
STOCK EXCHANGE PBACTICES

THUBSDAY, DECEMBER 7, 1933

UNITED STATES SENATE,
SUBCOMMITTEE OF THE COMMITTEE

ON BANKING AND CURRENCY,
Washington, D.C.

The subcommittee met at 10:30 a.m., pursuant to adjournment on
yesterday, in room no. 301 of the Senate Office Building, Senator
Duncan U. Fletcher presiding.

Present: Senators Fletcher (chairman), Glass, Gore (substitute
for Barkley), Adams (l>roxy for Costigan), Couzens, Townsend,
and Goldsborough (substitute for Norbeck).

Present also: Senator Reynolds of North Carolina.
Present also: Ferdinand Pecora, counsel to the committee; Julius

Silver and David Saperstein, associate counsel to the committee; and
Frank J. Meehan, statistician to the committee; William Dean Em-
bree of Milbank, Tweed, Hope & Webb, and C. Horace Tuttle of
Eushmore, Bisbee & Stern, counsel representing the Chase National
Bank and the Chase Corporation.

The CHAIRMAN. The subcommittee will come to order, please.
You may proceed, Mr. Pecora.

Mr. PECORA. Mr. McCain, will you resume the stand, please ?

TESTIMONY OF CHARLES S. McCAIN, CHAIRMAN OF THE BOARD
OF DIRECJTOES, THE CHASE NATIONAL BANK OF THE CITY OF
NEW YORK—Resumed

Mr. PECORA. Mr. McCain, from evidence heretofore presented to
this subcommittee it appears that a loan was made by the Chase
National Bank to a syndicate the managers of which were Dillon,
Read & Co., H. C. Couch, and yourself; that the amount of the loan
on January 29, 1930, was $2,795,000. Do you recall the loan in
question ?

Mr. MCCAIN. W a s ^at a l ° a n m a de to
Mr. PECORA (interposing). That was a loan that was secured

principally by shares of the capital stock of the Louisiana & Arkansas
Railway Co.

Mr. MCCAIN. Yes, sir; I recall the loan.
Mr. PECORA. When was that loan first made?
Mr. MCCAIN. That loan was made in 1927 originally at the

National Park Bank.
Mr. PECORA. That loan was made when you were connected with

the National Park Bank?
Mr. MCCAIN. Yes.
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Senator COTTZENS. These gentlemen whose names you have just
referred to were syndicate managers, were they, Mr. Pecora?

Mr. PECORA. Yes, sir.
Senator COUZENS. All right.
Mr. PECORA. NOW^ Mr. McCain, do you remember on what date in

1927 that loan was first made?
Mr. MCCAIN. I see here it was January 16,1928.
Mr. PECORA. DO you say now it was in 1928 ?
Mr. MCCAIN. Yes.
Mr. PECORA. YOU were then president of the National Park Bank?
Mr. MCCAIN. Yes.
Mr. PECORA. And had been connected with it from what period

of time?
Mr. MCCAIN. Since the 1st of January 1926.
Mr. PECORA. What was the principal amount of the loan at the

outset?
Mr. MCCAIN. I t was $2,295,000.
Mr. PECORA. When was the loan taken over by the Chase National

Bank?
Mr. MCCAIN. At the time of the merger, in August of 1929.
Mr. PECORA. At the time of such merger you became an officer of

the Chase National Bank?
Mr. MCCAIN. Yes. I became president of the Chase National

Bank.
Mr. PECORA. And you subsequently became chairman of the board ?
Mr. MCCAIN. Yes.
Mr. PECORA. Which is the position you now hold?
Mr. MCCAIN. Yes.
Mr. PECORA. NOW, at the time when the loan was taken over
The CHAIRMAN (interposing). Is that chairman of board of

directors ?
Mr. PECORA. Yes, sir. He is chairman of the board of directors

of the Chase National Bank, and not chairman of the governing
board.

Mr. MCCAIN. Yes; chairman of the board of directors.
Mr. PECORA. At the time when the loan was taken over by the

Chase National Bank what was the principal amount of it?
Mr. MCCAIN. The principal amount of it was $2,795,000. The

loan had been increased in May of 1929 by $500,000.
Mr. PECORA. By whom?
Mr. MCCAIN. By the National Park Bank.
Mr. PECORA. NOW, who were the members of the syndicate to

which this loan was made ?
Mr. MCCAIN. I will give you a list of those in a minute.
Mr. PECORA. All right.
Mr. MCCAIN. Dillon, Eead & Co., Randolph G. Pack, Harvey C.

Couch, Caldwell & Co., C. S. McCain, Coverdale & Colpitts, and
J. A. Moffett. Then each of those had subparticipants, as a matter
of fact, a list of which I haven't at the time in front of me.

Mr. PECORA. Will you ^ive the respective interests or participa-
tions of those participants in the syndicate?

Mr. MCCAIN. Dillon, Read & Co., New York, $3,000,000
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Mr. PECORA (interposing). Eepresenting what percentage? Do
you say it was 3 million dollars!

Mr. MCCAIN. Yes, sir; it was 3 million dollars, or 30 percent. The
syndicate was for 10 million dollars.

Mr. PECORA. Yes. Go ahead.
Mr. MCCAIN. E. G. Pack, $750,000
Mr. PECORA (interposing). And that is 7% percent?
Mr. MCCAIN. And H. C. Couch $3,500,000; Eogers Caldwell,

$850,000; C. S. McCain, $650,000; Coverdale & Colpitts, $250,000;.
and J. A. Moffett, $1,000,000.

Mr. PECORA. Who is Mr. Eandolph G. Pack?
Mr. MCCAIN. Mr. Pack is a capitalist who lives at Princeton, N.J.
Mr. PECORA. IS he engaged in any business?
Mr. MCCAIN. Not actively in business.
Mr. PECORA. By capitalist do you mean investing his own funds?
Mr. MCCAIN. Y es, sir.
Mr. PECORA. Who is Eogers Caldwell?
Mr. MCCAIN. He is a well known character who lived at Nash-

ville at that time, and was in very good circumstances, but after-
ward failed as you may recall.

Mr. PECORA. Who is Mr. J. A. Moffett?
Mr. MCCAIN. He was at that time vice president of the Standard-

Oil Co. of New Jersey.
Mr. PECORA. And Mr. Harvey C. Couch at that time was connected

with the railroad in question?
Mr. MCCAIN. NO. At that time he was president of the Arkansas-

Power & Light Co.
Mr. PECORA. Wasn't he also connected at that time with the

Louisiana & Arkansas Eailway Co.?
Mr. MCCAIN. NO. This syndicate, Mr. Pecora, was organized

to purchase the Louisiana & Arkansas Eailway and the Louisiana
Eailway & Navigation Co. They were two well-established railroads
in Arkansas and Louisiana. The Louisiana & Arkansas Eailway
had belonged to William Buchanan, the William Buchanan inter-
ests, for many years, and Mr. William Buchanan had died about a
year before this original loan was made. The Louisiana Eailway
& Navigation Co. belonged to Mr. Edenborn of New Orleans, who
was a very well-known character, and who died about a year ago, or
I mean about a year before. So we felt on account of the deaths
of these two principals, and the desire of other parties in interest to
sell, it would be an opportune time to buy and to merge these two
roads as they complemented each other. One ran from a cotton
belt connection to Shreveport, and the Louisiana Eailway & Naviga-
tion Co. ran from Shreveport to New Orleans. So it made a through
line by a combination of the two railroads. This syndicate was
organized for the purpose of purchasing those two railroads.

Mr. PECORA. And you merged them into the Louisiana & Arkan-
sas Eailway Co. ?

Mr. MCCAIN. They were merged under the name of Louisiana &
Arkansas Eailway Co.

Mr. PECORA. IS that syndicate account still open?
Mr. MCCAIN. Yes.
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Senator COUZENS. What is the status of it now ?
Mr. MCCAIN. There has been paid on that loan $50,000, as of

June 10, 1930; $410,000 as of January 16, 1931; $25,000 as of Janu-
ary 30, 1931; $22,500 as of February 16, 1931, and $998,155 as of
January 18,1932. So the loan today is about $1,289,000.

Senator (JOTJZENS. IS it adequately secured?
Mr. MCCAIN. I think it is adequately secured. I t is secured by

24,989 shares of the common stock of the Louisiana & Arkansas
Eailway of Arkansas; 28,987 shares of the prior preferred stock;
19,991 shares of the preferred stock and 49,978 shares of the common
stock of the Delaware corporation. In addition to that it has as
security notes of Randolph G. Pack for about $175,000 and of H. C.
Couch of about $820,000, and he has under that some 22 subpartici-
pants with him, a list of which I can furnish you if you desire to
have it.

Mr. PECORA. Have you a list of the persons who were subpartici-
pants of Mr. Couch's in this syndicate ?

Mr. MCCAIN. Yes, sir.
The CHAIRMAN. Those two railroads were acquired?
Mr. MCCAIN. Yes, sir.
The CHAIRMAN. And a new corporation was formed?
Mr. MCCAIN. Yes, sir.
The CHAIRMAN. And that corporation issued stock?
Mr. MCCAIN. Yes, sir; but no stock was sold to the public in the

new corporation. I t is one of the few railroads in the United States
that has earned its entire fixed charges during this period. I t has
earned its interest during this jrear and during the last 2 years.

Mr. PECORA. Mr. McCain, is it a fact that this railroad which you
say is so prosperous cannot get a loan from the Reconstruction
Finance Corporation?

Mr. MCCAIN. I t has never applied for a loan from the Reconstruc-
tion Finance Corporation.

Mr. PECORA. Have you a list of the names of all of the participants
in the syndicate?

Mr. MCCAIN. Yes. I can hand you this list if you like and save
my reading it.

Mr. PECORA. If you will.
Senator COTJZENS. Read them off.
Mr. PECORA. Mr. Chairman, I offer in evidence a list of subpar-

ticipants produced by the witness, and ask that it may be made a
part of the record.

The CHAIRMAN. Let it be admitted, and the committee reporter
will make it a part of the record.

(The list of subparticipants in the syndicate of the Louisiana &
Arkansas Ry. Co. was marked " Committee Exhibit No. 234, Dec. 7,
1933 ", and will be found immediately following where read by Mr.
-Pecora.)

Senator COUZENS. Those are subparticipants of Mr. Couch's list?
Mr. MCCAIN. Yes, sir. And, Mr. Pecora, you may have that list

for your record.
Mr. PECORA. The list received in evidence and marked " Committee

Exhibit No. 234", shows the following subparticipants in Mr.
Couch's interest in this syndicate account:
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H. C. Couch and Subparticipants:
H. O. Couch, Pine Bluff, Arkansas - $1,650,000
J. P. Butler, New Orleans, La 250, 00O>
John Nickerson, New York 250,000
S. Z. Mitchell, New York 125,000
Electric Bond & Share, New York 125,000*
W. C. Ribenack, Little Rock, Arkansas 100,000
C. H. Moses, Little Rock, Arkansas 100, 000
W. E. Baker, Pine Bluff, Arkansas 80,000
C. F. Couch, Shreveport, Louisiana 50,000
H. C. Abel, New Orleans, Louisiana 50,000
J. L. Longino, Pine Bluff, Arkansas 25,000-
B. S. Atkinson, Shreveport, Louisiana 25,000
George Howard, New York 25,000
Neil Weathers Estate, New York 25,000*
C. G. Lunday, Minden, Louisiana 25,000
John R. Fordyce, Hot Springs, Arkansas 25,000
J. T. Thomas, Grenada, Mississippi 12, 500 •
J. G. Blass, Little Rock, Arkansas 12, 500
W. N. Adams, New Orleans, Louisiana 12,500
B. F. Thompson, Alexandria, Louisiana 12,500
W. O. Tatum, Hattiesburg, Miss 2,500
Olin Longino, Hot Springs 2,500-
A. G. Kahn, Little Rock, Arkansas 5,000
J. M. Hartfield, Jackson, Mississippi 5,000
Mrs. Garner Green, Jackson, Mississippi 5,000

Total 3,000, 000

And then follows a list of names of the original participants:
Dillon, Read & Company, New York $3,000,000
J. A. Moffett, New York 1,000,000*
Randolph G. Pack, New York 750,000
Coverdale & Colpitts, New York T50,000
C. S. McCain, New York 650,000
E. A. Frost, Shreveport 500,000'
Caldwell & Company, Nashville 850,000

Grand total $10,000,000^

Mr, MCCAIN. I might say that during this period the railroad has
earned its fixed charges, during 1931, 1.89 times, and during 1932,.
1.03 times, and during 1933,1.6 times.

Mr. PECORA. Which railroad?
Mr. MCCAIN. The Louisiana & Arkansas Railway Co.
Senator COTJZENS. That is, you mean after the consolidation?
Mr. MCCAIN. Yes, sir.
Senator COUZENS. Did Coverdale & Colpitts ever render any engi-

neering report as to the possibilities of the railroads as consolidated?
Mr. MCCAIN. Yes; we did not rely on that, though.
Senator COUZENS. I am glad you did not, but I suppose it was

very favorable, otherwise they would not have gone into the
syndicate.

Mr. MCCAIN. I think that is true.
Mr. PECORA. Were any bonds of the Louisiana & Arkansas Rail-

way Co. put up as collateral in connection with this loan ?
Mr. MCCAIN. NO ; not with this loan.
Mr. PECORA. DO you know what the market quotation is for bonds

of the Louisiana & Arkansas Railway Co. that are outstanding?
Mr. MCCAIN. I think it was about 43, the last I saw. No; I find

the last quotation was 46.
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Senator COTJZENS. Have you the market value of those securities
that you still have to support the loan, outside of the notes of indi-
viduals?

Mr. MCCAIN. They have never been listed.
Mr. PECORA. What is the quotation in the unlisted market, the

over-the-counter market?
Mr. MCCAIN. There are none in the hands of the public at all.

They were never offered to the public.
Mr. PECORA. What valuation was given, if you know, to those se-

curities in order to determine whether or not the loan is sufficiently
supported? Who fixed that valuation?

Mr. MCCAIN. Well, I think it would have to be an arbitrary valua-
tion that you would fix on it, as far as that is concerned.

Mr. PECORA. And is it upon an arbitrary valuation that you say
the loan is properly collateralized ?

Mr. MCCAIN. Yes; that plus the notes that we hold of partici-
pants, all of whom we regard as good.

Mr. PECORA. NOW, Mr. McCain, are you familiar with the pro-
ceedings that were had before the Interstate Commerce Commission
in connection with the consolidation of the Louisiana & Arkansas
Eailway with the Louisiana Railway & Navigation Co. ?

Mr. MCCAIN. Just in a general way I am familiar with them.
Mr. PECORA. Can you tell the subcommittee about that?
Mr. MCCAIN. I know that application was made for the consolida-

tion of the two railroads. The Interstate Commerce Commission's
valuation on the two railroads was something like 25 million dollars.
The company's valuation was 39 million dollars, as I recall. Appli-
cation was made for the issuance of 16 million dollars of bonds and
3 million dollars of first preferred and 2 million dollars' of second
preferred and 100,000 shares of common.

Senator COTJZENS. Of no par value ?
Mr. MCCAIN. Of no par value.
Mr. PECORA. Was there a transaction that the syndicate was under-

taking to consummate at that time with Mrs. Sarah Edenborn who
owned the securities of the Louisiana Railway & Navigation Co. ?

Mr. MCCAIN. The purchase of her interest—and she owned, I
will say, 100 percent, I think, of the Louisiana Railway & Naviga-
tion Co.—of all the bonds and stock, was contingent on the permis-
sion of the Interstate Commerce Commission for the merger of the
two railroads.

Mr. PECORA. In the application that was made to the Interstate
Commerce Commission to enable the syndicate to acquire those
securities from Mrs. Edenborn, it appears from the record of the
proceedings as published by the Interstate Commerce Commission
that the following colloquy took place between Commissioner Wood-
lock and an attorney named Frank M. Swacker who appeared for
the petitioner, namely, the Louisiana & Arkansas Railway Co.:

Commissioner WOODLOCK. I get the impression, probably falsely, that you are
justifying the securities being issued on the ground that the price which the
syndicate is paying to Mrs. Edenborn, is a contract price—you don't mean
that they got this old lady in a tight place and are proceeding to take advantage
«of her, do you

Mr. SWAOKER. * * * I suppose I cannot very well deny the fact.
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What did that have reference to?
Mr. MCCAIN, I never heard of that before. I think the situation

was the very opposite if any such statement was made.
Mr. PECORA. That appears in the record of the proceedings before

the Interstate Commerce Commission.
Mr. MCCAIN. I never heard of that. Mrs. Edenborn was left after

the death of her husband with this railroad, which at that time was
not earning any of its charges, and had not paid its interest for
several years, and was badly run down. And she had an inheritance
tax of something like $2,500,000 to pay, as I recall. She was very
anxious to sell thg railroad, and rather than any advantage being
taken of her as a result of the sale of the railroad, she was enabled
to pay her inheritance tax, and has now, I think, something like six
or seven million dollars of Government bonds. So she certainly
profited very much, I think, by the deal.

Mr. PECORA. What decision was made by the Interstate Commerce
Commission on this application?

Mr. MCCAIN. They granted it.
Mr. PECORA. YOU say they granted the application ?
Mr. MCCAIN. Yes, sir.
Mr. PECORA. But that was not a unanimous decision of the com-

missioners, was it?
Mr. MCCAIN. I t was contested by the Missouri Pacific Railroad,

and on that account it was held up for some time, but they granted
the application.

Senator COUZENS. What was the basis of the Missouri Pacific's con-
test?

Mr. MCCAIN. On the contention that it would create a through
line that would compete with them at New Orleans.

Mr. PECORA. Mr. McCain, are you familiar with the fact that Com
missioner Eastman dissented in part from the decision of the Com-
mission?

Mr. MCCAIN. NO, sir.
Mr. PECORA. Well, I have before me the report of the Interstate

Commerce Commission on this application, and will read therefrom
the following extracts from Commissioner Eastman's dissenting
opinion:

When the transaction here approved is consummated, the new L. & A. will
own all of the stock of the L. R. & N., the latter will be without debt, and its
property will be leased to the new L. & A. for 999 years. Section 5(2) of the
Interstate Commerce Act does not empower us to authorize an acquisition of
control which involves the consolidation of the carriers in question into a
4t single system for ownership and operation." In my judgment this is such
a consolidation.

So far as the merits of the proposed unification are concerned, I think that
it is likely, on the whole, to result in public advantage. Certain features, how-
ever, ought not to be overlooked. The bonds of the new L. & A. are to be used
to purchase the securities of the L. R. & N. now owned by Sara Edenborn. She,
however, wants cash or its equivalent for these securities, and she also wishes
to dispose of her holdings in the L. R. & N. of Texas. It is, therefore, proposed
to give her the new L. & A. bonds in exchange for the securities of the L. R. & N.,
but in the same breath she is to sell the new bonds and also her holdings in
the L. R. & N. of Texas for $10,000,000 to the syndicate which will own the
stock of the new L. & A. Reducing the transaction to simple terms and strip-
ping it of nonessentials whose only purpose is to tinge it with a certain legal
color, it amounts merely to a sale of the new L. & A. bonds for $10,000,000 to
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the syndicate which will control that carrier, for the purpose of obtaining
that amount of cash or its equivalent to pay to Sara Edenborn for her holdings
in the L. It. & N. and in the L. R. & N. of Texas, the latter to be thrown in
with the new L. & A. bonds and given to the syndicate.

This somewhat circuitous transaction may be very profitable to the syndicate.
* * * * * * *

It may be that to provide sufficient inducement for railroad unifications it
is necessary to give to their promoters opportunities for speculative profit
such as that which is here being given to this syndicate. But in view of the
fact that this is not wholly a transaction at arms' length between independent
parties, but in part a deal between a carrier and its own stockholders, I am
inclined to think that we are entitled to better evidence than has been pre-
sented that what is proposed is really necessary.

* * * * * * *
One feature of the transaction invites comment, and is not without elements

of humor. It illustrates the absurdity, in certain respects, of the corporation
laws of this country. The present L. & A. is a corporation in Arkansas and
Louisiana. There are certain things, however, which its promoters wish the
new L. & A. to do or refrain from doing which are prohibited or required,
as the case may be, by the Arkansas corporation laws, and perhaps by those
of Louisiana also. At all events the promoters have gone to little Delaware,
many hundreds of miles away, and have secured a charter which is more liberal
in its provisions. It permits the now L. & A. not only to do all that its pro-
moters* now have in mind, but practically anything else if occasion arises in
the future, in all States except Delaware. * * * On the contrary, however,
the governors and the regulatory commissions of both States have gone on
record here in favor of the invasion. In this connection I may say that it is
at least debatable whether we ought to permit railroad lines to be acquired by
corporations which are chartered, not only to run a railroad, but to engage
in practically any other line of business that fancy may dictate. There is
no valid reason for such charters and they are inconsistent with sound public
policy.

Mr. PECORA. NOW, Mr. McCain, what were the reasons, if you
can tell the subcommittee, why this holding company was incorpo-
rated in the " little State of Delaware " to operate a railroad in the
States of Louisiana and Arkansas?

Mr. MCCAIN. I do not want to be held strictly to this, but my im-
pression is that under the Arkansas law a railroad company could
not issue preferred stock. I t is some antiquated provision of that
kind.

#Mr. PECORA. SO, in order to overcome that statutory provision,
or laws of the States in which the railroad was going to operate, a
charter was obtained from another Commonwealth, hundreds of
miles away.

Mr. MCCAIN. Yes.
Mr. PECORA. And that conferred extraordinary powers upon this

railroad corporation referred to by Commissioner Eastman in his
dissenting opinion ?

Mr. MCCAIN. Yes.
Mr. PECORA. And empowered the railroad corporation to do all

those extraordinary things in all other States except in the State
which granted the charter?

Mr. MCCAIN. I am sure the corporation would not do anything
and did not do anything that made Delaware ashamed, however,
being domiciled there.

Mr. PECORA. Apparently Delaware was not taking any chances of
having any of those things done within its own borders.

(The witness simply smiled.)
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Mr. PECORA. When this loan was increased from its original
amount of $2,295,000 to $2,795,000 was any additional collateral sup-
plied to the bank?

Mr. MCCAIN. That I cannot answer. Additional notes of partici-
pants were put up, Mr. Pecora.

Mr. PECORA. NO collateral but additional notes?
Mr. MCCAIN. Yes.
Mr. PECORA. I suppose signed by certain members of the syndicate?
Mr. MCCAIN. Yes, a list of whom I have given you here.
Mr. PECORA. HOW many of the members of the original syndicate

were connected with the National Park Bank at the time this
loan was originally made to the syndicate by the National Park
Bank?

Mr. MCCAIN. I was the only one connected with the bank. I know
a partner of Dillon, Read & Co. was a director in the bank, Mr.
Forrestal.

Mr. PECORA. Subsequently did any other members of the original
syndicate become officers or directors of either the National Park
Bank or the Chase National Bank after the loan was taken over by
the Chase?

Mr. MCCAIN. Mr. Couch became a director of the National Park
Bank, and afterward with the Chase Bank.

Mr. PECORA. And Mr. Clarence Dillon, the head of the firm of
Dillon, Read & Co., became a director of the Chase National Bank?

Mr. MCCAIN. Of the Chase Bank; yes, sir. At the time of the
merger he succeeded Mr. Forrestal as a director.

Mr. PECORA. There was some reference made in that dissenting
report of Commissioner Eastman to the Louisiana Railway & Navi-
gation Co. of Texas.

Mr. MCCAIN. Yes.
Mr. PECORA. Was that one of the operating companies that was

acquired by this holding company ?
Mr. MCCAIN. Yes.
Mr. PECORA. The syndicate formed ?
Mr. MCCAIN. Yes.
Mr. PECORA. Did that operating company attempt at any time to

obtain a loan from the R.F.C. ?
Mr. MCCAIN. I think it—no—well, I am not certain of that. I

cannot say. I have the impression that they did, but I am not
certain of that.

Mr. PECORA. Did the Louisiana, Arkansas & Texas Railroad
attempt to secure a loan from the R.F.C. at any time ?

Mr. MCCAIN. I do not know that road.
Mr. PECORA. I t is not part of your combination?
Mr. MCCAIN. NO; it is not part of our combination. In fact, I

think the L. & A. of Texas, as I recall, endeavored to obtain a loan
from the Railroad Credit Corporation and not from the Reconstruc-
tion Finance Corporation. That is my recollection.

Mr. PECORA. At the time of the financing by means of this loan,
this syndicate operation, were you connected with the railroad
company, the Louisiana & Arkansas Railway Co.?

Mr. MCCAIN. NO.
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Mr. PECORA. Did you afterward become connected with it in any
official capacity?

Mr. MCCAIN. Yes.
Mr. PECORA. In what capacity?
Mr. MCCAIN. AS chairman of the executive committee.
Mr. PECORA. Any other members of the original syndicate that

became officers ar directors of the railway company in question?
Mr. MCCAIN. Several of them became directors. Mr. Couch, of

course, became president, and Mr. C. P. Couch, his brother, became
vice president and is now president of the road.

Mr. PECORA. Who is that?
Mr. MCCAIN. Mr. C. P. Couch, his brother.
Mr. PECORA. Mr. McCain, let me digress for a moment or two to

ask you if in addition toi being an officer and director of the Chase
National Bank you are also an officer and/or director in any other
corporation?

Mr. MCCAIN. Yes.
Mr. PECORA. HOW many other such corporations?
Mr. MCCAIN. I should think probably 10 or 12.
Mr. PECORA. IS that all?
Mr. MCCAIN (after conferring). Twenty, I am informed.
Mr. PECORA. Twenty?
Mr. MCCAIN. About twenty.
Mr. PECORA. Could you give the committee from memory the

names of those corporations in which you are a director or officer ?
Mr. MCCAIN. I am director of the Corn Products Refining Co.,

the Standard Surety & Casualty Co., the Standard Fire Insurance
Co.—those two companies are allied—the Great American Insurance
Co. group.

Mr. PECORA. I just want to see that those gentlemen——
Mr. MCCAIN. They are not telling me this. I was giving you this.

The Great American Insurance Co. group. They have five or six
subsidiary companies in their group, and a director of one is director
of the others. And the National Cash Register Co.; the Chase Cor-
poration.

Mr. PECORA. That is the successor of the Chase Securities Cor-
poration?

Mr. MCCAIN. Yes. The Chase Bank, which is the bank that the
Chase National Bank owns. I have been with the American Ex-
press Co. which the Chase Bank also owns, which I have just re-
signed from. The Goodrich Co.

Mr. PECORA. B. F. Goodrich Co.?
Mr. MCCAIN. B. F. Goodrich Co.
Mr. PECORA. That is a rubber manufacturing company?
Mr. MCCAIN. Rubber manufacturing company. I think that is all

I belong to.
Mr. PECORA. YOU left out the Western Electric?
Mr. MCCAIN. The Western Electric; yes.
Mr. PECORA. YOU left out the National Surety Co. ?
Mr. MCCAIN. I am not a director. I resigned 2 years ago.
Mr. PECORA. YOU were, were you not?
Mr. MCCAIN. I resigned about 2 years ago. I am a director of

the Penn Mutual Life Insurance Co. also.
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Mr. PECORA. HOW about the Seaboard Air Line Eailway Co. ?
Mr. MCCAIN. Well, that is in receivership.
Mr. PECORA. Were you a director of that at the time it went into

receivership ?
Mr. MCCAIN. Yes, I was; and of the Rock Island when they went

into receivership.
Mr. PECORA. The Chicago, Rock Island & Pacific Railroad?
Mr. MCCAIN. Yes.
Senator COUZENS. Were you a director of the Rock Island when

Coverdale & Colpitts issued that laudatory engineering report?
Mr. MCCAIN. NO, sir; I don't think so. No; they were never em-

ployed as far as I know.
Mr. PECORA. Have you overlooked an investment trust called the

" United States & Foreign Securities Corporation " ?
Mr. MCCAIN. Yes; the United States & Foreign.
Mr. PECORA. That is the investment trust that Dillon, Read & Co.

helped to promote ?
Mr. MCCAIN. That is correct.
Mr. PECORA. And manage today,
Mr. MCCAIN. Yes.
Mr. PECORA. DO these directorships require much of your business

time, Mr. McCain?
Mr. MCCAIN. Not a great deal. Most of them meet once a month.
Mr. PECORA. AS chairman of the board of the Chase National Bank

your duties are very pressing are they not?
Mr. MCCAIN. Yes.
Mr. PECORA. What has been the highest salary you received?
Mr. MCCAIN. $150,000 is the highest salary.
Mr. PECORA. A year; plus a bonus ?
Mr. MCCAIN. Well, I was not receiving that salary. The highest

bonus I ever received was $40,000. At that time my salary was
$125,000. My salary now is $128,500.

Mr. PECORA. That is more than it was in the boom year of 1929?
Mr. MCCAIN. Yes, I think it is.
Mr. PECORA. DO you receive any compensation for any duties you

perform as a director in any of these other corporations other tnan
receiving the usual director's fees. $20 or $50, as the case might be?

Mr. MCCAIN. In the National Clash Register I think their fees are
$2,400, and Louisiana & Arkansas I think it is $1,200. The Goodrich
Co. is I think—I am a member of the finance committee of Goodrich
as well as the board, and I think that is $8,500.

Mr. PECORA. Eighty-five hundred?
Mr. MCCAIN. Yes.
Mr. PECORA. What company is that?
Mr. MCCAIN. B. F. Goodrich Co.
Mr. PECORA. HOW about the United States & Foreign Securities

Corporation?
Mr. MCCAIN. Nothing but an ordinary director's fee, $50 I think.
Mr. PECORA. YOU used to receive $5,000 a year?
Mr. MCCAIN. Yes.
Mr. PECORA. When you were a director?
Mr. MCCAIN. In the beginning, but that was eliminated in 1930.
Mr. PECORA. HOW about the Western Electric Co.?
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Mr. MCCAIN. $20 is their director's fee.
Mr. PECORA. NOW these corporations, or some of them, are very

active industrial corporations, are they not?
Mr. MCCAIN. Yes.
Mr. PECORA. And in order to enable one who is a director to exer-

cise intelligently the functions of a director he should be kept pretty
well posted and should keep himself pretty well posted with respect
to the business of the corporation, should he not?

Mr. MCCAIN. They send us monthly reports of the corporation.
Mr. PECORA. DO you feel, Mr. McCain, that a man occupying the

kind of executive position that you occupy and have occupied for
several years past in a banking institution of the size of the Chase
National Bank can do justice to both his duties as an officer of the
bank and his duties as a director of the kind of corporations that
you are a director of, where his directorships number as many as
yours do ?

Mr. MCCAIN. Well, I think he can. Mine sound larger than they
really are, because in the case of the Great American where there
are five 01 them you have a meeting of all the companies simultane-
ously, because the companies are under one management and one
group. Of course, in banks and affiliates which add to the number,
you are there and that is really part of your business. I think that
I have been very careful in the directorships that I took. I think
that an officer should be, because these companies of which I happen
to be a director, are all companies of high standing which do not
use the bank in any way, have no occasion to do it, and I think that
the information I have gotten from them has been helpful to the
bank and I think that the information that I have been able to give
the companies from my experience in the bank has been helpful to
those companies. I do not think it has been harmful to the bank,
nor do I think it has taken the bank's time.

Mr. PECORA. Directors' meetings are held during business hours as
a rule, during banking hours?

Mr. MCCAIN. Some of them are; some of them after.
Mr. PECORA. YOU know that the former executive head of the Chase

National Bank, Mr. Wiggin, was also a director in numerous cor-
porations, industrial, railroad, insurance, and other kinds

Mr. MCCAIN. Yes.
Mr. PECORA. During the time that he was executive head of the

Chase—you know that?
Mr. MCCAIN. Yes.
Mr. PECORA. And is that also true of other executive officers of the

bank so far as you know?
Mr. MCCAIN. Of the Chase Bank?
Mr. PECORA. Yes.
Mr. MCCAIN. Some of them are; yes.
Mr. PECORA. And do you think that is good practice?
Mr. MCCAIN. I think there should not be too many of them.
Mr. PECORA. HOW?
Mr. MCCAIN. I do not think there should be too many. They will

take too much of the time. Nor do I think one should be a direc-
tor in corporations which are apt to use the bank in any way. I do
not think you can serve two masters, as far as that is concerned.
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Mr. PECORA. NOW, many of these corporations—or some of them
rather—on the boards of which you sit have had active banking
relations with the Chase National Bank, have they not?

Mr. MCCAIN. DO now, yes; but not in a borrowing capacity.
Mr. PECORA. HOW about the United States & Foreign Securities

Corporation ?
Mr. MCCAIN. They never borrowed.
Mr. PECORA. HOW about Dillon, Read & Co. ?
Mr. MCCAIN. They have never borrowed.
Mr. PECORA. Didn't they borrow as members of different

syndicates ?
Mr. MCCAIN. They borrowed, yes; in this syndicate they did.

When I say " never " that is a strong statement to make, because they
might have occasionally.

Mr. PECORA. YOU remember, for instance, that they were managers
of a very substantial syndicate account that operated in Seaboard
Air Line Railway Co. securities?

Mr. MCCAIN. Yes.
Mr. PECORA. And got large loans from the Chase National Bank,

did they not?
Mr. MCCAIN. Yes.
Mr. PECORA. I mean that syndicate did.
Mr. MCCAIN. Yes.
Mr. PECORA. Was any question ever raised by the board of the

Chase National Bank with regard to its officers functioning as
directors on either corporation's boards ?

Mr. MCCAIN. We discussed that and reported. In my case I re-
ported the corporations of which I am a director to the executive
committee of the bank, and I think that has been true of most of the
other officers.

Mr. PECORA. And in such cases were the members of the board of
the Chase also informed not only of the identity of the corporations
in which you served as a director but also any fees, compensation, or
emoluments ?

Mr. MCCAIN. Yes; that is my understanding. I either informed
them or the salary committee. I have forgotten which that was.

Mr. PECORA. DO you know whether there is any mention of t^oso
things in the minute book of the board of directors of the Chase
National Bank?

Mr. MCCAIN. I do not think there is; no. No; I think not.
The CHAIRMAN. DO you favor limiting the number of directors of

the bank?
Mr. MCCAIN. A smaller number of directors, you mean?
The CHAIRMAN. Yes.
Mr. PECORA. The 25 under the law now ?
The CHAIRMAN. Yes.
Mr. MCCAIN. Yes; I think that is a wise thing to do.
The CHAIRMAN. YOU do not favor so many interlocking directors?
Mr. MCCAIN. NO. I think that under the present banking act of

1933, under strict construction, it is going to work great hardship on
the commercial banks, particularly the provision which states that
an officer or director of a national bank who is also an officer or
director of a corporation that makes any loan on stock or bonds cannot
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serve as a director. For instance, if the General Motors Corporation
makes a loan on stock or bonds, which they might possibly do, not as a
general business, but just one time, that would disqualify Mr. Sloan as
a director of the National Bank of Commerce in Detroit. And you
can pursue on down the line and it would eliminate I think prac-
tically all of the heads of the large industrial concerns and com-
mercial concerns from directors in banks.

If you have a bad account that suddenly shows up and try to get a
collection of it and the man has got a little stock up as part of the
security, that would immediately disqualify that man under the act
of 1933. I do not think that that was intended as the construction of
the act.

Mr. PECORA. Mr. McCain, in the transaction which this Louisiana &
Arkansas Eailway syndicate had with Mrs. Edenborn the syndicate
obligated itself to make her a loan of about 1% million dollars, did it
not?

Mr. MCCAIN. Yes. That was to pay her inheritance tax.
Mr. PECORA. Was that loan made to her out of the proceeds of a

loan which the syndicate obtained originally from the National Park
Bank and which was later carried over into the Chase National
Bank, where it now is?

Mr. MCCAIN. I don't think so; but I don't have that information
with me. I will try to get it, but I do not recall.

Mr. PECORA. DO you know a corporation called the " Southwestern
Investors, Inc."?

Mr. MCCAIN. Yes.
Mr. PECORA. What is the nature of that corporation?
Mr. MCCAIN. That corporation has been liquidated; was some 2

years ago, as I recall. I t was an investment trust.
Mr. PECORA. Were you connected with it?
Mr. MCCAIN. Yes.
Mr. PECORA. In what capacity?
Mr. MCCAIN. I was a stockholder and a director.
Mr. PECORA. Who was the head of the corporation?
Mr. MCCAIN. Mr. H. C. Couch.
Mr. PECORA. Did it ever obtain any loans from the Chase National

Bank or the National Park Bank?
Mr. MCCAIN. Yes; they had a small loan. I say " small"—I

think it was three or four hundred thousand dollars—which was
paid.

Mr. PECORA. What bank made that loan ?
Mr. MCCAIN. The Chase National Bank.
Mr. PECORA. While Mr. Couch was a director of it ?
Mr. MCCAIN. Yes. It was made on stock exchange collateral

with their portfolio perfectly well secured.
Mr. PECORA. When did you say it was liquidated ?
Mr. MCCAIN. I t was liquidated, my recollection is, Mr. Pecora,

in 1930.
Mr. PECORA. Where was its office?
Mr. MCCAIN. Pine Bluff, Ark.
Mr. PECORA. YOU said it was an investment trust ?
Mr. MCCAIN. Yes.
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Mr. PECORA. Did it specialize in the acquisition of securities of any
particular kind ?

Mr. MCCAIN. NO.
Mr. PECORA. Did it have any public utilities securities?
Mr. MCCAIN. Public utilities and some local securities in Arkansas

and Louisiana.
Mr. PECORA. HOW widely was its stock held, can you tell us?
Mr. MCCAIN. I t was never a public offering at all. I t was just

a distribution largely among the associates of Mr. Couch. Never any
public offering.

Senator COUZENS. When they dissolved were they relieved of a
contingent liability in this syndicate?

Mr. MCCAIN. They were not in this syndicate, Senator. They were
in the Seaboard syndicate, and of course the Seaboard syndicate had
discharged all its liabilities. It was dissolved.

I might say, if the committee will permit me, that Mr. Couch and
I started out in the same small town in Arkansas 26 years ago, and
we have been intimate and close friends ever since that time, and our
relationship has been very close. I have never come in •contact with
anybody I think with as high integrity and character as Mr. Couch.
Nobody in the Southwest stands any higher. Our efforts have been
principally in constructing the Louisiana & Arkansas. I think that
was one of the greatest things done in that territory. We were
interested in that because we came from Arkansas, and the local
people there were all interested in it.

Mr. PECORA. Mr. McCain, I hold in my hand what purports to be
a photostatic reproduction of a letter addressed by Harvey C. Couch
to Mr. Albert H. Wiggin, dated September 24, 1929, and I may say
that we obtained this photostatic copy of this letter from the Shermar
Corporation, which as you know is Mr. Wiggin's family corporation.

Mr. MCCAIN. Yes.
Mr. PECORA. And this letter makes some reference to you, so I will

read the letter to you and then I will ask you some questions about it.
You will kindly follow me when I read the letter. I t is written on
the letterhead of Harvey C. Couch, Pine Bluff, Ark. [Reading:]

SEPTEMBER 24, 1929.
Mr. ALBEBT H. WIGGIN,

Chase National Bank, Ncic York, N.Y.
DEAR MR. WIGGIN : Last night we mailed you allotment certificate for 25,000

slia es of Southwestern Investors, Inc.
We are glad to include you on this although we are not .making a general

offering at this time. This comes to you at the suggestion of our mutual
friend, Mr. C. S. McCain. We have already made a nice profit but you are
getting in on the original basis. The time is rather short to October 1 and if
you find it more convenient to make your remittance so as to arrive not later
than October 10, this will be satisfactory but it will be necessary to include
interest on the delayed payment.

With regards, yours very truly,
H. C. COUCH.

Are you fkmiliar with the matter referred to in this letter, Mr.
McCain ?

Mr. MCCAIN. Yes.
Mr. PECORA. At the time this letter was written were you con-

nected with The Chase National Bank?
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Mr. MCCAIN. What is the date?
Mr. PECORA. September 24, 1929.
Mr. MCCAIN. Yes; I was president of the Chase National Bank

at that time.
Mr. PECORA. That was shortly after the consolidation with the Na-

tional Park Bank?
Mr. MCCAIN. -Yes.
Mr. PECORA. What is the meaning of this statement in the letter

to Mr. Wiggin which I have read [reading] :
We have already made a nice profit, but you are getting in on the original

basis?
Mr. MCCAIN. I t means that on account of the market having gjone

up, the value of the stock was then in excess of what the original
subscribers had paid in. I had simply mentioned to Mr. Wiggin
that Mr. Couch had organized this investment trust, and I had some
stock in it, and Mr. S. Z. Mitchell was interested in it, and he said
he would like to be, interested in it, so I spoke to Mr. Couch and
asked him if he could let Mr. Wiggin have some stock. That is
the result of 'that letter. There were never any commissions or any-
thing of that kind. As I say, it was never publicly offered. I t was
simply among a group of Mr. Couch's friends and associates.

Senator COUZENS. Mr. Wiggin took the stock?
Mr. MCCAIN. Yes, sir.
Senator REYNOLDS. What position did Mr. Wiggin hold with the

bank at that particular time ?
Mr. MCCAIN. Mr. Wiggin was chairman of the board.
Mr. PECORA. He was the executive head of the bank.
Mr. MCCAIN. Yes.
Mr. PECORA. I have also before me what purports to be a photo-

static reproduction of a letter sent by Mr. Wiggin to Mr. Couch,
in reply to this letter of September 24, 1929, that I have just read
into the record. This copy was also furnished to us by the Shermar
Corporation, I will read it to you [reading] :

SEPTEMBER 26, 1929.
DEAR MR. COUCH: I have your courteous note of the 24th instant. Thank

you sincerely for your thought of me in connection with Southwestern Investors.
Inc. I will make the remittance so that it will reach you not later than Octo-
ber 10, as you suggest. I assume that the " original basis " includes a share of
the option warrants.

With renewed thanks for your courtesy,
Yours sincerely.

What is the reference there to the share of option warrants ?
Mr. MCCAIN. When the company was originally organized, an

option warrant was given, which was popular in those days, for an
additional share of stock at a certain price. I have forgotten what
the price was.

Mr. PECORA. I will ask that the two letters read into the record be
marked in evidence.

The CHAIRMAN. Let them be admitted.
(Letter, September 24,1929, Couch to Wiggin, was received in evi-

dence, marked " Committee Exhibit No. 235," December 7, 1933, the
same having previously been read into the record by Mr. Pecora.)

(Letter, September 26, 1929, Wiggin to Couch, was received in
evidence, marked " Committee's Exhibit No. 236," December 7, 1933,
the same having previously been read into the record by Mr. Pecora.)
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Senator REYNOLDS. What was the price to be paid by Mr. Wiggin
for this stock?

Mr. MCCAIN. My recollection, Senator, is that the stock was $100
par value, and it was to be paid in installments of 10 percent each.
There was finally 80 percent called on the stock, and it was paid in.

Senator REYNOLDS. DO you recall at what price he had the option
of making a purchase of other stock?

Mr. MCCAIN. I think it was $10.
Senator REYNOLDS. Additional stock?
Mr. MCCAIN. Additional stock he had at the present price. If

it was $100, he had it at that price. I t was thought the company
might become quite successful, and then, if a man wanted to sell
his original stock and keep his option warrants, he had a valuable
right.

Senator REYNOLDS. DO you know whether, thereafter, he took
advantage of the opportunity by way of the warrant ?

Mr. MCCAIN. Unfortunately, there was never any opportunity to
take advantage of it, because the crash came along, and the company
was not successful.

Senator REYNOLDS. That was September, 1929.
Mr. MCCAIN. Yes.
Senator REYNOLDS. Just prior to the crash.
Mr. MCCAIN. Yes.
Mr. PECORA. DO you know, Mr. McCain, how many points profit

had already accrued on the allotment certificates of Southwestern
Investors, Inc. on the date when Mr. Couch addressed that letter to
Mr. Wiggin, namely, September 24, 1929 ?

Mr. MCCAIN. I do not.
Mr. PECORA. Several points profit ?
Mr. MCCAIN. I would think so.
Mr. PECORA. In view of the fact that that profit of several points

had already accrued on those allotment certificates, this offer of
Mr. Couch to Mr. Wiggin to let him in on an original basis for
25,000 shares of those allotment certificates was really in the nature
of a gift to Mr. Wiggin, was it not ?

Mr. MCCAIN. I hardly think so, because, in capitalizing the com-
pany, I think, at that time it had not been started very long, and
they felt they could have used the money, and they would have done
that for other people just as well.

Mr. PECORA. If the Southwestern Investors, Inc., wanted the
money, it could have obtained a higher price for them from some
one other than Mr. Wiggin, to whom they were sold on the original
basis.

Mr. MCCAIN. They might or might not.
Mr. PECORA. Doesn't it really appear to you now, as you look back

on the transaction, that in effect it was tendering Mr. Wiggin a
gift or gratuity?

Mr. MCCAIN. I do not look at it that way.
Mr. PECORA. I t was an outburst of generosity on Mr. Couch's part,

was it not, in favor of Mr. Wiggin ?
Mr. MCCAIN. Yes; I think so.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



4 1 5 8 STOCK EXCHANGE PRACTICES

Mr. PECORA. That was done at your suggestion? You are the
mutual friend mentioned in Mr. Couch's letter to Mr. Wiggin ?

Mr. MCCAIN. We will say at my suggestion; yes.
Mr. PECORA. What advantages do you think might have accrued to

the Southwestern Investors, Inc. from having this generous exhi-
bition made toward Mr. Wiggin at that time?

Mr. MCCAIN. Mr. Wiggin at that time, as you know, was inter-
ested in a number of things, and he might have been very helpful
to them in advising them with reference to investments.

Mr. PECORA. In other words, it was establishing a friendly contact
with the man who was at the head of a great big bank, was it not ?

Mr. MCCAIN. That plus the fact that the man was interested in a
number of other enterprises.

Mr. PECORA. Mr. Couch became a borrower of the Chase National
Bank, did he not, at one time or other ?

Mr. MCCAIN. Yes. He has a loan at the Chase National Bank
now, properly secured.

Mr. PECORA. DO you know when he first established a loan account
at the Chase National Bank?

Mr, MCCAIN. I think his first borrowing relations with the Chase
National Bank were back as far as 1913, long before I came to New
York. He had a relationship with them for quite a period,. I should
say—1918 or 1919, probably.

Mr. PECORA. When?
Mr. MCCAIN. Probably 1918 or 1919. That was back a number of

years before I had come to New York. He had had friendly rela-
tions with the bank.

Mr. PECORA. Then there was an interruption of those relationships
for a period of years until about 1928.

Mr. MCCAIN. Yes.
Mr. PECORA. And in 1928 he again became a borrower at the Chase

National ?
Mr. MCCAIN. A borrower at the National Park.
Mr. PECORA. And the loan was carried over into the Chase Na-

tional Bank upon the consolidation of the two banks.
Mr. MCCAIN. Yes.
Mr. PECORA. He has a loan account there at this time?
Mr. MCCAIN. Yes.
Mr. PECORA. DO you know what the peak was of that loan account ?
Mr. MCCAIN. I will see if I can find out, Mr. Pecora.
Mr. PECORA. My information is that it reached a peak of $338,-

525.87 on September 11, 1929. Does that accord with your recollec-
tion or knowledge?

Mr. MCCAIN. I think it was higher than that, Mr. Pecora.
Mr. PECORA. I beg your pardon?
Mr. MCCAIN. I think it was higher than that.
Mr. PECORA. Then I will stand correction.
Mr. MCCAIN. I think probably that peak was January 14,

when we loaned Mr. H. C. Couch and C. H. Moses -» —
Mr. PECORA. That is a joint loan.
Mr. MCCAIN. Yes.
Mr. PECORA. TO Mr. Couch and Mr. Moses.
Mr. MCCAIN. Yes. I t still is a joint loan*
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Mr. PECORA. I am referring now to an individual loan account
of Mr. Couch. I was coming to this joint loan shortly.

Mr. MCCAIN. The Couch loan has been paid off in full, and they
have simply the joint loan now, Moses and Couch.

Mr. PECORA. I beg your pardon ?
Mr. MCCAIN. The Couch loan has been paid off in full, and they

have the joint loan of Couch and Moses.
Mr. PECORA. That Couch loan, the individual loan of Mr. Couch,

was paid off on January 13, 1930, was it not?
Mr. MCCAIN. That is correct.
Mr. PECORA. And the following day, January 14,1930, a loan was

made jointly to Mr. Couch and a man named C. H. Moses, in the sum
of $600,000.

Mr. MCCAIN. That is correct.
Mr. PECORA. And the following day that loan was increased to

$625,000, is that correct?
Mr. MCCAIN. Yes.
Mr. PECORA. At the same time that that loan of $600,000 was in-

creased to $625,000, was another loan made individually to Mr. Couch
in the sum of $25,000?

Mr. MCCAIN. I have not that, Mr. Pecora.
Mr. PECORA. What?
Mr. MCCAIN. YOU say there was an additional loan of $25,000 to

Mr. Couch.
Mr. PECORA. A loan to Mr. Couch individually of $25,000, at or

about the time that this $600,000 loan was increased to $625,000, to
both Couch and Moses.

Mr. MCCAIN. There may well have been such a loan, but I do not
have it on my record here.

Mr. PECORA. Who is this Mr. C. H. Moses that has been referred
to here ?

Mr. MCCAIN. Yes; that loan was made January 15, 1930, for
$25,000 to Mr. Couch, and paid off on January 24,1930.

Mr. PECORA. Who is Mr. C. H. Moses ?
Mr. MCCAIN. He was a practicing lawyer in Little Rock, Ark.
Mr. PECORA. I notice he was one of the sub-participants in this

Louisiana & Arkansas Railway Co. syndicate that we have spoken
of here.

Mr. MCCAIN. Yes. He has been Mr. Couch's counsel and associate
for 25 years, I should say.

Mr. PECORA. At the time that this joint loan of $600,000, increased
the following day to $625,000, was made to Mr. Couch and Mr.
Moses jointly, you were the president of the Chase Bank.

Mr. MCCAIN. Yes.
Mr. PECORA. And Mr. Couch was a director of it ?
Mr. MCCAIN. Yes.
Mr. PECORA. What collateral was pledged against that loan?
Mr. MCCAIN. There were 600 shares of St. Louis & San Francisco

Railway Co.; 1,473 Electric Power & Light preferred; 1,489 shares
of Electric Bond and Share common; 775 shares Electric Power &
Light common; 226 shares of Electric Shareholders common; 2,040
shares of Interstate Natural Gas; 800 shares of Louisiana Land and
Exploration common; 500 shares Niagara & Hudson Power Co.
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Mr. PECORA. Eight hundred shares of what company?
Mr. MCCAIN. Louisiana Land and Exploration common.
Mr. PECORA. That is a company that Dillon, Read & Co. was very

active in.
Mr. MCCAIN. Yes; 500 shares of Niagara & Hudson Power com-

mon; 500 shares of Niagara & Hudson Power A; 10,000 shares of
Southwestern Investors B common; 68,257 shares of Seaboard Airline
common.

Mr. PECORA. What is the present state of that loan, do you know?
Mr. MCCAIN. I t is $153,912. The present value of the collateral

is $220,900.
Mr. PECORA. DO you know whether or not, out of the proceeds of

this loan of $625,000 that was made jointly to Mr. Couch and Mr.
Moses, Mr. Couch was enabled to pay off his loan of upwards of
$300,000 that he owed the Chase?

Mr. MCCAIN. He did not owe the bank that, Mr. Pecora. He owed
the bank $151,000 on January 13,1930.

Mr. PfccoRA. That was the date that that loan was finally liqui-
dated?

Mr. MCCAIN. Yes.
Mr. PECORA. And then this other loan was a joint loan to him

and Moses, and was made the following day.
Mr. MCCAIN. January 14; yes, sir.
Mr. PECORA. DO you know the purpose for which this $600,000

loan was made ?
Mr. MCCAIN. I do not.
Mr. PECORA. Was it customary for the
Mr. MCCAIN. I assume—and I am merely saying that without

having the dates—that it probably was made to pay on the Seaboard
shares of stock which he had to take up.

Mr. PECORA. That is, as a member of the syndicate that Dillon,
Head & Co. had formed.

Mr. MCCAIN. Yes, sir.
Mr. PECORA. TO acquire securities of the Seaboard Airline Rail-

way Co. ?
Mr. MCCAIN. Seaboard common stock. That date, I think,

coincides.
Mr. PECORA. Why was that made as a joint loan to Mr. Moses and

Mr. Couch ? Was Mr. Moses a participant in that Seaboard Airline
syndicate ?

Mr. MCCAIN. Yes.
Mr. PECORA. Was it to enable both of them to take up their obliga-

tions with respect to the Seaboard Airline syndicate?
Mr. MCCAIN. Yes.
Mr. PECORA. Was not that joint Couch-Moses loan under collateral-

lized at one time?
Mr. MCCAIN. Yes, sir.
Mr. PECORA. Was that fact made the subject of comment fre-

quently at meetings of the directors of the Chase Bank?
Mr. MCCAIN. If not at meetings of the board of directors, I would

say it was made at the
Mr. PECORA. At the meeting of the discount committee?
Mr. MCCAIN. Yes; or by the examiners.
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Mr. PECORA. For how long a period of time was that loan per-
mitted to remain under collaterallized ?

Mr. MCCAIN. I cannot tell you definitely, but I would say probably
6 months.

Mr. PECORA. During that time was it made the
Mr. MCCAIN. I t would not remain that way. Mr. Couch would

constantly put up collateral, and then the market would keep going
down, and he would have to put up some more, which was true of a
good many loans we had.

Mr. PECORA. The loan was continued, and he was not sold out?
Mr. MCCAIN. NO ; but he constantly put up additional collateral,

and then he would have to put up some more.
Mr. PECORA. Was that loan, during the time it was undercollat-

eralized, criticized by the national bank examiners ?
Mr. MCCAIN. Yes.
The CHAIRMAN. The collateral was made good?
Mr. MCCAIN. Yes, sir. I t was constantly made good. It was

pretty hard to make it good fast enough for a period there.
Mr. PECORA. Mr. McCain, there has been furnished to me, through

the kindness of the Chase National Bank, what purports to be a pho-
tostatic copy of a letter addressed to Mr. Couch under date of April
24,1931, by somebody apparently connected with the Chase National
Bank at that time. I am unable to give the name of the writer of
the letter, because the photostatic copy which I have of such letter
does not give the signature, but the letter is dated April 24,1931, and
I want to show you this photostatic copy of it and ask you to look at
it and see if you know anything about it.

Mr. MCCAIN. No; I do not. I saw this photostatic copy. I have
seen that photostatic copy before.

Senator COUZENS. YOU do not know who the writer is ?
Mr. MCCAIN. NO, sir.
Mr. PECORA. YOU do not question the authenticity of this copy,

do you ?
Mr. MCCAIN. No; I do not.
Mr. PECORA. I offer it in evidence.
The CHAIRMAN. Let it be admitted.
(The document referred to, letter, Apr. 24, 1931, Chase National

Bank to Couch, was received in evidence, marked " Committee Ex-
hibit No. 237 ", Dec. 7,1933, and the same was subsequently read into
the record by Mr. Pecora.)

Mr. PECORA. The letter received in evidence as committee's exhibit
no. 237 reads as follows [reading] :

COMMITTEE EXHIBIT NO. 237
APRIL 24, 1931.

Mr. HARVEY COUCH,
Pine Bluff, Ark.

DEAR HARVEY : Almost every time at our discount committee meetings in the
morning when the loans with a deficiency of margin are brought up, yours has
quite a prominent part in the list. When Charlie was here it used to be
referred back to him, but since he has been on his holiday it has been referred
to me to ask you if you would not have the same put in shape.

This is naturally embarrassing to me, but the fellows here all feel that
the loan should be in order, and I am sure you will appreciate the position
of the bank in the matter.

With kind regards, I am, sincerely yours,
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Could you indicate to the committee, from your knowledge of the
personnel of the discount committee of the Chase Bank in April
1931, who the gentleman was who wrote this letter, and who felt
an embarrassment, what he called a natural embarrassment, in asking
Mr. Couch to put his loan in shape ?

Mr. MCCAIN. I t might well have been any one of two or three.
Mr. PECORA. Who would they be ?
Mr. MCCAIN. Oh, I rather think that that was probably Mr. Bruce,

who was at that time a vice president of the Chase National Bank.
Mr. PECORA. IS that Mr. James Bruce ?
Mr. MCCAIN. James Bruce.
Mr. PECORA. DO you know any reason why it should have embar-

rassed him, as a member of the discount commitee of the bank, to
ask anyone to put his loan in order ?

Mr. MCCAIN. I think that he was just writing a nice letter, couch-
ing his demand in as good language as he could. He is a very per-
fect gentleman, if you knew Mr. Bruce.

Mr. PECORA. IS it customary for members of the discount commit-
tee to write nice friendly letters to debtors asking them to put their
loan accounts in shape ?

Mr. MCCAIN. We try to do it as nicely as possible.
Mr. PECORA. Or would you think that this was a sort of departure

from the usual form of correspondence addressed by a bank, or its
officials, to debtors ?

Mr. MCCAIN. We have a formal notice that we send when loans
are under collateralized. No letter goes with it.

Mr. PECORA. I have not seen SLTLJ of those formal notices, but do
they refer to any embarrassment being felt by the writers ?

Mr. MCCAIN. None at all.
Senator GOLDSBOROTJGH. The character of the note generally de-

pends upon the debtor, does it not ?
Mr. MCCAIN. I think that is true.
Mr. PECORA. Mr. Couch was a director of the bank during all that

time?
Mr. MCCAIN. He was a director up until the time he became a

director of the Reconstruction Finance Corporation.
Mr. PECORA. That was January or February, 1932.
Mr. MCCAIN. Yes. I think, Mr. Pecora, however, that Mr. Couch

did very well with his loan to pay it down from $600,000 to $153,000,
covered by $220,000 collateral today. That is a better record than
most people make. Don't you think that is pretty good ?

Mr. PECORA. I t probably is pretty good, but that invites an obser-
vation from me, Mr. McCain, to this enect. During these times
were other borrowers of the bank treated as indulgently and casually
as Mr. Couch was?

Mr. MCCAIN. Yes. We treated a great many like that, I think, a
great many times. When we were doing a kindness to a borrower,
we did both him and ourselves an unkindness during that period, but
we have had certain remarkable instances where men have come out
who otherwise would have had nothing, by carrying them through.
We had one loan I recall, of $2,000,000, undercollateralized, and the
bank examiners asked us to charge off $600,000 from that loan as a
loss. We did not sell the man out, and the result of that, in this
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recent rise of the market here some months ago, was that the col-
lateral was sold out and his loan was paid off, and he has $750,000.
That is one case that came out advantageously.

Mr. PECORA. YOU were carrying a loan account at the Chase Bank
concurrently with Mr. Couch, were you not ?

Mr. MCCAIN. NO.
Mr. PECORA. Did you not have an individual loan account ?
Mr. MCCAIN. I had at the Chemical Bank; not at the Chase Bank.
Mr. PECORA. In the minute book of the Chase National Bank, meet-

ing of the executive committee of the board, held on June 15, 1932,
the following entry appears [reading] :

The President referred to the committee the request of Mr. C. S. McCain
for an increase of $95,000 in his loan, and outlined the benefit to the bank
which Mr. McCain had stated would result in connection with the bank's loan
to Mr. Harvey C. Couch. Upon motion regularly seconded the said increase
in the loan to Mr. McCain was duly authorized, with the understanding that
in connection therewith the officers make the most favorable arrangement pos-
sible for the bank relative to the loan to Mr. Couch..

Let me ask you, Mr. McCain, if you are familiar with the transac-
tion to which this entry relates.

Mr. MCCAIN. Yes. I owed some money to Mr. Couch personally,
and in making the loan I used the proceeds of the loan, or part of
the proceeds of that loan, to pay Mr. Couch, and pay on his loan to
the Chase National Bank. That was without saying anything to
him, as a matter of fact.

Mr. PECORA. That was what ?
Mr. MCCAIN. That was without any agreement with him that I

did that, because that put his loan at the Chase Bank then in good
shape.

Mr. PECORA. This entry in the minutes refers to an increase of
$95,000 in your loan.

Mr. MCCAIN. Yes. I had a loan at the Chase, but not in connec-
tion with Mr. Couch.

Mr. PECORA. YOU did have a loan, then, with the Chase?
Mr. MCCAIN. Exactly.
Mr. PECORA. I understood you to say a few moments ago
Mr. MCCAIN. NO. YOU asked me if I had a joint loan with Mr.

Couch.
Mr. PECORA. NO; I did not mean a joint loan. I meant an indi-

vidual loan.
Mr. MCCAIN. Yes; I did have an individual loan.
Mr. PECORA. I asked you if you were carrying a loan at the Chase

Bank concurrently—not jointly, but concurrently.
Mr. MCCAIN. I thought you said jointly.
Mr. PECORA. Contemporaneously with Mr. Couch.
Mr. MCCAIN. Yes.
Mr. PECORA. YOU misunderstood my question, apparently.
Mr. MCCAIN. Yes.
Mr. PECORA. YOU did have an individual loan account.
Mr. MCCAIN. Yes.
Mr. PECORA. At the bank; and on June 15, 1932, obtained an

increase of $95,000 in your loan.
Mr. MCCAIN. Yes. "
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Mr. PECORA. DO I understand you to say that out of the proceeds
of this $95,000 increase you paid off some personal obligations you
owed Mr. Couch, and he, in turn, paid off or reduced his indebtedness
to the Chase Bank?

Mr. MCCAIN. Yes.
Mr. PECORA. Was that the reason for your asking for this $95,000

increase in your loan account with the Chase Bank?*
Mr. MCCAIN. One reason; yes.
Mr. PECORA. What other reasons were there ?
Mr. MCCAIN. I do not know of any other. I will say that is the

reason.
Mr. PECORA. Apparently you gave it as a reason for obtaining

this $95,000 increase.
Mr. MCCAIN. Yes.
Mr. PECORA. When your application was passed upon by the execu-

tive committee of the Chase Bank.
Mr. MCCAIN. That is correct.
Mr. PECORA. Then you must have told your codirectors, in sub-

stance, that in order to enable Mr. Couch to reduce or liquidate his
loan to the bank, you would like to have an increase in your loan of
$95,000.

Mr. MCCAIN. NO; I did not tell them that. I had not told Mr.
Couch that I was going to use it that way until after the loan was
granted.

Mr. PECORA. The extract from the minutes of the executive com-
mittee of the bank, meeting held on June 15, 1932, which I have
already read, says in part as follows [reading] :

The president—
Meaning you—

referred to the committee the request of Mr. G. S. McCain—
You were not the president than; you were chairman of the board.
Mr. MCCAIN. Chairman of the board.
Mr. PECORA (continuing reading):

the request of Mr. C. S. McCain for an increase of $95,000 in his loan, and out-
lined the benefit to the bank which Mr. McCain had stated would result in
connection with the bank's loan to Mr. Harvey O. Couch.

Mr. MCCAIN. Yes.
Mr. PECORA. What is the meaning of that?
Mr. MCCAIN. Because I told the committee that if this loan were

granted, we knew that Mr. Couch's loan was at that time under
water, and I expected to apply any proceeds of the loan which I
owed Mr. Couch as a payment on his loan.

Mr. PECORA. In order to enable Mr. Couch to put his loan in shape?
Mr. MCCAIN. I did not tell Mr. Couch that until after the board

granted the loan, and I called him up and told him I was going to
do that.

Mr. PECORA. But you did tell your board that?
Mr. MCCAIN. Yes.
Mr. PECORA. At the time you told the board that, Mr. Couch knew

nothing about the intention you had at that time as to what to do
with the increased amount of the loan.
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Mr. MCCAIN. NO.
Mr. PECORA. HOW did you know that Mr. Couch would reduce his

indebtedness ?
Mr. MCCAIN. I did not.
Mr. PECORA. YOU took a chance, then, at saying something to the

board, and having it subsequently consummated.
Mr. MCCAIN. If you want to put it that way; but I knew that

Mr. Couch would be glad to reduce his indebtedness.
Mr. PECORA. Provided he got the money from you.
Mr. MCCAIN. Yes; or from anybody else who might owe him.
Mr. PECORA. AS a matter of fact, how much of this $95,000 that

you got by way of an increase of your loan account at that time
actually went to Mr. Couch ?

Mr. MCCAIN. I am trying to get that information. [After con-
ferring with an associate:] $60,400, Mr. Pecora.

Senator COUZENS. What was that date ?
Mr. PECORA. The date of the granting of this increase in the loan

to Mr. McCain was June 15, 1932.
Senator COUZENS. That was after he was a member of the Recon-

struction Finance Corporation.
Mr. MCCAIN. June 17.
Mr. PECORA. What is that, Mr. McCain?
Mr. MCCAIN. The loan was made June 17.
Mr. PECORA. But it was passed upon by the executive committee

on June 15.
Mr. MCCAIN. Authorized June 15; yes.
Mr. PECORA. YOU say you turned over to Mr. Couch some $60,000

odd of this increased amount of your loan.
Mr. MCCAIN. Yes.
Mr. PECORA. HOW much did Mr. Couch pay back out of that to the

Chase, on account of his loan ?•
Mr. MCCAIN (after conferring with an associate). The entire

amount.
Mr. PECORA. The entire amount?
Mr. MCCAIN. Yes.
Mr. PECORA. On what date?
Mr. MCCAIN. That is my understanding. [After conferring with

an associate:] $36,690, Mr. Pecora.
Mr. PECORA. $36,690?
Mr. MCCAIN. Yes.
Mr. PECORA. Not the entire amount?
Mr. MCCAIN. NO.
Mr. PECORA. When was that paid to the bank ?
Mr. MCCAIN. June 17.
Mr. PECORA. Was it understood between you and Mr. Couch that

he was not going to pay back to the Chase Bank by way of reduction
of his loan account all of the moneys you turned over to him out of
the proceeds of the increased loan to you ?

Mr. MCCAIN. TO put his loan in shape, which gave him a proper
margin on it when he made the $36,000 payment.

Mr. PECORA. YOU said that at that time you had a joint loan
account with Mr. Couch at the Chemical Bank. What was the
amount of that ?
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Mr. MCCAIN. The original loan was $625,000.
Mr. PECORA. Made when?
Mr. MCCAIN. During 1930 and 1931.
Mr. PECORA. Can you give me the date of that loan ?
Mr. MCCAIN. May 2'9, 1930, $105,000; June 2, $300,000; July IT,

$150,000.
Mr. PECORA. $150,000 additional?
Mr. MCCAIN. Yes. That makes a total of $555,000.
Mr. PECORA. What was the amount of the loan made on May 29 ?
Mr. MCCAIN. $105,000.
Mr. PECORA. What other increases were made ?
Mr. MCCAIN. In 1931; January 29, $10,000; February 6, $40,000:

March 14, $20,000, making a total of $625,000. That was the total
amount of the borrowing. The payments were made during that
time.

Mr. PECORA. What is the status of the joint loan account now ?
Mr. MCCAIN. I t is paid off.
Mr. PECORA. When?
Mr. MCCAIN. The last was June 17,1932.
Mr. PECORA. Was that out of the proceeds of these increases of

your loan account in the Chase National Bank?
Mr. MCCAIN. Yes.
Mr. PECORA. Was that joint loan account fully collateralized at all

times ?
Mr. MCCAIN. Yes.
Mr. PECORA. Could you tell us from recollection the general nature

of the collateral?
Mr. MCCAIN. I t was marketable collateral. It was just simply

investments we bought.
Mr. PECORA. What collateral did you have against your individual

loan from the Chase Bank?
Mr. MCCAIN. I had 30 shares of Standard Surety & Casualty of

New York; I had a participating interest in the Federal Leather
Co., $20,000; 212 shares Bankers Trust Co. of Little Rock; 20 shares
First State Bank of Prescott, Ark.; 200 shares of Valley Lumber
Co.: a $25,000 note of the Southern Trading Co.; $25,000 interest in
the Tennessee, Alabama & Georgia RaSway, and $65,000 life
insurance.

Mr. PECORA. Was your individual loan account at the Chase still
open?

Mr. MCCAIN. Yes.
Mr. PECORA. What is the present principal amount ?
Mr. MCCAIN. $226,500.
Mr. PECORA. That pretty nearly represents the peak of the loan

account, does it not?
Mr. MCCAIN. There has been $8,500 paid, from the peak.
Mr. PECORA. NOW, concurrently with the loan account carried

individually at the Chase Bank, did you also have a loan account
with the Shermar Corporation?

Mr. MCCAIN. NO—well, I had a loan from the Shermar Corpora-
tion.

Mr. PECORA. What was the amount of that?
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Mr. MCCAIN. The amount was $50,000, and is now $43,000. I t
was merely a personal loan from Mr. Wiggin.

Mr. PECORA. Mr. McCain, will you be good enough to look at
wKat purports to be a photostatic copy of a letter addressed to you
by Mr. Couch—rather, I assume it is by Mr. Couch, as it is signed
" Harvey "—dated August 16,1932, and tell me if you recognize it to
be a true and correct copy of a letter received by you from Mr.
Couch?

Mr. MCCAIN. Yes.
Mr. PECORA. I offer it in evidence.
The CHAIRMAN. Let it be admitted.
(The photostatic copy of letter referred to, dated Aug. 16, 1932,

addressed to Mr. McCain and signed " Harvey ", was received in
evidence, marked " Committee Exhibit No. 238, Dec. 7, 1933.")

Mr. PECORA, The letter received in evidence as exhibit 238 reads
as follows [reading] :

COMMITTEE EXHIBIT NO. 238

RECONSTRUCTION FINANCE! CORPORATION,
Washington, August 16, 1982.

(PERSONAL.)
Mr. CHARLES S. MCCAIN,

Chase National Bank, New York, N.Y.
DEAR CHARLIE: I certainly appreciate very much your very interesting call

last night. The matter you referred to, of course, is of tremendous interest, but
best of all is the interest and confidence that you have in me.

I would appreciate it very much if you would have sent to me here some of
the bond circulars in connection with the financing you have done for the
Chicago utilities. Also, any other studies you have made on any of their
situations.

If Schweirkert should purchase any E. L. preferred for me, which I have
asked him to do in the event he thinks it well, I wish you would have my
account there take it up and, of course, place the stock in the collateral. I sold
1,000 shares out of the account there because it was suggested to me. Now, I
would like to get as much of it back as I can by re-purchasing. I wish you
would have Randall sell all the Sea Board stock as the opportunity presents, so
long as he can get 50 cents for it.

We are getting along very well here. Are tremendously busy. These liquidat-
ing projects are very interesting; they call for a lot of thought and are going to
be very educational and helpful in the future.

We finally made the Wabash loan after a lot of discussion. Under the cir-
cumstances, it was the thing to do, I think. I will be home for the remainder
of the week; Monday in New Orleans, Tuesday in Jackson, and back here
Thursday.

Hurriedly yours,
HARVEY.

It has an inscription in handwriting reading—
Don't forget to have Randall sell my Seaboard.
Do you recall the telephone conversation that is referred to in

the opening sentence of this letter, and which I will read to you for
the purpose of aiding you in your recollection?

Mr. MCCAIN. I remember it.
Mr. PECORA (reading):
I certainly appreciate very much your very interesting call last night. The

matter you referred to, of course, is of tremendous interest, but best of all
is the interest and confidence that you have in me.
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Mr. MCCAIN. At the time of the Insull crash in Chicago, the three
operating properties had maturities which became due, with the
result that the Chicago bankers came to New York and enlisted the
assistance of five or six of the larger banks in New York in financing
these maturities, and at that time a discussion came up as to who
should be put in charge of the Insull properties as an operating man,
and I suggested to two or three whom I thought knew Mr. Couch
that perhaps they could get Mr. Ccuch to go out to Chicago, that he
would be the best man they could get to head these properties in
Chicago. I simply telephoned him and told him that I had made
that suggestion to several of the men who were interested there.
That was the telephone conversation, and that is the reason he asked
to have sent him the circulars and the studies of those companies.

The CHAIRMAN. He afterwards declined it, did he not ?
Mr. MCCAIN. I do not know that it was ever offered to him,

Senator.
Senator COUZENS. But it was a fact that some of those securities

were bought to secure the Dawes loan at that time, was it not ?
Mr. MCCAIN. I imagine they were, Senator Couzens, because the

Dawes bank had some of them in their portfolio.
Mr. PECORA. The so-called " Dawes bank " carried a large block of

the securities as collateral for loans, did it not?
Mr. MCCAIN. Yes, sir.
Mr. PECORA. These Insull securities?
Mr. MCCAIN. Yes.
Mr. PECORA. Was it because of the shrinkage in value of those

Insull securities that eventually made it necessary for the R.F.C. to
make a loan to the Dawes bank, so-called?

Mr. MCCAIN. I would think that was partially true, Mr. Pecora,
together with the decline in other values that they had.

Mr. PECORA. Let me call your attention to the concluding para-
graph of this letter to you, reading as follows [reading] :

We finaUy made the Wabash loan after a lot of discussion. Under the cir-
cumstances, it was the thing to do, I think.

Did you have any interest in the making of that Wabash loan
referred to in this letter?

Mr. MCCAIN. Because they thought the collateral was worth con-
siderably more than the loan, and it is today. They were very appre-
hensive because the American Rapid Transit was the most profit-
able part of their business, and they got that by control of that
stock,' and they were afraid if we foreclosed on that stock it might
be sold to some competing road and they would lose the traffic. So
they became very active in trying to get a loan from the Reconstruc-
tion Finance Corporation. They put it up to the court to get an
order restraining us from selling the collateral. We agreed not to do
it until they could see what they could do. The Reconstruction
Finance Corporation was asked to make a loan of $5,000,000, and the
bankers agreed to carry half of it. One of the banks did not want
to go into it.

Mr. PECORA. Was not the condition that the banks should carry
half the loan imposed upon them by the I.C.C. ?

Mr. MCCAIN. By the R.F.C.
Mr. PECORA. Was it not at the instance of the I.C.C. ?
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Mr. MCCAIN. Yes.
Senator COUZENS. When the loan was made the banks were paid

off 50 percent?
Mr. MCCAIN. Yes.
Mr.* PECORA. How much of the collateral did it release?
Mr. MCCAIN. Fifty percent. The Reconstruction Finance Corpo-

ration and the banks took a joint interest in the collateral.
Mr. MCCAIN. The Wabash Railroad, at the time of the receiver-

ship, had a loan of $10,000,000 which was participated in by about 6
banks, 5 or 6 banks. I think the Chase Bank interest, as I recall,
was probably 30 percent, $3,000,000. The Central Hanover's was
perhaps $2,000,000. One of the institutions, the United Trust Co.
of Pittsburgh, had a participation of around $1,000,000. There was
also a participation in Kansas City and, I think, in Detroit. I am
not sure, but I think probably in Detroit. That made up the
$10,000,000.

Mr. PECORA. The Chase Bank had a $3,000,000 participation in the
$10,000,000 investment?

Mr. MCCAIN. Yes. As collateral for that we had all of the stock
of the Lehigh Valley Eailroad Co. for which the Wabash had paid
some $32,000,000, as I recall. We had all the stock of the American
Rapid Transit Corporation, which was a 51 percent interest, and that
controlled the Fruit Express from the Southwest. We had stock and
bonds in a road at South Bend, one at their subsidiaries, which con-
trolled quite a lot of traffic. So the receivers became very apprehen-
sive that the banks were going to foreclose on the collateral and take
it. As a matter of fact, the banks would just as soon have foreclosed.

Mr. PECORA. Why ?
Mr. PECORA. By the way: Can you tell this committee how many

other loans were made by the R.F.C. to railroad companies out of
the proceeds of which loans the Chase National Bank received a
repayment in whole or in part of loans due and owing to it from
such railroad companies receiving those loans from the R.F.C. ?

Mr. MCCAIN. I would have to do that from memory.
Mr. PECORA. See how well you can do it from memory, will you?
Mr. MCCAIN. We never received payment in full from any—the

Reconstruction Finance Corporation did not make any loan that the
banks did not have to carry

Mr. PECORA. I said, in whole or in j>art.
Mr. MCCAIN. The Rock Island Railroad, $2,000,000, as I recall:

the St. Louis Southwestern $4,500,000
Mr. PECORA. The Pittsburgh & West Virginia?
Mr. MCCAIN. NO; we got no proceeds of any loan from them.

They have a loan with us, and I don't think they ever paid off the
bank any on that; I don't recall that they did. They have a loan at
the Reconstruction Finance Corporation and also at the Chase Bank
now. Also the Monon—I cannot remember the name of it—has a
loan at the Reconstruction Finance Corporation. They have $800,000
at the Chase.

Mr. PECORA. HOW about the Erie Railroad?
Mr. MCCAIN. NO.

175541—34
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Mr. PECORA. HOW about the Chicago & North Western ?
Mr. MCCAIN. Yes. I think we did get a payment of $1,000,000

from the Chicago & North Western, as I recall, and, I believe, from
the Baltimore & Ohio.

Senator COTJZENS. Why did you want those payments made?
Mr. MCCAIN. Simply because, Senator, we could never see any way

to make good the loans otherwise. They could not sell any securities.
Senator COTJZENS. There was no demand for commercial loans at

that time, was there ?
Mr. MCCAIN. NO.
Senator COTJZENS. There was no reason for liquefying yourselves ?
Mr. MCCAIN. NO, sir.
Senator COUZENS. Did you hesitate to continue the loans because

of your questioning the securities?
Mr. MCCAIN. Not when they were properly secured. As to some

of those loans the collateral would be under the face. We have a
loan of the New York Central, and we have never asked them to pay;
and the New York, New Haven & Hartford, and we have never
asked them to pay; and the Boston & Maine. We have never asked
them to pay.

Mr. PECORA. What was the amount of the loan of the Baltimore &
Ohio that you referred to ?

Mr. MCCAIN. That was a mortgage that had been arranged by
Kuhn, Loeb & Co., the total of which, I think, was twenty million or
twenty-five million dollars, but I think the payment to us was—1
think we had a participation in the loan of two and a half millions.
I am giving this all from memory and it is a little difficult to do,
but I think that was about the amount, and we were paid 50 percent.

Senator REYNOLDS. Did any of those railroads have any money
borrowed from any other banks?

Mr. MCCAIN. Oh, yes; any bank that would lend them any.
Mr. PECORA. DO you know of a loan to the Boston & Maine

Eailroad?
Mr. MCCAIN. Yes. We have that still, $1,000,000.
Senator REYNOLDS. Did your bank have more money to loan to the

railroads than any other bank in the country ?
Mr. MCCAIN. I do not know offhand, Senator, but I should think

we had probably as much as any bank in the country.
Senator REYNOLDS. What other bank in the country ?
Mr. MCCAIN. The Guaranty would naturally have quite a consid-

erable amount. The National City Bank would have a very consid-
erable amount. They got their funds from the larger banks,
necessarily.

The CHAIRMAN. Was it a usual requirement of the R.F.C. that
when they made a loan to a railroad company, not over 50 percent
of it should go to the banks ?

Mr. MCCAIN. Yes; and in addition to that, the banks would carry
the loan for 3 years and not demand any additional requirement.

Mr. PECORA. "That was also a condition imposed by the I.C.C. ?
Mr. MCCAIN. Whether they imposed it, or the R.F.C., I do not

know; but I know that the loans had first to be approved by the
I.C.C.

Senator REYNOLDS. The security offered by these roads was satis-
factory to you, or you considered it so ?
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Mr. MCCAIST. We did when we took it.
Senator REYNOLDS. I mean, at the time you were desirous of hav-

ing those roads liquidated and at the time they were liquidated ?
Mr. MCCAIN. In quite a number of instances it was not satis-

factory at that time due to the poor earnings of the railroads and
the decline in the value of their securities which they had with the
banks. Take this Wabash loan: They paid $32,000,000 for stock
of the Lehigh at the time we took it as collateral, and I think it could
be sold only for about one and a quarter million.

Mr. PECORA. Can you give the committee the dates of these loans
by the R.F.C. to the railroad companies that you have mentioned,
from the proceeds of which loans the Chase Bank and other banks
received part payment of their outstanding loans ?

Mr. MCCAIN. I t would be impossible, Mr. Pecora, for me to do
that. You can get that at the E.F.C.

Mr. PECORA. The information I have on that, Mr. McCain—and
I would like to have you check on it during the recess hour, if you
can—is that the loan to the St. Louis & Southwestern Railroad by
the R.F.C. was made on or about April 8, 1932; the loan to the
Pittsburgh & West Virginia Railway was made on or about May 8,
1932; that the loan to the Chicago, Rock Island & Pacific Railway
was made on or about June 15 or June 25, 1932; that the loan to
the Wabash was made on or about August 1, 1932, and that the loan
to the Chicago & Northwestern was made on or about September
29, 1932. I have not got the date of the loan to the Baltimore &
Ohio.

Mr. MCCAIN. I will get that. And the St. Louis Southwestern?
Mr. PECORA. The first one I mentioned was the St. Louis & South-

western, on or about April 8,1932.
In order to have it appear in the record, is it your recollection that

Mr. Couch became a member of the R.F.C. board some time in Feb-
ruary 1932?

Mr. MCCAIN. I t was at the organization of the Reconstruction
Finance Corporation, whatever time that was.

The CHAIRMAN. With reference to the personal letter of Mr.
Couch

Mr. PECORA. That is the letter marked " Committee's Exhibit 238 ".
Mr. Chairman?

The CHAIRMAN. Yes. The committee had communication from
Mr. Couch on that subject which I think Mr. Pecora should read into
the record.

Mr. PECORA. I will, sir.
The letter handed me by the chairman is on the letterhead of the

Reconstruction Finance Corporation, and reads as follows [reading] :

COMMITTEE EXHIBIT NO. 239

RECONSTRUCTION FINANCE CORPORATION,
Washington, October 21, 1933.

Hon. DUNCAN U. FLETCHER,
Chairman, Senate Committee on Banking and Currency,

United States Senate, Washington, D.C.
MY DEAR SENATOR FLETCHER : My dealings with New York banks have been

in the usual course of private business. In that connection my name has been
brought into your record. Publicity given these routine business transactions
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have been of such a nature as to indicate that there was some irregularity
about them.

The letter I wrote to Mr. Charles S. McCain of the Chase National Bank
will be understood when I tell you that we were reared together in Arkansas.
It was a purely personal letter to my lifelong friend and business associate.
At one time I owned a substantial amount of stock in the Chase Bank. When
I was appointed to the board of the R.F.C., I sold my stock at a loss and
severed all official connection with the bank. My connection with the R.F.C.
was by request and not by application.

There probably is nothing in this situation that would justify the committee
in taking the time to hear me, but I shall be more than willing to appear if
you think it desirable.

I hope you will explain to your committee that the statement made to the
press was only in response to inquiries by newspaper men.

Very truly yours,
HARVEY COUCH.

The CHAIRMAN. That statement might be read also.
Mr. PECORA. The statement referred to in the letter of Mr. Couch

to Senator Fletcher which I have just read, and which is appended
to that letter, reads as follows [reading] :

COMMITTEE EXHIBIT NO. 240

WASHINGTON, D.C., October 21, 198S.
Statement by Harvey Couch in reply to inquiries as to a letter said to be in

the possession of the Senate Committee on Banking which refers to a telephone
conversation with Charles S. McCain of the Chase National Bank.

The letter which I wrote to Mr. McCain was purely a personal one. He had
called me on the telephone to learn if I would consider resigning from the
R.F.C. board to undertake the reorganization of a group of Insull properties.
I told him I had to complete the job I had begun for the Government and would
not be able to accept his offer. I explained further that when I finished here
I expect to return to Arkansas to continue to extend such aid as I can in the
development of that section.

Neither the letter nor the telephone conversation had anything whatever to
do with the R.F.C.

In this connection, I would like to explain that Mr. McCain is a lifelong
friend. We were reared together in Arkansas and have been associated in
business through the years. There is nothing in my relationships with Mr.
McCain that I desire to hide. I shall be glad to appear before the Committee
to answer any questions in this or any other connection if the committee sees fit.

I think we might have the letter and the statement marked in
evidence.

The CHAIRMAN. Yes. That will be done.
(The letter referred to, dated Oct. 21, 1933, to Senator Duncan IL

Fletcher from Harvey Couch, was received in evidence, marked
" Committee Exhibit No. 239, Dec. 7, 1933." Statement referred to,
attached to Exhibit No. 239, dated Oct. 21, 1933, was received in evi-
dence, marked " Committee Exhibit No. 240, Dec. 7, 1933.")

Mr. PECORA. Referring to the letter addressed to you by Mr.
Couch, under date of August 16, 1932, which is in evidence as ex-
hibit 238, let me ask you, Mr. McCain, if the man referred to here
as Randall sold the stock of the Seaboard Air Line Railway Co.
owned by Mr. Couch at the time of the writing of this letter, in
pursuance of Mr. Couch's suggestion to you ?

Mr. MCCAIN. I presume he did. Randall is here, if you want to
ask him.

Mr. PECORA. IS he connected with the Chase Bank %
Mr. MCCAIN. He is my secretary.
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Mr. PECORA. At the time this letter was written, namely, in
August 1932, the Seaboard Kailway was in receivership, was it not?

Mr. MCCAIN. Yes, sir.
Senator REYNOLDS. May I ask him just one question?
Mr. PECORA. Certainly, Senator Reynolds.
Senator REYNOLDS. Returning to the Southwestern Investment

Corporation, what was the capitalization of that corporation?
Mr. MCCAIN. I think, Senator, it was about $1,200,000.
Senator REYNOLDS. YOU stated a moment ago that 25,000 shares

were purchased by Mr. Wiggin?
Mr. MCCAIN, l^es.
Senator REYNOLDS. AS a result of the offer that had been made

by Mr. Couch ?
Mr. MCCAIN. Yes.
Mr. PECORA. On the original basis ?
Mr. MCCAIN. Yes.
Senator REYNOLDS. Did that corporation make money or lose it?
Mr. MCCAIN. NO ; it lost it.
Senator REYNOLDS. That is all.
The CHAIRMAN. The commmittee will take a recess until 2 o'clock.
(Whereupon, at 12.45 p.m., a recess was taken until 2 p.m. of the

same day, Thursday, Dec. 7, 1933.)

AFTER RECESS

The subcommittee resumed the hearing at 2 p.m. Thursday, De-
cember 7,1933, at the expiration of the noon recess.

The CHAIRMAN. The committee will come to order, please.
Mr. PECORA. Mr. McCain, will you resume the stand, please?

TESTIMONY OF CHABIES S. McCAIN, CHAIRMAN OF THE B0AED
OF DIRECT0KS, THE CHASE NATIONAL BANK OF THE CITY OF
NEW YORK—Resumed

Mr. PECORA. Mr. McCain, during the recess period today you in-
dicated to me your desire to be permitted to make a statement to
this committee. Will you proceed to make any such statement as
you have in mind at this time before I resume my formal examination
of you.

Mr. MCCAIN. Yes.
Mr. CHAIRMAN. I have read an account of certain statements made

by Senator Glass at the committee hearing Tuesday concerning me.
The gist of these statements, as I understand them, was that I, as an
official of the Chase National Bank, was in constant communication
with Senator Huey P. Long in connection with his filibuster against
the Glass-Steagall banking bill and that Senator Long, without
waiting to vote on the banking bill and boasting that he had prac-
tically filibustered it to death, left his place in the Senate Chamber
and took the next train out of Washington to New York for an
interview with me. Senator Glass I believe stated that he did not
know that these were the facts but that they had been so alleged
to him. The whole assumption from these allegations is that I
was responsible for the filibuster by Senator Long against the
banking bill.
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I want to state categorically that there is absolutely no truth in
this assumption.

I did talk with Senator Long several times during the filibuster
because I had known him in Louisiana and had done him some favors
in connection with the financing of the State of Louisiana highway
bonds, so I felt free to do that. But I endeavored to get him to stop
his filibuster, and endeavored to get him to confer with Senator Glass
with reference to it. I was unable to get them together, because
Senator Glass did not want to confer with him as a matter of fact.

I also understood from Senator Glass' statement, as I read it in
the newspaper, that he said that I had called on him several times
with reference to the banking bill, and that I was offensive. I really
was very much hurt at this, because I have such a high regard for
Senator Glass and respect him so much, not only on account of his
ability but his age, that I had been unusually careful in talking
with "the Senator to show my respect, and he had been unusually
courteous to me.

I am quite confident that the Senator really did not mean that, if
he said it. I should be very much hurt if he did.

That is all, Mr. Pecora.
Mr. PECORA. NOW, Mr. McCain, you were a participant, were you

not, in a trading syndicate of which, as I recall it, Dillon, Read & Co.
were the managers, and which dealt in the shares of the St. Louis &
San Francisco Railway Co. ?

Mr. MCCAIN. Yes. I had a small interest in that.
Mr. PECORA. DO you recall the amount for which that syndicate

was formed?
Mr. MCCAIN. NO; I do not.
Mr. PECORA. That road is now in receivership, is it not?
Mr. MCCAIN. Yes.
Mr. PECORA. I believe one of the securities affiliates of the Chase-

National Bank had a participation in that trading account, did it
not?

Mr. MCCAIN. They did; yes.
Mr. PECORA. Wer.e you ever a director of that railroad company ?
Mr. MCCAIN. NO, sir.
Mr. PECORA. Were you a stockholder?
Mr. MCCAIN. Just as to the stock that I had.
Mr. PECORA. AS a participant in this syndicate?
Mr. MCCAIN. Yes.
Mr. PECORA. DO you recall when the last dividend was declared

by the directors of that railroad company?
Mr. MCCAIN. NO ; I do not, Mr. Pecora.
Mr. PECORA. YOU were also a participant in another trading ac-

count of which Dillon, Read & Co. were the managers and which
traded in the shares of the Chicago, Rock Island & Pacific Railway
Co., were you not?

Mr. MCCAIN. No; I do not think I was.
Mr. PECORA. Were you ever a director of that railroad company?
Mr. MCCAIN. Yes.
Mr. PECORA. When?
Mr. MCCAIN. Well, I have been a director I think for about 2:

years.
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Mr. PECORA. Commencing when and terminating when?
Mr. MCCAIN. I think from about 1930 until the road went into

receivership, which was the 1st day of December.
Mr. PECORA. NOW, while you were a director of the Eock Island

was a dividend declared to the stockholders ?
Mr. MCCAIN. Of the Eock Island?
Mr. PECORA. Of the Eock Island.
Mr. MCCAIN. Yes.
Mr. PECORA. DO you recall when the last dividend was so declared?
Mr. MCCAIN. I t was during the early part of 1932. I think last

year.
Mr. PECORA. During the early part of 1932 ?
Mr. MCCAIN. That is my recollection.
Mr. PECORA. HOW long before that road went into receivership was

that cash dividend declared?
Mr. MCCAIN. Probably a year and a half.
Mr. PECORA. YOU are merely giving us that from memory now,

are you not?
Mr. MCCAIN. Yes. I t would be easy to ascertain.
Mr. PECORA. Can you do so?
Mr. MCCAIN. Yes [consulting with associates].
Mr. PECORA. Have you got that ?
Mr. MCCAIN. He is getting that information, Mr. Pecora. He is

telephoning for it.
Mr. PECORA. All right. Are you familiar with the trading account

that was managed by Dillon, Eead & Co. which dealt in the shares
of the Eock Island railroad.

Mr. MCCAIN. NO, except that I know they had one.
Mr. PECORA. YOU recall that one of those securities affiliates of the

Chase National Bank was also a participant in that trading account?
Mr. MCCAIN. Yes.
Mr. PECORA. And as the result of the operations of that account

its members eventually acquired very large blocks of the common
stock of the railroad company?

Mr. MCCAIN. Yes.
Mr. PECORA. DO you recall how much of a cash dividend was paid

in pursuance of the last declaration of such dividend by the directors
of the Eock Island Eailroad ?

Mr. MCCAIN. NO ; I do not.
Mr. PECORA. At the time of the declaration of that dividend had

the road earned it ?
Mr. MCCAIN. At that time they had, my recollection is—up to

that time, or they had earned it the previous quarter. They had
ample surplus. Now, whether they had earned it in that quarter
I am not certain.

Mr. PECORA. IS it not a fact that the dividend when paid was paid
in part out of the surplus that the road had ?

Mr. MCCAIN. I think that is true, but I would have to confirm
that.

Senator COUZENS. What date did it go into receivership, Mr.
McCain?

Mr. MCCAIN. Well, it went under the Bankruptcy Act, Senator,
about 3 months ago. And its going into receivership took effect the
first day of December this year.
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Mr. PECORA. Are you familiar with the fact that the declaration
of that dividend by the directors of the Kock Island Eailroad was
criticized ?

Mr. MCCAIN. Yes. I think at that time a stockholder filed suit—
whose name I have forgotten. That was the only criticism that I
knew.

Mr. PECORA. Was there not a group or a committee representing a
group of life insurance companies, which held the senior securities of
the Rock, Island Eailroad, who also protested against the declaration
of that dividend ?

Mr. MCCAIN. Not at that time.
Mr. PECORA. Well, did they subsequently manifest their criticism

of that dividend?
Mr. MCCAIN. They have since said that the dividend should not

have been paid, I have understood.
Mr. PECORA. And has not an action been either started or contem-

plated, of which you have notice, against the directors for having
declared that dividend?

Mr. MCCAIN. NO. There was, as I told you, at that time a suit
filed. That was afterwards dismissed, I understand.

Mr. PECORA. The Rock Island Railroad obtained a loan, did it not,
from the R.F.C. after the declaration of that dividend ?

Mr. MCCAIN. That I cannot tell you. I have got the dates of the
loans they got from the R.F.C.

Mr. PECORA. All right; let us have those dates.
Mr. MCCAIN. They got a loan on June 24, 1932, of $10,000,000.

They got a loan on February 28,1933, of $1,181,872.
Mr. PECORA. What date is that?
Mr. MCCAIN. February 28, 1933. And March 27, 1933, $2,536,828.
Senator COUZENS. Were they all after the dividend ?
Mr. MCCAIN. I am not certain of that date. I would not want

to state. I am trying to get this date, Senator, when the dividend
was paid. The man is going to call the I.C.C. and see if they can
get that.

Mr. PECORA. At the time these loans were obtained from the
R.F.C. were you a member of the board of the Rock Island road ?

Mr. MCCAIN. Yes.
The CHAIRMAN. The primary purpose of obtaining the loan was

to prevent the receivership, was it not ?
Mr. MCCAIN. Yes. I t was to pay interest on the bonded indebted-

ness. That was what the loan was obtained for. Not to pay the
dividend.

Mr. PECORA. AS a matter of fact, were not the amounts of the last
two loans mentioned by you, the one of February 28, 1933, and the
one of March 27, 1933, an approximation of the amount of the cash
dividend that had been declared and paid ?

Mr. MCCAIN. Oh, no. The cash dividend, Mr. Pecora, was much
smaller than that. I have forgotten the amount; I am afraid to say;
but it was something like $500,000 or $600,000, to my recollection,
to pay the quarterly dividend.

Mr. PECORA. HOW many dividends were declared to the stockhold-
ers of record by the board of the Rock Island while you were a
member of the board?
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Mr. MCCAIN. Well, the regular dividends were paid up to the
time of ceasing the dividends, and this date I will get and then I can
answer you more definitely. I am telephoning for it now.

Mr. PECORA. By the way, was Mr. C. H. Moses
Mr. MCCAIN. May I give you this now ?
Mr. PECORA. Yes.
Mr. MCCAIN. The last dividend was paid on June 30,1931. Semi-

annual on the preferred at the rate of $3, being 6 percent preferred;
and paid on the $7 preferred Sy2 dollars. And the dividend on the
common was one dollar. Quarterly dividend one dollar.

Mr. PECORA. DO you know whether Mr. Couch was a participant
in the trading account managed by Dillon, Eead & Co. at the time it
was formed to operate and trade in the stock of the Rock Island
road?

Mr. MCCAIN. NO, sir; I think he was, but I do not know that
definitely.

Mr. PECORA. DO you recall whether he was a member of the syndi-
cate that operated the trading account in the stock of the St. Louis
& San Francisco Railroad Co.?

Mr. MCCAIN. I think he was.
Mr. PECORA. The one that was managed also by Dillon, Read

&Co.?
Mr. MCCAIN. Yes; I think he was.
Mr. PECORA. NOW, as a matter of fact were not the principal stock-

holders of record of the Rock Island Railroad at the time of the
declaration of this last dividend on June 30, 1931, those who became
stockholders by virtue of their participation in that Dillon, Read
& Co. managed syndicate ?

Mr. MCCAIN. The larger stockholders were; yes. That had noth-
ing to do with the payment of this dividend, however, Mr. Pecora.

Mr. PECORA. Was Mr. C. H. Moses also a director of the Rock
Island road at the time that you were ?

Mr. MCCAIN. Yes. Later. Not in the beginning. He became a
director, as I recall it, about a year ago.

Senator COTJZENS. IS he a member of the law firm in Little Rock?
Mr. MCCAIN. Yes.
Senator COTJZENS. What is the name of the firm ?
Mr. MCCAIN. The firm is House, Moses—I have forgotten the last

name. I t was formerly Robinson, House & Moses.
Mr. PECORA. Was the Chase Bank a creditor of the Rock Island

Railroad at the time the R.F.C. made this loan ?
Mr. MCCAIN. Yes, sir.
Mr. PECORA. DO you know how much of the Chase Bank's loan was

repaid out of the proceeds of that loan ?
Mr. MCCAIN. $2,000,000.
(At this point Senator Glass came into the hearing room and

took his place at the commitee table.)
Mr. PECORA. I will ask the shorthand reporter to read the state-

ment which Mr. McCain made at the beginning of this afternoon's
session with reference to Senator Glass.

(Thereupon the shorthand reporter read the statement referred to
as follows:)
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Mr. MCCAIN. * * * I have read an account of certain statements made
by Senator Glass at the committee hearing Tuesday concerning me. The gist
of these statements, as I understand them, was that I, as an official of the
Chase National Bank, was in constant communication with Senator Huey P.
Long in connection with his filibuster against the Glass-Steagall banking bill
and that Senator Long, without waiting to vote on the banking bill and
boasting that he had practically filibustered it to death, left his place in the
Senate Chamber and took the next train out of Washington to New York for
an interview with me. Senator Glass I believe stated that he did not know
that these were the facts but that they had been so alleged to him. The
whole assumption from these allegations is that I was responsible for the
filibuster by Senator Long against the banking bill.

I want to state categorically that there is absolutely no truth in this
assumption.

I did talk with Senator Long several times during the filibuster because I
had known him in Louisiana and had done him some favors in connection with
the financing of the State of Louisiana highway bonds, so I felt free to do that;
but I endeavored to get him to stop his filibuster and endeavored to get him to
confer with Senator Glass with reference to it. I was unable to get them
together, because Senator Glass did not want to confer with him as a matter
of fact.

I also understood from Senator Glass' statement, as I read it in the news-
paper, that he said that I had called on him several times with reference to the
banking bill and that I was offensive. I really was very much hurt at this,
because I have such a high regard for Senator Glass and respect him so much,
not only on account of his ability but his age, that I had been unusually careful
in talking with the Senator to show my respect, and he had been unusually
courteous to me.

I am quite confident that the Senator really did not mean that, if he said it.
I should be very much hurt if he did.

Senator GLASS. Mr. Chairman, there is little that I care to say
about that statement. I was told, and Mr. McCain confirms the
fact, that he had several interviews with a Senator whose name I
did not call, who was vociferously and vituperatively opposed to
the banking bill. I think Mr. McCain will concede that the Senator
to whom I had reference twice visited him in New York, and that
it is a fact that he did not wait to vote on the banking bill himself
after 21 days of filibuster and after summoning the immense number
of 9 votes against it when the roll was called, but went imme-
diately on the next train to New York and paid a visit to Mr.
McCain.

Mr. MCCAIN. Senator, I do not know how soon he came to New
York. He was in New York after that time and called me up and
asked me if I would come by to see him at the New Yorker Hotel,
which I did. But the Glass bill was not discussed at that time. He
spent some considerable time telling me about the situation in Louisi-
ana and things of that kind. I could not have Senator Long conduct
a filibuster if I wanted to. I do not think anybody could control
him.

Senator GLASS. Well, that is about all there is to it, except that
I said you were vehemently opposed to some of the provisions of
the bill.

Mr. MCCAIN. I was in the beginning. I afterwards changed. I
was in the beginning. I think you were opposed to some of the
provisions in the beginning and changed. My first visit to you

Senator GLASS. NO. The only provision of the bill that I know
that I had any doubt about was the insurance of deposits provision,
which was not in discussion at that time—ill fact it was not in the
bill at that time.
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Mr. MCCAIN. Well, at the first meeting that Mr. Potter and I
had with you—and we discussed the affiliate with you primarily
at that time—you said that you had thought possibly that the affili-
ate should be regulated, but that the subcommittee had voted you
down on that.

Senator GLASS. ISTo; as a matter of fact I said the subcommittee
felt that they ought to be regulated and not turned loose to do as
they pleased.' I could not have said that, because it was my convic-
tion that they were utterly illegal; that they had not a foot of legal
ground to stand on.

Mr. MCCAIN. YOU said that at the time.
Senator GLASS. And you will recall that I resurrected the opinion

of The Solicitor General Lehman that had been buried in the files of
the Department for 21 years.

Mr. MCCAIN. I remember that.
Senator GLASS. Therefore I could not have said that. Well, in

short, I had been informed, for whatever significance was involved,
that Mr. McCain was in communication with this Senator whose
name I did not mention, who had very violently opposed the bill, and
Mr. McCain says he was, but he says now that he did not discuss
the bill with him except to suggest the almost impossible procedure
of an interview between that Senator and me.

Mr. MCCAIN. I do not say I did not discuss the bill, Senator. I
say I did call him up several times in an endeavor to stop his fili-
buster, and have a talk with you and see if you could get together
on it. You would not have a talk with him.

Senator GLASS. I would not; no.
Mr. MCCAIN. NO.
The CHAIRMAN. YOU said you did not discuss the bill at the time

he came to New York last ?
Mr. MCCAIN. NO; that was not what the discussion was about.

He saw me several times in New York primarily on his Louisiana
highway bonds. He came up there 3 or 4 times. And he called me
up and said he wanted to come down and talk about it. He said
he went to several of the other banking houses about that. He had
an issue of bonds that he was trying to place with the banking houses
.at that time.

Senator GLASS. Well, the whole import and meaning of my state-
ment, Mr. McCain, was that you gentlemen in New York were rather
violently opposed to certain restrictive provisions of the banking
bill.

Mr. MCCAIN. That is correct; at that time, Senator.
Senator GLASS. And in confirmation of that statement and in

accentuation of it I did state to the committee that you had been in
communication with this violent antagonist of the bill. I did not
assert that of my own knowledge, but I was told so by trustworthy
persons. I did not undertake to say what was the substance of your
conversation with that person about the bill, because I did not know,
and had not been told. I also said—and I assert again—that that
person left the Senate Chamber before voting on the bill himself—
the record will show that— and I was told that he had gone to New
York and did not await the formality of your visiting him, but
paid a very precipitate and informal visit to you at your home.
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Mr. MCCAIN. NO; that is not true. That is absolutely untrue. I
did go to see him at the New Yorker Hotel on Sunday morning.
I have forgotten what Sunday that was. It was after the filibuster,
because he telephoned me and asked me to come by to see him. And
1 went by to have breakfast with him. And so we ordered breakfast,
and he sent for a waiter, and I said, " Senator, what will you have ? "
And he said, " Well, I want a dozen and a half of oysters, a sirloin
steak, French fried potatoes, and a plate of vanilla ice cream." So
that was the Sunday morning's breakfast that he had with me.

Senator GLASS. Well, from that it would appear that you paid
dearly for your association and commuciation with that Senator.

Mr. MCCAIN. I think that is true.
Senator GLASS. Of course, Mr. Chairman, I have not undertaken

to say what transpired between Mr. McCain and the Senator in
question; but a perfectly natural inference was that both of them
being very violently opposed to certain restrictive features of the
bill, that the conversation touched on that point, and that Mr.
McCain was not at all averse to seeing a filibuster instiuted which
prevented the passage of the bill, 6 months before it was passed.
And that is all there is to it.

Mr. MCCAIN. I think, Senator, he simply thought he would get
some reputation by starting a filibuster against you.

Senator GLASS. Well, he got some reputation, all right.
Mr. MCCAIN. And I think that is not very good
Senator GLASS. I t depends upon what sort .of a reputation a man

wants.
Mr. MCCAIN. But I do hope that you do not feel or still think

that I was offensive in my conversations with you, because I cer-
tainly would not do that.

Senator GLASS. I said in a general way, Mr. McCain, that the
representatives of the New York banks were offensive.

Mr. MCCAIN. Well, I was not allied with any of them. Mr. Potter
and I were the only two.

Senator GLASS. I am not prepared to say, and of course I accept
your disclaimer, that you were personally offensive. Nobody was
personally offensive to me, I will say that. But members of my com-
mittee complained that these representatives of New York banks
had not only been insistent but threatening, which I would regard
as offensive, and asserting that they intended to beat the bill unless
the committee yielded to their demands for its modification.

Mr. MCCAIN. I think I never mentioned the bill to a single mem-
ber of your committee except you.

Senator GLASS. They were offensive in that respect.
Mr. MCCAIN. Well, I was not a part of that group. I never men-

tioned the bill to any one of your committee except you.
Senator GLASS. AS a member of the United States Senate, under

an oath and obligation to do my duty, I would regard it as offensive
for anybody to threaten me in respect of that.

Mr. MCCAIN. I agree with you on that.
Senator GLASS. Well, Mr. Chairman, that is all I care to say.
The CHAIRMAN. Very well. That concludes that matter.
Senator COUZENS. Permit me to ask a question right there: Mr.

McCain, did you or not contribute any money to the defeat of the
Glass-Steagall bill?
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Mr. MCCAIN. Absolutely not a dollar.
Senator COUZENS. Nor your bank?
Mr. MCCAIN. Nor our bank, not 1 cent.
Senator GLASS. When the Glass-Steagall bill was
Mr. MCCAIN (interposing). This was the Glass bill, not the Glass-

Steagall bill.
Senator COUZENS. I withdraw the name " Steagall" and use the

name " Glass bill."
Senator GLASS. Well, there is a distinction.
Mr. MCCAIN. The Glass bill did not have guarantee of deposits

in it.
Senator GLASS. Mr. McCain, Senator Couzens, doubtless had the

other name in mind.
Senator COUZENS. Mr. McCain in his statement referred to the

Glass-Steagall bill.
Senator GLASS. He was mistaken in that. I t only became known

as the " Glass-Steagall bill " because 6 months afterward we inserted
an insurance of deposits provision in the bill.

Senator COUZENS. And that was the Steagall part of it.
Senator GLASS. Well, in principle, yes. I t was in principle the

Steagall part of it, but Mr. Steagall did not -draw the provision. I t
is customary when some bill is introduced, practically alike in the
two Houses, to hyphenate the names, and I have no objection to giv-
ing Mr. Steagall all the credit he may desire from the insurance of
deposits provision.

Senator COUZENS. I did not think you would object to that.
The CHAIRMAN. YOU may proceed, Mr. Pecora.
Senator GLASS. Will you now excuse me, Mr. Chairman?
The CHAIRMAN. Yes.
Mr. PECORA. Mr. Reporter, will you go back to the part of the rec-

ord at which I suspended my examination of the witness and read it?
The COMMITTEE REPORTER (Mr. CARLSON). I t was at this point
Senator GLASS (interposing). There is one thing I might say be-

fore I depart; I know it is meant in compliment to me, but I wish
to God these people would stop referring to the venerable Senator
from Virginia and respecting me for my age. [Laughter.]

Mr. MCCAIN. And I apologize to you, Senator Glass.
The CHAIRMAN. YOU may proceed, Mr. Pecora.
Mr. PECORA. NOW, willyou read that, Mr. Committee Reporter?
The COMMITTEE REPORTER (Mr. CARLSON). I t was as follows:
Mr. PECORA. Was the Chase Bank a creditor of the Rock Island Railroad at

the time they made this loan?
Mr. MCCAIN. Yes, sir.
Mr. PECOKA. DO you know how much of the Chase Bank's loan was repaid out

of the proceeds of that loan?
Mr. MCCAIN. TWO million dollars.

Mr. MCCAIN. NOW, Mr. Pecora, the Rock Island Railroad at the
same time owed the Continental Bank in Chicago, and the New
York Trust Co.

Mr. PECORA. NOW, had there not been a steady decline in the earn-
ings of the Rock Island Railroad for some time prior to the declara-
tion of that last dividend in June of 1931?

Mr. MCCAIN. Yes, sir.
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Mr. PECORA. And the United States & Foreign Securities Corpo-
ration was one of the largest stockholders of the common stock of
the Kock Island Railroad at that time, wasn't it?

Mr. MCCAIN. NO, sir.
Mr. PECORA. Well, was it the United States & International Cor-

poration ?
Mr. MCCAIN. That is right.
Mr. PECORA. That was the other investment trust that was organ-

ized and controlled by Dillon, Read & Co. wasn't it?
Mr. MCCAIN. Correct.
Mr. PECORA. And you were a director of each one of those invest-

ment trusts?
Mr. MCCAIN. Of the United States & Foreign Securities Corpo-

ration.
Mr. PECORA. And the United States & Foreign Securities Corpora-

tion controlled the United States & International, didn't it ?
Mr. MCCAIN. Yes. With a separate board of directors, however.
Mr. PECORA. But they had many members of their boards in

common ?
Mr. MCCAIN. Only the Dillon, Read & Co. partner as to which

they were in common. None of the other men connected with it
Mr. PECORA (interposing). And that was in view of the fact that

Dillon, Read & Co. had management control of both trusts.
Mr. MCCAIN. Yes, sir.
Mr. PECORA. And this last dividend was declared during the life

of this trading account, wasn't it ?
Mr. MCCAIN. I think that had been dissolved prior to that time.

But your record may show it. I am not certain, and haven't the
figures on that. I don't know. You had it in the Dillon-Read testi-
mony I think.

Mr. PECORA. Yes; and my present recollection is, although I won't
be sure that it is correct, that at the time of the declaration of this
last dividend the investment trust was a large owner of the stock, and
that the trading account was still in operation.

Mr. MCCAIN. AS to that I am not certain.
Mr. PECORA. Well, the record will show.
Mr. MCCAIN. YOU have the record of it, I understand,
Mr. PECORA. DO you recall the reasons that animated the board in

declaring this dividend in the year 1931 in the face of steadily
declining earnings ?

Mr. MCCAIN. Well, there was a spirit of hopefulness in June of
1931. And, of course, the history of the so-called "Northwestern
Railroads " always was that the last 6 months of the year were the
best part of their earning period, because grain was harvested at
that time and a great part of their revenue came from that. And it
was felt that they would have revenues in the fall. Estimates were
furnished, all indicating that thereafter the earnings would increase
instead of decline. But we all know now that that estimate, made
by practically all railroads, as a result of the actual experience, was
not met, that the actual facts were entirely different, and that earn-
ings continued to go down, and they are going down there.

Mr. PECORA. Will you tell us whether there was ever made any
suggestion, either directly or indirectly, that if the dividend were
passed at that time such action on the part of the board would be
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reflected in a depreciation of the market value of the stock of the
railroad company, and hence might impair the profits or advantages
which the syndicate or trading account members were seeking to get
from the trading account in the stock of the railroad?

Mr. MCCAIN. NO such suggestion was ever made. In fact, it was
never mentioned, so far as I know, by any member of the board.
The board was entirely the board of the Rock Island Railroad.

Mr. PECORA. Just how independent was it of any Dillon, Read &
Co. influences?

Mr. MCCAIN. They had nobody on the board. Mr. Hayden, of
Hayden, Stone & Co., was chairman of the board.

Mr. PECORA. And Mr. Hayden, or his firm, were participants in
that trading account, you will remember ?

Mr. MCCAIN. AS to that I do not know.
Mr. PECORA. They were also on the board of the United States &

Foreign Securities Corporation?
Mr. MCCAIN. He was on the U.S. & I.
Mr. PECORA. Well, he was on the United States & International?
Mr. MCCAIN. Yes, sir. Then Mr. Fred Scott of Richmond, Va.,

was on the board; Mr. French of Iowa was on the board; Mr. Leon
Amster was on the board; Mr. Alfred Cook was on the board, and
Professor Ripley was on the board.

Mr. PECORA. He was on the board representing the public ?
Mr. MCCAIN. Yes.
Mr. PECORA. AS the so-called " public member? "
Mr. MCCAIN. Yes, sir.
Mr. PECORA. And Professor Ripley very severely criticized the

declaration of the dividend, didn't he?
Mr. MCCAIN. Not that I know of.
Mr. PECORA. All right. Go ahead if you have not completed your

answer.
Mr. MCCAIN. Mr. Bell, the general counsel, was a member of the

board, and Mr. Myrick who represents the Dutch stockholders, was
a member of the board. That completes the board as I recall. No,
Mr. Archibald Roosevelt was on the board.

Mr. PECORA. NOW, Mr. McCain, weren't there also two officers and
directors of the St. Louis & San Francisco Railroad on the board
of the Rock Island ?

Mr. MCCAIN. Mr. Brown, who was the chairman of the board of
the St. Louis & San Francisco, was also on the Rock Island board
because of the ownership of the Rock Island stock by the Frisco.
And I think at that time Mr. Kern, the president of the Frisco,
was also on the board.

Mr. PECORA. Mr. George Kern?
Mr. MCCAIN. I do not know his initials.
Mr. PECORA. Was Mr. Frederick Ecker on the board?
Mr. MCCAIN. NO, sir.
Mr. PECORA. DO you recall whether he was on the board of the

Frisco?
Mr. MCCAIN. Yes, sir.
Mr. PECORA. And wasn't Mr. Ecker on the board of either one of

these two Dillon, Read & Co. investment trusts ?
Mr. MCCAIN. Yes, sir.
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Mr. PECORA. Mr. McCain, have you any opinion to express to this
subcommittee with respect to the ethics of members of the board of a
corporation whose securities are listed and traded in on the public
exchanges, organizing trading accounts to deal in the open market
on the stock of their company ?

Mr. MCCAIN. Mr. Pecora, the trading account of the Rock Island
was not organized as a trading account for dealing in the stock, but
to acquire a block of the stock. So far as I know none of it was
ever sold after it was purchased by the syndicate. They simply
acquired a block of the stock. And those who had an interest did not
go on the board until they had acquired stock, and then they had a
real ownership in the profits. I would certainly agree with you that
no man who is a member of a trading account should deal in stock in
which he is interested.

Mr. PECORA. Did you express your adherence to that principle or
view at the time the Metpotan Securities Corporation, a securities
affiliate wholly owned by the Chase Securities Corporation, was oper-
ating trading accounts in the capital stock of the Chase National
Bank?

Mr. MCCAIN. Yes. And I did not know that they were operating a
trading account. And that was stopped. I was in thorough accord
with Mr. Aldrich's policy when we discovered that.

Mr. PECORA. Well, now, as I recall the evidence before this sub-
committee, there were something like eight of those trading accounts
participated in, or managed, by the Metpotan Securities Corporation,
and their operations extended through the years 1928 to 1932, both
inclusive. Am I correct in understanding you to say that you did
not know what the Metpotan Securities Corporation was doing as a
participant in those trading accounts during all those years ?

Mr. MCCAIN. Yes, sir; and I was not in the bank for a part of that
period, you will understand.

Mr. PECORA. YOU were there from 1929 down to the present time ?
Mr. MCCAIN. Yes.
Mr. PECORA. SO you were in the bank as an officer and director for

4 of the 5 years ?
Mr. MCCAIN. Yes.
Mr. PECORA. That those trading accounts were in operation?
Mr. MCCAIN. Well, they were stopped, were they not, in—let me

see.
Mr. PECORA. In 1932, wasn't it?
Mr. MCCAIN. Yes.
Mr. PECORA. They came down to the end of 1932 as I recall the

evidence.
Mr. MCCAIN. NO, I didn't have any participation in one of them,

and really didn't know that they were operating any one. I knew
the Metpotan were selling some Chase Bank stock, but did not know
they were operating trading accounts. Well, there was one on the
outside2 which I should probably have known, managed by Dominick
& Dominick.

Mr. PECORA. Weren't the officers of the bank keeping in touch with
the activities of those wholly owned affiliates?

Mr. MCCAIN. Well, we were endeavoring to.
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Mr. PECORA. Well, what prevented you from succeeding in learn-
ing of those operations during all tho.se years ?

Mr. MCCAIN. Well, it was difficult to learn.
Mr. PECORA. Was there any suppression of information from the

officers of the bank ?
Mr. MCCAIN. NO; I cannot say that there was any suppression of

information.
Mr. PECORA. Then how do you account for the fact that you did

not learn of it?
Mr. MCCAIN. Well, it never occurred to me, I presume, to ask about

it. I should have investigated, probably, to find out about it.
Mr. PECORA. Weren't reports made ?
Mr. MCCAIN. They were handled by the then chief executive officer

of the bank. They reported to him. He was responsible.
Mr. PECORA. And you were an executive officer of the bank?
Mr. MCCAIN. I wasn't the chief executive officer. Mr. Wiggin

was the chief executive officer of the bank at that time.
Mr. PECORA. YOU were called second in command in the bank,

weren't you ?
Mr. MCCAIN. Yes, sir.
Mr. PECORA. And the only superior officer, you say, was Mr.

Wiggin?
Mr. MCCAIN. Yes, sir.
Mr. PECORA. And as second in command you did not learn of those

activities while they were currently in progress, you say ?
Mr. MCCAIN. NO.
Mr. PECORA. Well, now
Mr. MCCAIN (interposing). Mr. Pecora, may I say this: This

Rock Island trading account, under an exhibit of Dillon, Read & Co.,
shows it terminated in November of 1929.

Mr. PECORA. Can you also give me the date when the trading
account in the St. Louis & San Francisco Railroad terminated ?

Mr. TTJTTLE. That commenced July 13, 1929, and terminated
November 22,1929.

The CHAIRMAN. Mr. McCain, will you state that so we can all
hear it ?

Mr. MCCAIN. The St. Louis & San Francisco trading account was
commenced July 13, 1929, and terminated on November 22, 1929.
Was that what you wanted, Senator Fletcher ?

The CHAIRMAN. Yes. You spoke about the earnings of these rail-
roads falling off, and stated that they are still falling off, or going
down, as you expressed it. To what causes do you attribute that ?

Mr. MCCAIN. Well, Senator Fletcher, it has been due to an entire
lack of business in that territory. You can see that with the North-
western situation as it has been for the last year and a half, when
grain did not move on account of price off the farm and the railroads
had no grain to haul, and cotton did not move in the southern por-
tion of that territory, and we know that all manufacturing businesses
have been more or less stagnant. The automobile business in Detroit
was—well, not good. I think that accounted for it. Now, they
should have a pick up in business this fall by reason of a better price
for wheat, which they are now having, and they expect a pick up.
And oil was down, and they had had considerable revenue from that
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source. I am speaking now largely of the western railroads in the
grain, cotton, and lumber territory.

The CHAIRMAN. HOW about the use of trucks ?
Mr. MCCAIN. Well, that has hurt them very badly. Of course,

the Eock Island formerly hauled quite a lot of cotton in Texas, and
95 percent of it is hauled to Houston by truck—has been in the last
2 years.

The CHAIRMAN. Wouldn't it help the situation some if the rail-
roads would lower their rates ?

Mr. MCCAIN. I think they will probably have to lower their rates
in order to meet the competition of trucks. I have thought about it
a good deal. They think probably they won't have to do it, but I
think they will have to devise some quicker and some more eco-
nomical form of transportation, and haul freight cheaper.

The CHAIRMAN. All right. You may go ahead, Mr. Pecora.
Senator GOLDSBOROTJGH. And with door-to-door delivery?
Mr. MCCAIN. They may have to do that, I think, Senator.
Mr. PECORA. Mr. McCain, have you any knowledge with regard to

the operation of the trading account that was formed by Dillon, Read
& Co. in the stock of the St. Louis & San Francisco Railway, some
time in April of 1930, and in which a participation of one half or
$10,000,000 was given to the Shermar Corporation by Dillon, Read
& Co. as managers?

Mr. MCCAIN. I haven't any knowledge of that operation.
Mr. PECORA. What was that answer?
Mr. MCCAIN. I say, I haven't any knowledge of that operation.
Mr. PECORA. NOW, according to my recollection of the evidence

here, that participation was taken eventually by the Murlyn Cor-
poration.

Mr. MCCAIN. I don't know.
Mr. PECORA. DO you know that the Murlyn Corporation was one

of the family corporations of Mr. Wiggin ?
Mr. MCCAIN. Yes; I know that.
Mr. PECORA. And you had some transaction with the Murlyn Cor-

poration from time to time, didn't you?
Mr. MCCAIN. I had a small participation, I think, in this Frisco

matter through that corporation.
Mr. PECORA. And as a result of that participation did you have

any knowledge of that account ?
Mr. MCCAIN. NO ; I didn't keep up with it at all; and when the ac-

count was dissolved the stock wâ s sent to me, and that was all I
knew about it.

Mr. PECORA. Mr. McCain, I do not recall whether or not you have
heretofore been asked this question, and I will ask it again if I have
asked it before: Were you a participant in the syndicate or trading
account that was formed and which was managed by Dillon, Read
& Co., which dealt in the stock of the Seaboard Air Line Railway
Co.?

Mr. MCCAIN. I was; yes.
Mr. PECORA. TO what extent ?
Mr. MCCAIN. I was not a direct participant in the syndicate which

they organized to buy the securities. There were two syndicates in
the Seaboard, as you may recall, one of which bought securities of
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the road, and the other was a common-stock syndicate. I was a
participant in the common-stock syndicate.

Mr. PECORA. Were you also one of the managers of that syndicate ?
Mr. MCCAIN. Yes, sir.
Mr. PECORA. What was that syndicate formed for ?
Mr. MCCAIN. In 1928 Dillon, Eead & Co. had been the bankers for

the Seaboard Airline Eailway. You will recall the troubles in
Florida. The road had had, during the boom period of Florida,
a great deal of expansion, and as a result the fixed charges were very
heavy, and the securities were selling very low. Dillon, Read & Co.
felt that there was an opportunity to form a group which was entirely
a private group, to buy Seaboard bonds and securities, and by better
management of the road and more economical financing endeavor to
put the road in better shape and make some money by reason of these
securities improving in value. There was no public offering ever
made at all. As a result of that, they organized a syndicate to
purchase these securities, which amounted, as I recall it3to $10,000,000.

Mr. PECORA. And they got a loan of that amount, did they not,
from the Chase National Bank?

Mr. MCCAIN. NO. They got a loan first from the Equitable Trust
Co. of $2,700,000. That was before the merger and before we had
any connection whatever. Later they got a loan of $3,300,000 from
the Chase National Bank. Both those loans were repaid at maturity.

Mr. PECORA. Were you at those times a member of the board of
directors of the Seaboard Railway ?

Mr. MCCAIN. Not until after the syndicate had acquired this in-
terest in the road.

Mr. PECORA. Were you a director while these loans were open,
though?

Mr. MCCAIN. Yes.
Mr. PECORA. These loans to the syndicate.
Mr. MCCAIN. Yes.
Senator COUZENS. This appears on the record as having been

granted at a board of directors' meeting of the Chase on January 15,
1930—$3,300,000. As I understand it, you were not a member of
the Chase at that time.

Mr. MCCAIN. Yes; I was at that time.
Senator COUZENS. I observe here, among the participants, is the

American National Co., of Nashville, Tenn. Is that an affiliate^ or
was it an affiliate of the American National Bank of Nashville,
Tenn.?

Mr. MCCAIN. Yes, it was.
Senator COUZENS. IS that the same syndicate that Mr. S. Z.

Mitchell was manager of?
Mr. MCCAIN. Yes, sir.
Senator COUZENS. Was there not a substitute?
Mr. MCCAIN. Yes; he never served, and nominated Mr. Norman

E. Davis to serve in his place, and he served.
Senator COUZENS. I understood at the time the testimony was

heretofore taken that Mr. Norman Davis was simply a nominee, but
I have since learned that he was a participant. Do you know that
to be a fact?

Mr. MCCAIN. Oh, yes; he was a participant.
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Senator COUZENS. He was a participant?
Mr. MCCAIN. Yes.
Senator COUZENS. SO that he was more than a nominee for Mr.

Mitchell, as syndicate manager. He was really a financial partici-
pant.

Mr. MCCAIN. Yes, sir; he was.
Mr. PECORA. There were five managers of that syndicate account,

were there not, as follows: Dillon, Read & Co., H. C. Couch, Cover-
dale & Colpitts, yourself, and Mr. Norman Davis, as the successor of
Mr. Sidney Z. Mitchell?

Mr. MCCAIN. That is correct.
Mr. PECORA. During the life of the loan to this Seaboard Airline

Railway purchasing syndicate you, Mr. Dillon, Mr. Couch, and the
representative of Coverdale & Colpitts, namely, Mr. Coverdale,
were on the board of the railroad company, were you not?

Mr. MCCAIN. Yes, sir. Mr. Dillon was never on the board of the
railroad company.

Mr. PECORA. Was a partner of his on the board ?
Mr. MCCAIN. Yes. A partner was on the board.
Mr. PECORA. Who?
Mr. MCCAIN. I think it was Mr. Wilcox or Mr. Bollard—prob-

ably Mr. Wilcox first, afterwards succeeded by Mr. Bollard.
Mr. PECORA. Was there any relationship between Mr. Davis and

that American Exchange Bank of Tennessee—is that the name of
the bank?

Senator COTTZENS. The American National Co., a subsidiary or
affiliate of the American National Bank.

Mr. MCCAIN. I do not know. Of course, Mr. Davis came from
Nashville. Whether he had any stock in this company I do not
know.

Mr. PECORA. IS that the bank of which his brother was president ?
Mr. MCCAIN. Yes, sir. I t is an affiliate of the bank of which his

brother was president.
Senator COUZENS. Does the Pennsylvania Railroad own any inter-

est in the Seaboard Airline?
Mr. MCCAIN. Well, there was this syndicate, Senator, which

bought these securities, and later it was concluded to make an offer-
ing of the common stock of the Seaboard Airline, $20,000,000, after
the Pennsylvania Railroad sent their engineers and officials over to
spend, as I recall it, some three months on the railroad, and they
recommended it.

Senator COUZENS. IS that the Coverdale & Colpitts firm?
Mr. MCCAIN. This was the Pennsylvania Railroad. Coverdale &

Colpitts had done it first. We did not rely on them. We relied on
the Pennsylvania Railroad. After doing that, they then took a
$5,000,000 interest in this common stock, and purchased $5,000,000
out of the common stock. Whether they have disposed of that I
do not know. That is in the Pennroad Corporation.

Senator COUZENS. I observe in that syndicate is Gen. W. W.
Atterbury.

Mr. MCCAIN. That is right.
Senator COUZENS. While he was a participant in this syndicate

the railroad of which he was president was a part owner of the
Seaboard Air Line ?
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Mr. MCCAIN. I t became part owner of the Seaboard Air Line.
This syndicate was formed first—the one you are looking at—to
purchase the securities of the Seaboard.

Senator COUZENS. At that time the Pennsylvania Railroad did not
have any interest in the Seaboard Air Line Railway?

Mr. MCCAIN. I do not think so; none at all. As far as this
worked out, it was really a philanthropic enterprise for the Seaboard
Railroad. We gave them $20,000,000. They retired $16,000,000 of
obligations, reduced the fixed charges $400,000 or $500,000, and we
lost all the money we put up. The public never was asked to go in,
and were never offered any securities.

Senator COUZENS. YOU did not intend that when you started?
Mr. MCCAIN. We hoped not. We expected, really, to make our

money on the constructive work we were doing in making these
securities worth more. We never had any public offering in mind.

Mr. PECORA. Was not a large blockj of the securities of the
Seaboard Air Line acquired by either one of those two investment
trusts that Dillon, Read & Co. had formed?

Mr. MCCAIN. I do not think a large block. One of them had an
interest.

Senator COUZENS. $500,000?
Mr. MCCAIN. $500,000.
Mr. PECORA*- I have some recollection that by virtue of a transac-

tion between Dillon, Read & Co., and that investment trust, the
investment tj;ust took over from Dillon, Read & Co., a large block
of the stock.

Mr. MCCAIN. I am not familiar with that.
Mr. PECORA. Of the Seaboard Airline Railway Co.
Senator COUZENS. That is in the testimony, but it has no relation

to the syndicate.
Mr. PECORA. Yes.
Mr. MCCAIN. NO relation to the syndicate at all.
Senator COUZENS. When was this Seaboard Airline syndicate

closed?
Mr. MCCAIN. I think I can give you that [after examining papers].

January 14, 1930.
Senator COUZENS. What is that again?
Mr. MCCAIN. January 14, 1930.
Senator COUZENS. I do not see how that can be correct, because it

appeared in the minutes of the Chase Bank that the loan was agreed
to on January 15,1930.

Mr. MCCAIN. I beg your pardon. The common-stock syndicate
was closed on January 14,1930. I will see when the securities syndi-
cate was closed [after conferring with an associate]. The loan was
paid off in full on March 2, 1931. I am trying to find out now just
when the syndicate itself was dissolved and distributed.

Senator COUZENS. While you are looking that up, when did the
Seaboard Airline go into receivership ?

Mr. MCCAIN. I think it was sometime in the early part of 1931,
Senator, but I will get that for you right away if you like.

Senator COUZENS. Thank you. I wish you would.
Mr. MCCAIN (after examining papers). I do not seem to be able

to find, Senator, the date that was dissolved.
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Senator COUZENS. The loan was paid up in March 1931 ?
Mr. MCCAIN. That is right; paid in full.
Senator COTJZENS. That apparently was after the date of the re-

ceivership, as I understand it.
Mr. MCCAIN. Yes, sir. That was after the date of the receiver-

ship.
Senator COUZENS. That is near enough. How much did the syndi-

cate lose, or is that ascertainable now ?
Mr. MCCAIN. They lost, I would think, approximately 95 percent

of what they put in, because of the decline in value of the Seaboard
securities.

Senator COUZENS. But they still have the securities, for whatever
they are worth.

Mr. MCCAIN. Yes, sir. They have been distributed, and they have
them.

/The CHAIRMAN. Did you give the amount they put in?
Mr. MCCAIN. Yes, sir. I have it here.
The CHAIRMAN. What was the amount ?
M!r. MCCAIN. The total amount was $10,085,000. Would you like

the individual participants, Senator ?
The CHAIRMAN. NO.
Senator COUZENS. They are in the record, I think.
Mr. MCCAIN. They are in the record now.
Mr. PECORA. YOU received a number of participations in syndicate

accounts in which participation had been granted originally to either
the Shermar Corporation or the Murlyn Corporation, did you not,
Mr. McCain?

Mr. MCCAIN. NO, sir; never but two.
Mr. PECORA. Which two were those?
Mr. MCCAIN. The Frisco that you mentioned, and a small partici-

pation in the American Woolen Co., which was simply just an
account to buy some stock of the American Woolen Co.

Mr. PECORA. Were those syndicate accounts financed, in whole or
in part, by loans obtained from the Chase Bank?

Mr. MCCAIN. NO, sir; none.
Mr. PECORA. In those syndicate accounts did the Chase Securities

Corporation or any other security affiliate of the Chase National
Bank become a participant?

Mr. MCCAIN. Chase Securities did, in the Frisco. I am not
certain whether they did in the American Woolen or not.

Mr. PECORA. YOU had loan transactions with the Shermar Corpo-
ration, did you not?

Mr. MCCAIN. I told you this morning; yes.
Mr. PECORA. This morning you said, with regard to the joint loans

made to you and Mr. Couch by the Chemical Bank, that they were
collateralized by stock exchange collateral.

Mr. MCCAIN. Yes, sir.
Mr. PECORA. IS your individual loan account with the Chase Bank

likewise secured by stock exchange collateral ?
Mr. MCCAIN. NO, sir; not altogether.
Mr. PECORA. TO any substantial extent, is it »o secured ?
Mr. MCCAIN. NO. In fact, I do not believe it is to any extent.
Mr. PECORA. Have you made any payments by way of reduction of

that loan during the current year ?
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Mr. MCCAIN. Yes; I stated this morning
Senator COUZENS. $8,500.
Mr. MCCAIN. $8,500.
Mr. PECORA. At what rate during the current year?
Mr. MCCAIN. I can give you the exact figures [after conferring

with an associate] $3,500.
Mr. PECORA. Were they represented by monthly payments at any

particular rate?
Mr. MCCAIN. Some of them monthly payments.
Mr. PECORA. At what rate?
Mr. MCCAIN. Some months $500, and 1 month, $1,000.
Senator COUZENS. I observe, from the minutes of the Chase Bank,

another syndicate, in which a loan of $2,700,000 was made, in which
Dillon-Kead, H. C. Couch, and Coverdale & Colpitts were syndicate
managers. That seems to have been largely made up of Seaboard
Airline securities—practically all of it, I think. Has that been
disposed of?

Mr. MCCAIN. That has been paid off. Originally it was with the
Equitable Trust Co., and came into the Chase Bank through the
merger. I t has been paid off in full.

Senator COUZENS. YOU were not a syndicate manager at that
time in this particular one ?

Mr. MCCAIN. Yes; I was.
Senator COUZENS. They have left you out of this in the record,

apparently.
Mr. PECORA. What is the present principal amount of your loan

with the Chase?
Mr. MCCAIN. $226,000.
Mr. PECORA. What rate of interest does it bear ?
Mr. MCCAIN. Four percent.
Mr. PECORA. IS there any public market for the collateral which

you have against this loan with Chase?
Mr. MCCAIN. Very little of it, I think, Mr. Pecora.
Mr. PECORA. NOW, I want to refer for a moment or two to the let-

ter which you received in August last from Mr. Couch, the letter
marked in evidence as " Committee's Exhibit No. 238," the opening
paragraph of which I will read again to you [reading] :

DEAK CHABUE: I certainly appreciate very much your very interesting call
last night. The matter you referred to, of course, is of tremendous interest,
but best of all is the interest and confidence that you have in me.

I believe you told the committee this morning, in the course of
yqur testimony, what the subject was of that telephone call referred
to in this letter.

Mr. MCCAIN. Yes.
Mr. PECORA. AS I remember it, it was a suggestion by you to Mr.

Couch that he might undertake a reorganization of the Insull in-
terests.

Mr. MCCAIN. That I had mentioned him for this position, or as
being a ^ood man to consider for it. I would not have the authority
to offer it, but that he would be a good man to consider for that
position.

Mr. PECORA. Did he give you any definite reply to your suggestion
at the time you talked with him on the telephone?
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Mr. MCCAIN. NO; except to say that "that is extremely interest-
ing ", and it was.

Mr. PECORA. He also said that in the letter.
Mr. MCCAIN. Yes; and it was.
Mr. PECORA. Eventually no proposal was made to him, I believe

you said this morning, to undertake such a reorganization.
Mr. MCCAIN. That is correct. Afterward Mr. Simpson, of Chi-

cago, was put in charge.
Mr. PECORA. The reason I ask you about that is that in the state-

ment that Mr. Couch gave to the press, apparently, a copy of which
was received in evidence this morning as exhibit no. 240, Mr. Couch,
referring to that telephone call and his letter to you in response
thereto, says, in part, as follows [reading] :

The letter which I wrote Mr. McCain was purely a personal one. He had
called me on the telephone to learn if I would consider resigning from the
R.F.C. Board to undertake the reorganization of a group of Insull properties.
I told him I had to complete the job I had begun for the Government and
would not be able to accept his offer.

I t seems to me that is not fully in harmony with your statement.
Mr. MCCAIN. I think it might well be. I asked him whether he

would be interested in this, and said that I had mentioned it to
several of these people, and that it might develop. He might very
well think that that was a proposition that he was to consider. A
number of people were considered at the time, as far as that is
concerned.

Mr. PECORA. When did he first tell you that he could not accept
any such proposal ?

Mr. MCCAIN. I cannot tell you that. I do not remember.
Mr. PECORA. The inference from his statement to the press, a copy

of which is introduced in evidence as committee's exhibit no. 240, I
think, might be that he told you, in the course of your telephone con-
versation with him last August, that he would not be able to accept
such an offer.

Mr. MCCAIN. I would not think that he meant that.
Senator GOLDSBOROUGH. Did he not ask, in the letter that you have

there, that he be sent copies of certain data ?
Mr. PECORA. Yes. The letter which is in evidence as committee's

exhibit no. 238 says, in part:
I would appreciate it very much if you would have sent to me here some

of the bond circulars in connection with the financing you have done for the
Chicago Utilities. Also, any other studies you have made on any of their
situations.

In that statement did you understand him to be referring to the
proposal you had suggested to him in the telephone talk the night
before the writing of this letter ?

Mr. MCCAIN, x es, sir.
Mr. PECORA. And did you send on the data that he asked you to

send him?
Mr. MCCAIN. I think I did.
Senator COUZENS. SO evidently he had not made up his mind at

that time, had he ?
Mr. MCCAIN. NO ; I don't think so.
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The CHAIRMAN. Mr. McCain, you have had experience with in-
vestment trusts and with investments generally and with banking.
I would like to ask you a few questions about investment trust opera-
tions. What do you understand to be the functions of an investment
banker ?

Mr. MCCAIN. I think an investment banker is a man who pri-
marily should furnish long-term capital for either industry or rail-
roads or utilities of the country.

The CHAIRMAN. Does an investment banker furnish capital or
does he merely handle bonds and securities?

Mr. MCCAIN. His function is to serve as the medium through
which he obtains investment capital from the ultimate investor in
the industry. He himself does not have the money to put up.

The CHAIRMAN. IS there any difference between an investment
banker and an investment trust?

Mr. MCCAIN. Yes, sir; a great difference.
The CHAIRMAN. What is the difference?
Mr. MCCAIN. An investment banker would simply purchase securi-

ties to pass on to the consumer or to the investor. An investment
trust presumably would buy securities to hold, either for its income
or for enhancement in value, constantly watching their portfolio to
see that the company makes progress, so that they can either sell
securities or buy additional securities in the same class. They are
two entirely different functions.

The CHAIRMAN. Anybody can put up a sign " Investment Banker "
and begin business ?

Mr. MCCAIN. That is right.
The CHAIRMAN. There is no law regulating them or controlling

them or anything of the kind?
Mr. MCCAIN. None at all.
The CHAIRMAN. Does an investment trust underwrite the securi-

ties?
Mr. MCCAIN. Investment trusts have done that to some extent,

but not generally in this country. They do, as I understand, abroad,
in England and Scotland, but in this country they have never done
it except to a very limited extent.

The CHAIRMAN. I believe the European method is to separate the
underwriter from the distributor?

Mr. MCCAIN. Yes, sir.
The CHAIRMAN. But in this country that is not done?
Mr. MCCAIN. I t has not been done in this country.
The CHAIRMAN. Would it not be a good idea for those engaging

in investment banking and investment trusts to get together on some
standard of operation and membership?

Mr. MCCAIN. I should think it would.
The CHAIRMAN. SO as to form some kind of an association that

would have the effect of guaranteeing as to reputation, ability and
experience those engaged in that kind of business ?

Mr. MCCAIN. They come nearer doing that through the Invest-
ment Bankers Association than through any other medium they have.
They are very strict as regards membership in the association and
they endeavor to pass on the character as wrell as the ethics of those
seeding membership before they accept them.
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The CHAIRMAN. These investment bankers are usually not bankers
at all?

Mr. MCCAIN. NO.
The CHAIRMAN. And an investment trust does not do a banking

business ?
Mr. MCCAIN. NO.
Senator COUZENS. I rather smile at the idea of saying that the In-

vestment Bankers Association vouch for the good standing and char-
acter of investment bankers.

Mr. MCCAIN. That is what they propose to do, Senator.
Senator COUZENS. We had some little colloquy here when one of

Dillon, Read & Co.'s partners was here, and at that time he was a
candidate for the presidency of that association.

Mr. MCCAIN. He is now president.
Senator COUZENS. I understand he was elected without any

opposition.
Senator ADAMS. Part of the trouble that the commercial banks

have had is that they lost their way and became investment bankers,
was it not?

Mr. MCCAIN. Yes.
Senator REYNOLDS. DO you not think that a law should be enacted

governing and regulating the operations of investment banking?
Mr. MCCAIN. I do not see why you should not do it, as well as

enacting laws governing commercial banks. Of course, through the
Securities Act you regulate them to a very considerable extent. You
at least regulate what securities they can sell, which is a regulation
they did not have. You have a check on them there.

The CHAIRMAN. They ought at least to be required to make quar-
terly reports?

Mr. MCCAIN. I think by all means investment trusts ought to be
required to make reports, and I think they ought to be required to
publish their portfolios. Of course the investment banker is a little
different; he has in some instances limited capital. Some are small
and some are large.

Senator REYNOLDS. With reference to Senator Fletcher's sugges-
tion, you really think that investment bankers, regardless of the
amount of business they do, should be required to submit quarterly
reports ?

Mr. MCCAIN. I think it would be very well, Senator, to require
them to submit a report. Whether quarterly or not I do not know.
I am not certain but what, for their character of business, it is too
short a period. Certainly annually they should have no objection,
or semiannually.

Senator REYNOLDS. Annually, at any rate?
Mr. MCCAIN. Yes; or semiannually. Quarterly I think would

be most too short a time.
Senator REYNOLDS. DO you not think that before any investment

banker should be permitted to engage in the business he should
unquestionably be licensed and have a very thorough investigation
as to qualifications and character and financial standing?

Mr. MCCAIN. I should not see any objection to that at all.
Senator REYNOLDS. I t would certainly be information for those

who contemplated making investments.
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Mr. MCCAIN. Of course, you do not think very much of the stock
exchange down here, but they have that regulation. Before any
man can become a member of the stock exchange—-—

Senator ADAMS. That is what protects the public so thoroughly?
Mr. MCCAIN. Yes (continuing). They make a very careful in-

vestigation of his character, financial standing, and so forth.
Senator GOÎ DSBOROUGH. May I ask you whether or not the

$20,000,000 loss was in the two Seaboard syndicates or was it in one?
Mr. MCCAIN. That was in one. The total loss was approximately

$30,000,000.
Senator GOLDSBOROUGH. The total loss was in two syndicates?
Mr. MCCAIN. Yes.
Senator GOLDSBOROTJGH. Twenty and ten?
Mr. MCCAIN. Yes.
Senator COUZENS. Did you hear Mr. Aldrich's testimony with

respect to the Securities Act yesterday?
Mr. MCCAIN. Yes, sir.
Senator COUZENS. I asked him if he could submit an illustration

of where there had been any failure to finance industry through
the impediment of the Securities Act, and he could not give an
illustration. Have you any illustration of that kind?

Mr. MCCAIN. There is a company at this time which has a maturity
during 1934 which, if I may, I will give the wrong amount, because
I would not like to embarrass the company. We will say, $20,000,000.
It matures along about the middle of 1934. It is a perfectly good
security. I t is well secured in every way. I think that if it were
possible to offer it to the public there is no question whatever that
under those conditions they would be glad to buy it. They have been
unable to get any banking firm to take the responsibility, although
they have offered it to three or four of the leading banking firms;
and they are furthermore unable to get their own board of directors
to sign the application necessary to make the offering a public offer-
ing. I know that situation intimately.

Senator COUZENS. Why is that so, if it is perfectly good and there is
no misrepresentation or no inaccuracies ? Just where is the hazard ?

Mr. MCCAIN. The hazard is that it makes the investment banker
entirely responsible during the period of that bond issue, even though
it passes to the second or third party, and he may be perfectly inno-
cent. You are not allowed to take anybody else's report, Coverdale
& Colpitts, or anybody else's.

Senator COUZENS. I t is perfectly proper that you should not.
Mr. MCCAIN. This penalty still applies, and he is just afraid to take

the risk.
Senator COUZENS. There is no risk, so far as the security itself is

concerned, so long as the representations are honest and true.
Mr. MCCAIN. Correct.
Senator COUZENS. Well, then, why does a man take a risk when he

makes an honest, true report?—because that is the only liability he
has, if the security goes wrong because of that.

Mr. MCCAIN. Suppose some error has been made in computing the
earnings. The accountants of the company may have made them up,
and it puts a burden and responsibility on those same accountants to
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see that ample reserve has been put up. You cannot tell that unless
you personally examine each account.

Senator ADAMS. YOU start with the premise that it is a perfectly
good security. Even if there were omissions or errors it would still
be perfectly good?

Mr. MCCAIN. I think that is true.
Senator COUZENS. Why did the Pennsylvania Railroad have to

go to the R.F.C. to borrow money for the electrification of their road
from New York to Washington if the security market would have
absorbed their bonds ?

Mr. MCCAIN. At the time they borrowed the money from the
R.F.C. I am a little doubtful whether the security market would
have absorbed their bonds. I t might have. I talked to Governor
Meyer at that time about it.

senator COUZENS. There was a later one than that. Now, there is
one, within a short while, and there has been no change in the secur-
ity market since that loan was made. So I am unimpressed with
the

Mr. MCCAIN. I believe the public would buy it today.
Senator COUZENS. I am unimpressed with that as the deterrent to

the sale of a sound security.
Why did the New York Port Authority have to go to the R.F.C?
Mr. MCCAIN. They did not have to go to the R.F.C.
Senator COUZENS. Why did they go ?
Mr. MCCAIN. In the first place, personally I do not think that

the Port of New York Authority ought to have built the second
tunnel that they are building at this time. I think they had ample
facilities over the bridge and the Holland Tunnel to take care of
the traffic. I t is a 5-year construction program, and no banking
house is willing to take the risk of holding these securities and risk-
ing the loss of revenue that might come from the bridge and from
the Holland Tunnel to pay the charges on. They have two other
projects that would have some revenue coming in. So it was not a
good business proposition to sell to investors.

Mr. PECORA. Was the Detroit & Canada Tunnel Co. any better?
Mr. MCCAIN. I do not know that it was quite as good; but the

trouble with it was that there were not enough people to go through
it; and that is what I am afraid of about this one.

Mr. PECORA. The Chase Securities Corporation floated those
securities.

Mr. MCCAIN. Yes; but not in 1933.
Senator COUZENS. HOW is it that under the British companies act,

which is a stricter act than our securities act, capital investments
are mounting while they are decreasing in America, according to
the statements, because of the securities act ?

Mr. MCCAIN. I think there is very little to be changed in the
Securities Act. I think you have got to lighten to some extent the
penalty on directors in signing statements of their corporations, and
you have got to lighten to some extent the penalty on the dealer
honestly selling securities. Those are practically the only two things
you have got to do.
• Senator COUZENS. HOW would you propose to lighten them? By

limitation of the financial responsibility, or in just what way?
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Mr. MCCAIN. They might be lightened as regards the dealer, by
limiting his liability to the greater part of the profit made on the
securities sold, a percentage of the securities sold. If he gets $100,-
000 worth of bonds out of $10,000,000 issued, he ought not to be liable
for more than $100,000. Today he is liable for the $10,000,000.

Senator COUZENS. I think that is a sound argument. What about
the directors of the corporation which authorizes the issuance of the
securities ?

Mr. MCCAIN. I think they ought to be allowed to take the state-
ments either from outside accountants or from a personal examina-
tion themselves through accountants, and after they have made oath
that they have done that, that ought to be accepted. Today you
cannot accept that at all.

Senator ADAMS. Regardless of the competency or the reliability
of those whom they employ ?

Mr. MCCAIN. NO, sir; you cannot do that today.
Senator COTJZENS. Why should you? If you are going to assume

the responsibility for your agent, you have got to assume it. If
he makes an error, he is in your employment and you have to pay for
the loss that he creates if you make a bad loan. If the directors
have unsound help, then the board of directors ought to stand
between the agents and the public.

Mr. MCCAIN. He is liable for that for the life of the issue. What
man wants to go ahead and become liable

Senator ADAMS. IS there not a statute of limitations in the act ?
Mr. MCCAIN. NO. He is liable for the life of the issue. Who

wants to assume a liability that is going to run for 25 or 30 years?
I t ties up their estate; it is possible to bring it against the children,
and everything of that kind. There ought to be some limitation on
that.

Those are practically the only two things you have to do to make
it work. There are some minor administrative things for the Fed-
eral Trade Commission. I have talked to the head of one of the
principal accounting firms and he tells me that the detail required
today makes it practically prohibitive for a small concern, because
of the expense involved and the number of men used to gain the
information makes the financing so expensive that they cannot afford
to do it, unless it is a beer or liquor concern

Senator ADAMS. Who made that statement ?
Mr. MCCAIN. The president of Haskins & Sells.
Senator ADAMS. During the hearings certified accountants insisted

on a provision that these accounts should be certified by certified
accountants. The committee had difficulty in keeping that out. I t
would have made it still worse.

Senator TOWNSEND. It would have made it better for the certified
accountants.

Senator COTJZENS. Before one can practice before the Bureau of
Internal Kevenue or before the Customs Department of the Treasury
he has to pass an examination by a board of enrollment and get
certification as to his good reputation and character. What would
you say if the Federal Trade Commission was to establish by statute
some board of review where public accountants could be given exami-

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



4 1 9 8 STOCK EXCHANGE PEACTICES

nations and certified as to their character and reputation the same
as practitioners before the Bureau of Internal Revenue ?

Mr. MCCAIN. I think it would be all right.
Senator COTJZENS. That would at least perhaps insure a better

group of certified public accountants who would be more responsible
to the Federal Trade Commission the same as the practitioners are
before the Treasury Department ?

Mr. MCCAIN. I think so. I also think that in the case of rail-
roads, which are under the supervision of the Interstate Commerce
Commission as to their accounting methods and everything else, you
ought to release the investment house from some of the responsibility
in those issues.

Senator COUZENS. They do not come under the act anyway, so
they are not responsible.

Mr. PECORA. DO you know of your own knowledge to what extent
the liabilities and penalties imposed bj the Securities Act of 1933 are
more drastic than corresponding or similar liabilities and penalties
in the British Empire ?

Mr. MCCAIN. Not definitely.
Mr. PECORA. DO you know whether or not they are more drastic,

as a matter of fact?
Mr. MCCAIN. I understand they are, in the two relationships I

have given.
Mr. Chairman, may I say one more thing ? In your recommenda-

tions for legislation I think you ought seriously to consider not
permitting a national bank to make any real estate loans. That is
an amendment of only recent years, and it certainly has caused
trouble to all the national banks who nave done it.

The CHAIRMAN. YOU mean, strike that provision out entirety ?
Mr. MCCAIN. Yes, sir. Wlien that was put in it was put in at

the instance of a small country bank where there was a national bank
and a small state bank in the same community. They got after their
Senators

Senator ADAMS. They wanted to make just as bad loans as the
other banks did?

Mr. MCCAIN. Yes. I t was a great mistake to give them permis-
sion to make any such loans.

The CHAIRMAN. Even for a short time ?
Mr. MCCAIN. Yes; even for a short time. I never thought there

was any place for it in a commercial bank.
Senator GOLDSBOROTJGH. Some o,f the country banks would not

agree with that, would they?
Mr. MCCAIN. NO; but they have all suffered from loans of that

kind that have been made.
Senator ADAMS. Some of them would like to have the State banks

forbidden, and let the national banks make the loans.
Senator GOLDSBOROUGH. Have they suffered more from real estate

loans than from other loans?
Mr. MCCAIN. I think so.
Senator GOLDSBOROUGH. My impression was that the losses had

not been any greater than on other loans. Does not the ultimate loss
come from other securities in their portfolios ?

Mr. MCCAIN. Yes; and from bad loans, too.
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I was impressed by what Senator Adams said yesterday. I think
there ought to be a limitation on the securities that a national bank
is allowed to invest in—say. a 5-year period. I think that is long
enough.

Senator COTTZENS. What has been your experience with national
bank examiners? I mean, as to their alternating in their examina-
tions? Do they alternate or do you always have the same groups?

Mr. MCCAIN. We have practically the same chief examiner, I
would say, Senator. He has under him a force. Of course an ex-
amination of the Chase Bank is a tremendous task. They bring in,
on the day they come in for the examination, approximately 175
men who are brought from all over New Jersey and Connecticut and
New York State. They spend 2 or 3 days in the bank counting cash
and things of that kind. Then the examination is left to a corps
of probably 8 or 10 men.

Senator COTJZENS. Are those 8 or 10 men employed in the same
Federal Reserve district all the time ?

Mr. MCCAIN. Yes; in the same Federal Reserve district.
Senator COTJZENS. I want to get that point. I think it is a grave

error to have the chief bank examiner and the same group making
repeated examinations of the same banks.

Mr. MCCAIN. I agree with you on that, Senator.
Senator COTJZENS. The whole system ought to be changed.
Mr. MCCAIN. I agree with you.
Senator ADAMS. The same bank examiner goes back from time

to time. He is assigned to a certain territory and the small bank
only sees the one bank examiner.

Senator COUZENS. Yes. That is what I am objecting to. I am
objecting to the fact that the chief bank examiner of a Federal
Reserve district remains there year after year and year after year
and dominates the examination of all of the banks in that same
district.

Mr. MCCAIN. I think it should be like the way we shift men in
the bank. A man keeps a certain set of books, and after a period
of 90 days he is shifted and another man takes his books.

Mr. PECORA. They are rotated.
Mr. MCCAIN. They are rotated.
Senator GOLDSBOROTJGH. YOU mean on the ledgers; from A to B

and C and D and so forth ?
Mr. MCCAIN. Yes. On the deposit ledgers they rotate.
Mr. PECORA. I think that is all, Mr. Chairman, that I have to ask

Mr. McCain.
The CHAIRMAN. IS there anything else from any member of the

committee? [After a pause.] Much obliged, Mr. McCain.
Mr. MCCAIN. Thank you, sir.
Mr. PECORA. IS there anything else you want to say to the com-

mittee, Mr. McCain?
Mr. MCCAIN. NO, Mr. Pecora. I appreciate that courtesy very

much, indeed.
The CHAIRMAN. The committee will now stand adjourned until

December 18 at 10: 30 a.m.
(Thereupon, at 3:48 p.m., Thursday, Dec. 7, 1933, the subcom-

mittee adjourned, to meet at 10:30 a.m., Monday, Dec. 18, 1933.)
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COMMITTEE EXHIBIT NO. 112, NOVEMBER 9, 1933

Sinclair trading account

Date

Daily totals of
shares-

Bought Sold

Date

Daily totals of
sha

Bought Sold

Nov. 5, 1928
Nov. 7, 1928.
Nov. 8, 1928
Nov. 9, 1928
Nov. 12, 1928
Nov 13, 1928
Nov. 14, 1928

Do
Nov. 15, 1928
Nov. 16, 1928
Nov. 19, 1928
Nov. 20, 1928.
Nov. 21, 1928.
Nov. 22, 1928.
Nov. 23, 1928
Nov. 26, 1928
Nov. 27, 1928
Nov. 30, 1928
Dec. 3, 1928
Dec 4, 1928
Dec. 5, 1928
Dec. 6, 1928
Dec. 12, 1928
Dec. 20, 1928
Dec. 21, 1928
Jan. 2, 1929
Jan. 3, 1929
Jan. 11, 1929
Jan. 14,1929 _
Jan. 15, 1929
Jan. 16, 1929
Jan. 17, 1929
Jan. 18, 1929
Jan. 21, 1929
Jan. 22, 1929
Jan. 23, 1929
Jan. 24, 1929
Jan. 25, 1929
Jan. 28, 1929
Jan. 29, 1929
Feb. 8,1929
Feb. 18,1929.

50,900
900

24,000
2,500
9,700

11,000
100,000
17,100

2,300
3,200

29,600
400
500

4,100
500

5,400
3,900
2,800
400

1,600
1,400
1,400
300

17,000

6,100
3,500
8,500
10,200
1,200
1,200
700
100

3,400
4,200
23,900

60,700
62.300
10,100
49,400
31,700

500

1,000

10,400
1,000
3,000
500

10,800
1,000
2,100
3,500

13,800

3,000
1,000

100
700
100

Feb. 19, 1929—
Feb 20,1929...
Feb. 21,1929...
Feb. 25,1929...
Feb. 26,1929...
Feb. 27,1929...
Feb. 28, 1929...
Mar. 1,1929...
Mar. 4, 1929...
Mar. 5,1929...
Mar. 6,1929...
Mar. 7, 1929...
Mar. 8, 1929...
Mar. 11,1929..
Mar. 12,1929..
Mar. 13, 1929..
Mar. 14,1929..
Mar. 15,1929..

Do
Mar. 18,1929..
Mar. 19,1929..
Mar. 20,1929..
Mar. 21,1929..

Do
Mar. 22, 1929..
Mar. 25, 1929..
Apr. 15, 1929...
Apr. 16, 1929...
Apr. 17,1929...
Apr. 18,1929...

Do
Apr. 19,1929—
Apr. 22, 1929...
Apr. 26, 1929...
Apr. 29, 1929...
May 6,1929—
May 7,1929.
May 8,1929-_.
May 10, 1929—
May 13,1929-.

3,600
500

6,700
400

4,900
300

2,900
100

3,700
2,000
1,000
4,900
6,400
1,000
1,000
3,100
1,800

19
200

1,900
7,300
9,300

~14,~866'
2,900

177,800
1,300

600

100
100
400

3,500
100
500
800

1,100

TotaL

15,600

"""455

3,500
2,500
5,000
1,100

1,000
100

1,000
12,000

500
2,400
5,900

1,900
29,000
32,100
32,600
10,000
23,100
3,800
12,019

~ii,"§55
1,100
16,666
47,800

34
300
300

2,200
1,000
8,700
24,500
21,400
50,500

634,719 634,719
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COMMITTEE EXHIBIT NO. 113, NOVEMBER 9, 1933

Sinclair Syndicate Account

Date

Daily totals of

Bought I Sold

Date

Daily totals of
shares-

Bought Sold

2,400
34,100
10,000
23,600
21,600
6,400
11,600
13,000
1,300

3,000

100,000
1,200

29,700
1,700

200
14,100

100

Oct. 26, 1928
Oct. 29,1928
Oct. 30,1928
Oct. 31,1928
Nov. 1,1928
Nov. 2,1928
Nov. 5,1928
Nov. 7,1928
Nov. 8,1928
Nov. 9,1928
Nov. 12,1928 _
Nov. 13,1928
Nov. 14,1928
Nov. 15,1928 r
Nov. 16,1928
Nov. 19,1928
Nov. 20,1928
Nov. 21,1928
Nov. 22,1928
Nov. 23,1928
Nov. 26,1928
Nov. 27,1928
Nov. 30,1928
Dec. 3,1928
Dec. 4,1928
Dec. 5,1928
Dec. 6,1928
Dec. 7,1928
Dec. 10, 1928
Dec. 11,1928
Dec. 12,1928
Dec. 13,1928
Dee. 17,1928
Dec. 18,1928
Dec. 19,1928
Dec. 20,1928
Dec. 21,1928
Dec. 24,1928
Dec. 26,1928
Dec. 27,1928
Dec. 28,1928 2,300
Dec. 31,1928
Jan. 2,1929
Jan. 3,1929
Jan. 4,1929

175541—34—PT 8 86

3,700

52,600
96,600
1,600

200
1,700
1,300

700

700
1,700
1,300

23,700
37,800
43,900
27,900
5,700

60,500
100,600
25,100
53,900
28,500
30,900
39,200
43,800
9,000
4,500

29,300
5,600

14,100
32,100
11,900
3,700

11,600
52,500
41,600
2,800
2,800
1,200
1,800

37,900
11,500
15,400
2,100
4,000

"""MOO
27,900
24,800
9,200

15,000
15,200

600
15,900
2,700

106,300
35,400

Jan. 7,1929
Jan. 8,1929
Jan. 9,1929
Jan. 10,1929.-

Do
Jan. 11,1929-..
Jan. 14,1929....
Jan. 15,1929....
Jan. 22,1929..-.

Do
Jan. 28,1929....
Jan. 29,1929.. ..
Jan. 30,1929...
Jan. 31,1929.-_.
Feb. 1,1929
Feb. 4,1929
Feb. 5,1929
Feb. 6,1929
Feb. 7,1929—-
Feb. 8,1929...-.
Feb. 11,1929—.
Feb. 13,1929...
Feb. 14,1929—.
Feb. 15,1929—
Feb. 18,1929—
Feb. 27,1929__.
Mar. 22,1929...
Mar. 25,1929...
Mar. 26,1929...
Mar. 27,1929...
Mar. 28,1929...
Apr. 1,1929
Apr. 2,1929
Apr. 3,1929—.
Apr. 4,1929
Apr. 5,1929
Apr. 8,1929—
Apr. 9,1929
Apr. 10,1929—
Apr. 11,1929—
Apr. 12,1929—
Apr. 15,1929—

Do

1,200
10,600
7,200

11,000

Total..

600
1,900

10,100
50,000
4,000
6,800

100
400

1,500
400

2,500
15,800
21,700
2,360
7,400
4,400
5,500

11,700
20,100
19,700
6,300
2,000
6,100
2,400
3,000

100
6,500
6,600

12,500
600
600

700

300
300

50,000
15,361
33,900
3,500

1,000
50,000
2,200

439

1,300

7,300
24,660
2,200

100
200
800

31,700
43,700

~~~7,166
1,700

100,000
42,200
15,400
5,700

32,100
30,400
3,500

30,000
100

200
1,500

177,800
10,000

702,760 1,702,760
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