
District Court, N. D. Illinois. Jan. 1873.

IN RE FARNSWORTH ET AL.

[5 Biss. 223;1 14 N. B. R. 148.]

BANKER'S LIEN.

A bank holding a customer's demand note has a lien upon the proceeds of drafts delivered to it for
collection after the giving of the note, though collected after filing of petition in bankruptcy, and
can apply such proceeds upon the note.

[Cited in Robinson v. Wisconsin, M. & F. Ins. Co. Bank, Case No. 11,969.]
H. K. Whiton, for the Commercial National Bank, made the following points, citing

the authorities in support of them:
I. The bank had a lien upon the drafts held for collection. Bank of Metropolis v. New

England Bank, 1 How. [42 U. S.] 239; Russell v. Hadduck, 3 Gilman, 233; Rhoades v.
Blackiston, 106 Mass. 336; Van Amee v. Bank of Troy, 8 Barb. 315; Davis v. Bowsher,
5 Term R. 488.

II. This was a case of mutual debts and credits, under the 20th section of the bankrupt
act [of 1867 (14 Stat. 527)]. Rose v. Hart, 8 Taunt 499; Naoroji v. Chartered Bank, 18
Law T. (N. S.) 358; Catlin v. Foster [Case No. 2,519]; Trader's Bank v. Campbell, 14
Wall. [81 U. S.] 97.

Cyrus Bentley, for assignee.
BLODGETT, District Judge. The facts in this case appear to be that on and up to

the 18th of December, 1872, the firm of Farnsworth, Brown & Co. were wholesale mer-
chants in the city of Chicago, and in good credit. They kept a bank account with the
Commercial National Bank, of this city, and were in the practice of collecting bills against
their country customers by drawing sight or time drafts which were indorsed to the bank
and by the bank forwarded for collection to its correspondent nearest the residence of
the drawee. When paid, the proceeds were passed to the credit of the firm in its general
balance. The firm was indebted to the bank on a demand note for $5,000. On the 14th
of December one of the members of the firm absconded, and the fact became publicly
known, and known to the officers of the bank on the 18th of December, and on the 23rd
day of December, 1872, a petition in bankruptcy was filed in this court against the firm,
on which they were adjudicated bankrupts. Shortly before their failure, but while in good
credit, the firm had handed to the bank a number of drafts for collection, on which the

bank collected, after the filing of the petition in bankruptcy, the sum of $1,200,2 and the
point raised is, whether the money so collected can be applied by the bank toward the
payment of the note held by the bank against the firm, or whether it must be turned over
to the assignee for general distribution.
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Although the question is not wholly free from difficulty, I think the weight of authority
is in favor of the right of the bank to apply the money so collected, in liquidation, so far
as it will go, of its own indebtedness.

It was evidently never intended that the bank should pay over to the firm the specific
money collected. The legal title to the money called for by the drafts was vested in the
bank, and the proceeds were to go to the credit of the firm. It was a method of giving the
firm credit with the bank, and was a transaction which could ripen into a debt
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or demand in favor of the firm against the bank.
It is said by the attorney for the assignee that the bank was a mere agent of the firm

for collecting this money, and that this agency was revoked by the adjudication of bank-
ruptcy, and such revocation relates back to the filing of the petition. But I think that it was
something more than a naked agency. It was an agency coupled with an interest and duty,
and filing the petition in bankruptcy did not suspend or annul the obligation of the bank
to use its diligence to collect the money due on those drafts. It does not seem to me that
the right of the bank to receive the money on these drafts was suspended by what befell
the firm, nor that the character in which they received it was changed.

This claim on the part of the bank, it appears to me, can be sustained on two grounds:
1. Because the law gives a banker a lien on any funds coming into his hands belonging

to a debtor. Morse, Banks, 34 et seq.; 2 Kent, Comm. 624, note 2; 2 Story, Eq. Jur. §
1253a,

2. Because the transaction shows mutual debts and credits between the parties on
which the balance is to be struck. Section 20, Bankrupt Act [supra].

NOTE. See further as to question of adjustment of mutual debts and credits, Hough
v. First Nat. Bank [Case No. 6,721], and note thereto.

1 [Reported by Josiah H. Bissell, Esq., and here reprinted by permission.]
2 [14 N. B. R. 148, gives $12,000.]
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