 
s t a t e d t h a t he i s t h e owner or author ized, agent 
of t h e owner of the c o t t o n covered by t h i s r e c e i p t 
and t h a t , o the r than t h e warehouseman's l i e n 
evidenced on the f a c e of t h i s r e c e i p t and t h e 
f o l l o w i n g , t h e r e a r e no l i e n s , mortgages, or o the r 
encumbrances on s a i d c o t t o n . " 

The case t o which Mr. Smith r e f e r r e d i s Orvis Bro the r s 
& Company, e t a l v . Mobley. Super in tendent of Banks. decided i n 
January of t h i s year (a r e - h e a r i n g denied February 14, 1931) 
and r e p o r t e d i n 171 Ga. 906. 

The f a c t s i n t h a t case were t h a t Nesb i t t -Wi l l i ams 
Cotton Company rece ived i n t r u s t c e r t a i n c o t t o n from t h e Exchange 
Bank of Corde le . The Cotton Company was an agent f o r t h e p u r -
pose of e f f e c t i n g a s a l e of t h e c o t t o n . I t depos i t ed t h e same 
i n a bonded warehouse a t Cordele and took warehouse r e c e i p t s i n 
t h e f i r m name, which r e c e i p t s showed an endorsement i d e n t i c a l 
w i th t h a t above quoted. This s t o r a g e of t h e c o t t o n was wi thout 
the knowledge or consent of t h e Exchange Bank and was a l l e g e d 
t o be a " w i l f u l and d e l i b e r a t e b reach of t r u s t and convers ion 
of the cot ton . 1 1 

Nesb i t t -Wi l l i ams Company were d e a l i n g on t h e exchange 
through c e r t a i n b roke r s and when c a l l e d upon f o r margins d e l i v e r e d 
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t h e warehouse r e c e i p t s . The Exchange Bank suspended and 
t h e Super in tendent of Banks "brought s u i t f o r the v a l u e of the 
c o t t o n . 

In ho ld ing t h a t t h e p e t i t i o n or d e c l a r a t i o n s e t out 
a cause of a c t i o n as a g a i n s t a gene ra l demurrer t h e cour t s a i d : 

"We a r e of the opinion t h a t t h e cour t below did 
not e r r i n o v e r r u l i n g t h e demurrers to t h e p e t i t i o n . 
We a r e aware of the r u l e which makes a bonded ware-
house r e c e i p t a n e g o t i a b l e i n s t r u m e n t . Maryland 
Casua l ty Co. v . Washington Loan & Banking Co. , 167 
fla. 354 (145 S. E. 761); Maryland Casual ty Co. v . 
Johnson Co. . 167 Ga. (145 S. E . 766) . And a l s o 
t h e r u l e t h a t a bona f i d e purchase r of a n e g o t i a b l e 
paper not d i shonored , or of money, or bank b i l l s , 
or o the r recognized cur rency , w i l l be p r o t e c t e d , 
t h o u g h the s e l l e r had no t i t l e . C i v i l Code (1910) 
Sec. 4118; F i r s t Nat ional Bank of Spa r t a v . C i ty 
of S p a r t a , 154 Ga. 25 (114 S. E. 221) . I t w i l l be 
observed from read ing t h e s ta tement of ownership 
and encumbrances of Nesb i t t -Wi l l i ams Cotton Com-
pany, a t t a c h e d t o t h e r e c e i p t of t h e Cordele 
Compress Bonded Warehouse of Cordele , Georgia , 
t h a t Nesb i t t -Wi l l i ams Cotton Company c e r t i f i e s 
t h a t i t ' i s t h e owner or au tho r i zed agent of t h e 
owner of t h e c o t t o n covered by t h i s r e c e i p t , and 
t h a t , o the r than the warehouseman's l i e n evidenced 
on the f a c e of t h i s r e c e i p t and the f o l l o w i n g , 
t h e r e a r e no l i e n s , mortgages, or o the r encumbrances 
on s a i d c o t t o n . 1 This r e c e i p t was s u f f i c i e n t t o put 
the purchase r on n o t i c e t o enqui re as t o who was 
the t r u e 'owner or au tho r i zed agent of t h e owner 
of t h e co t ton covered by t h i s r e c e i p t , ' e t c . 
The p e t i t i o n a l l e g e s t h a t t he Nesb i t t -Wi l l i ams Cotton 
Company had an agreement w i t h t h e Exchange Bank of 
Corde le , t h e p l a i n t i f f , whereby the c o t t o n company, 
or f i r m , was t o hold t h e c o t t o n purchased by them, 
and p a i d f o r by the bank, i n t r u s t , u n t i l t h e 
c o t t o n was so ld and t h e proceeds pa id on t h e bank ' s 
d e b t , and t h a t t h e t i t l e t o t h e c o t t o n was t o remain 
i n the bank u n t i l t he bank was p a i d . In t h e s e 
c i rcumstances the c o t t o n f i r m , or company, never had 
t i t l e t o t h e c o t t o n , and had no a u t h o r i t y t o p l a c e 
t h e c o t t o n i n the bonded warehouse as i t s own; and 
when t h e c o t t o n b rokers accepted the r e c e i p t w i t h 
the above s t i p u l a t i o n i n i t , they were put upon 
n o t i c e t h a t t h e c o t t o n company 'was owner, or agent 
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of t h e owner.1 But which? I f t h e c o t t o n 
"brokers had used o rd ina ry d i l i g e n c e t o a s c e r -
t a i n t h e t r u e owner, they would have found 
t h a t t h e t i t l e to t h e c o t t o n never was i n t h e 
c o t t o n f i r m , and t h a t i t had no r i g h t t o d e p o s i t 
t h e c o t t o n i n a bonded warehouse i n i t s own name, 
and t r a d e the r e c e i p t f o r a p r e - e x i s t i n g d e b t . 
The p l a i n t i f f s i n e r r o r never p a i d a n y t h i n g f o r 
t he c o t t o n r e c e i p t s . The r e c e i p t s were t a k e n 
f o r a p r e - e x i s t i n g debt i n c u r r e d by t h e c o t t o n 
f i r m on account of d e a l i n g i n f u t u r e or margin 
c o n t r a c t s w i t h t h e p l a i n t i f f s i n e r r o r , who were 
members of t h e New York Cot ton Exchange. The 
p l a i n t i f f s i n e r r o r p a i d no th ing i n cash f o r 
t h e r e c e i p t s , and a r e i n no worse c o n d i t i o n t h a n 
they were b e f o r e they r e c e i v e d them. The c a s e 
i s d i f f e r e n t f rom one where a deb to r pays a p r e -
e x i s t i n g debt w i t h p r o p e r t y t h a t i s h i s own. 
B e f o r e t ak ing t h e warehouse r e c e i p t , i f p l a i n -
t i f f s i n e r r o r had i n v e s t i g a t e d , a s they were 
bound t o do, they would have a s c e r t a i n e d t h e f a c t 
t h a t t h e c o t t o n f i r m d id not own t h e c o t t o n . 
The d o c t r i n e of cavea t emptor a p p l i e s t o a c a s e 
l i k e t h e p r e s e n t . The p u r c h a s e r mast 'beware 1 

of what he i s buying; he must ' l o o k o u t ' t o 
s e e whether t h e t i t l e t o t h e t h i n g he i s buying 
i s t h e s e l l e r , e s p e c i a l l y where he i s put upon 
n o t i c e t h a t t h e s e l l e r i s e i t h e r 'owner or t h e 
agent of t h e owner, 1 I f he was merely t h e 
agent of t h e owner, v h e r e was t h e ev idence of 
t h e ' agency? 1 I nqu i ry would have d i s c l o s e d , 
under t h e a l l e g a t i o n s of t h e p e t i t i o n , t h a t t h e 
c o t t o n f i r m were the agen t s ' t o s h i p and s e l l 
t he c o t t o n and app ly t h e p roceeds to t h e deb t due 
t h e b a n k , ' and not to d e p o s i t t he c o t t o n i n a 
bonded warehouse to t he i n d i v i d u a l name of t h e 
c o t t o n f i r m , and s e l l t h e r e c e i p t t o a t h i r d p e r s o n , 
and app ly the proceeds to t h e c o t t o n f i r m ' s 
i n d i v i d u a l p r e - e x i s t i n g d e b t . To al lot? t h e l a t t e r 
t o be done would work a g r e a t i n j u s t i c e and do 
v i o l e n c e to t h e l aw . See Farmers & Merchants Bank 
V. Hamil ton. SO Ga. App. 194 (117 S. E. 2 8 7 ) . " 

I unde r s t and from you t h a t t h e form of t h e "Statement 
of ownership and encumbrances" s e t out above i s a p r e s c r i b e d form 
appea r ing on many of t h e warehouse r e c e i p t s which a r e t a k e n by 
t h e F e d e r a l Reserve Bank a s c o l l a t e r a l . There i s , of c o u r s e , 
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always some r i s k a t t e n d a n t upon t h e a c q u i s i t i o n of warehouse 
r e c e i p t s i n ca se s where t h e p a r t y t r a n s f e r r i n g same has no 
r i g h t so t o do. Undoubtedly, however, t he u t i l i z a t i o n of a 
form of r e c e i p t con t a in ing a c e r t i f i c a t e or s ta tement of owner-
s h i p , e t c . made "by one d e s c r i b i n g himsel f as "owner or a u -
t h o r i z e d agen t n i n c r e a s e s such r i s k s as i n h e r e i n t r a n s a c t i o n s 
of t h i s c h a r a c t e r . 

B e l i e v i n g t h e mat te r to he of gene ra l i n t e r e s t , 
I am sending a copy of t h i s l e t t e r to Mr. flyatt, General Counsel 
of the Fede ra l Reserve, Board. 

I am r e t u r n i n g Mr. Smi th ' s l e t t e r h e r e w i t h . 

Very t r u l y you r s , 

(S) Roht . S. P a r k e r . 

BSP/w. 

Copy t o : 

Mr. Walter ffyatt, General Counsel, 
Fede ra l Reserve Board, 
Washington, D. C. 
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