
STOCK EXCHANGE PEACTICES

TUESDAY, DECEMBER 19, 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
Thursday, December 7, 1933, in Eoom No. 301 of the Senate Office
Building, Senator Duncan U. Fletcher presiding.

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

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.

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

Mr. PECORA. Mr. Lord, will you take the stand?
The CHAIRMAN. Please stand, hold up your right hand and be

sworn: You solemnly swear that you will tell the truth, the whole
truth, and nothing but the truth, regarding the matters now under
investigation by the committee. So help you God.

Mr. LORD. I do.

TESTIMONY OF ROBERT 0. LORD, DETROIT, MICH.

Mr. PECORA. Mr. Lord, will you give your full name and residence
and business addresses to the committee reporter?

Mr. LORD. Eobert O. Lord, 17 McKinley Place, Grosse Poihte
Farms; business address, Penobscot Building, Detroit, Mich.

Mr. PECORA. What is your business, occupation, or profession?
Mr. LORD. Nothing at the present time.
Mr. PECORA. What was it?
Mr. LORD. Banker.
Mr. PECORA. With what banking institution or organization were

you last affiliated or connected?
Mr. LORD. My last connection was as president of the Guardian

National Bank of Commerce.
Mr. PECORA. Where was that bank situated?
Mr. LORD. Detroit, Mich.
Mr. PECORA. When did you become president of it ?
Mr. LORD. I became president of the predecessor bank, the Guard-

ian Detroit Bank, in June of 1927, when that bank was opened.
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Mr. PECORA. Had you for a number of years prior to that time
been identified actively with banking?

Mr. LORD. From August of 1906 until May of 1927 I was con-
nected with the Harris Trust & Savings Bank of Chicago, leaving
it as vice president +o go to that bank.

Mr. PECORA. When did you sever your connection with the Harris
Trust & Savings Bank o* Chicago ?

Mr. LORD. The last of May 1927.
Mr. PECORA. Where did you go from the Harris Trust & Savings

Bank?
Mr. LORD. Direct to Detroit.
Mr. PECORA. With this Bank of Commerce?
Mr. LORD. With the Guardian Detroit Bank, at the time when it

was organized.
Senator COTJZENS. I t was a State at that time, was it not ?
Mr. LORD. I t was a State bank then, Senator Couzens.
Mr. PECORA. DO you know of an organization or corporation called

the Detroit—no; I mean the Guardian Detroit Union Group, Inc. ?
Mr. LORD. Yes, sir.
Mr. PECORA. Were you identified with that organization?
Mr. LORD. I was president and a director.
Mr. PECORA. When did you become president of the Guardian

Detroit Uni,on Group, Inc. ?
Mr. LORD. I became president of the Guardian Detroit Groupr

Inc., which was the same corporation as the one of which the name
was finally changed to Guardian Detroit Union Group, Inc., in
the early summer of 1929, when the group company was organized.

Mr. PECORA. What was the nature or form ot that corporation^
Mr. Lord ?

Mr. LORD. I am not a lawyer, Mr. Pecora, but as I understand, the
corporation was organized under the general corporation laws of the
State of Michigan. In other words, it was a Michigan corporation.

Mr. PECORA. AS a holding company?
Mr. LORD. AS a holding company.
Mr. PECORA. What kind of securities did it acquire and hold in its

portfolio ?
Mr. LORD. Very largely the stock of banking and trust company

institutions.
Mr. PECORA. Were those banking and trust company institutions

located exclusively in the State of Michigan ?
Mr. LORD. Yes, sir.
Mr. PECORA. Where was the principal office or place of business of

the Guardian Detroit Group, Inc. ?
Mr. LORD. In the Penobscot Building in Detroit.
Mr. PECORA. Did you become the president of that organization at

its inception?
Mr. LORD. Yes, sir.
Mr. PECORA. And also a director?
Mr. LORD. Yes, sir.
Mr. PECORA. What was the date of the incorporation of that com-

pany?
Mr. LORD. I only have the month here, May of 1929. I cannot tell

you the exact day of the month.
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Mr. PECORA. That was May 9,1929, was it not?
Mr. LORD. I think that is correct.
Mr. PECORA. I show you what purports to be a copy of the articles

of association of the Guardian Detroit Group, Inc. Will you kindly
look at it and tell me if you recognize it to be a true and correct copy
of such articles ?

Mr. LORD (after looking over the paper cursorily). I would think
so, Mr. Pecora.

Mr. PECORA. Mr. Chairman, I offer it in evidence, and
Mr. LORD (interposing). Mr. Pecora, I should say that I have not

compared it with the papers, but I think so.
Mr. PECORA. Mr. Chairman, I offer it in evidence, 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 articles of incorporation of the Guardian Detroit Group,

Inc., of May 9, 1929, were marked " Committee Exhibit No. 1, Dec.
19,1933 ", and will be found at the end of the day's proceedings.)

Mr. PECORA. I won't read the exhibit in its entirety, but I should
like to read for the information of the subcommittee the following
provision thereof, known as article 3 :

The purpose or purposes of this corporation are as follows: To acquire, own,
hold, dispose of, and deal in stocks, bonds, and other evidences of indebtedness,
and securities, including those issued by any corporation, domestic or foreign,
and to possess and exercise in respect thereof all the rights, powers, and
privileges of individual owner thereof, including the right to vote the same and
to execute proxies therefor.

Now, subsequent to the incorporation of the Guardian Detroit
Group, Inc., was its corporate title or name changed to the Guardian
Detroit Union Group, Inc. ?

Mr. LORD. I t was, sir.
Mr. PECORA. DO you recall when that occurred?
Mr. LORD. My recollection is that it was in December, or the latter

part of November, of 1929.
Mr. PECORA. Thereafter was there a merger with another holding

•company known as the Union Commerce Corporation ?
Mr. LORD. Yes, sir.
Mr. PECORA, When did that merger take place?
Mr. LORD. In the early winter of 1929.
Mr. PECORA. That took place on December 16, 1929, did it not?
Mr. LORD. I believe the merger was declared operative about that

date.
Mr. PECORA. What kind of corporation was the Union Commerce

Corporation at the time when it was merged with the Guardian
Detroit Union Group, Inc. ?

Mr. LORD. I have not a copy of their articles, but I would say
it was the same kind of corporation.

Mr. PECORA. That is, it was a holding company organized es-
pecially for the purpose of acquiring, owning, and holding securities
of banking institutions, was it not?

Mr. LORD. I believe so; yes, sir.
Mr. PECORA. And their affiliates?
Mr. LORD. Yes, sir.
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Mr. PECORA. NOW, upon the merger of those two holding com-
panies, under what name did they continue to operate as one
company?

Mr. LORD. The Guardian Detroit Union Group, Inc.
Mr. PECORA. NOW, Mr. Lord, would you be good enough to look

at this chart that is before you, entitled " Organization of Guardian
Detroit Union Group, Inc.", and tell the subcommittee if in your
opinion that chart correctly represents the structure known now as
the Guardian Detroit Union Group, Inc., with the various units that
enter into that holding company or are represented in its stock
acquisitions ?

Mr. LORD. Mr. Pecora, without checking every corporation shown
on that chart I could not say that it was absolutely correct. I have
seen the chart, and in general I should say it is correct. There are,
however, I think some letterings in the chart that show discrepancies
as of the present time and that should be checked. For instance, the
FlintBank Has been reopened on a partial basis.

Mr. PECORA. Can you point out whatever inaccuracies appear on
this chart?

Mr. LORD. The only one that I notice at the moment is that there
is no securities company listed up there in connection with the First
National Bank of Kalamazoo. That securities company mam
months ago was liquidated, and that is possibly the reason why yo*
left it off. You will see in the second line to the left the First
National Bank & Trust Company of Kalamazoo, and

Mr. PECORA (interposing). Yes; I see it. You mean by that, that
at the time of the acquisition of the First National Bank & Trust
Co. of Kalamazoo by the Guardian Detroit Group, Inc., a securities
affiliate connected with the First National Bank & Trust Co. of
Kalamazoo was also acquired ?

Mr. LORD. That is my recollection.
Mr. PECORA. And that affiliate does not appear on this chart.
Mr. LORD. I t does not appear on the chart.
Mr. PECORA. When did that affiliate cease to operate?
Mr. LORD. I cannot answer that question, but a good many months

ago.
Mr. PECORA. And the fact that it had so ceased to operate is the

reason why it does not appear on this chart, I take it.
Mr. LORD. I should think so.
Mr. PECORA. Are there any other items that you would like to

refer to by way of correction on that chart?
Mr. LORD. Not offhand; I do not see anything offhand, Mr.

Pecora.
Mr. PECORA. NOW, according to this chart the Guardian Detroit

Union Grdup, Inc., which is the top organization, is made up of a
merger of the Guardian Detroit Group, Inc., and the Union Com-
merce Corporation, two predecessor holding companies, isn't that a
fact?

Mr. LORD. That is correct.
Mr. PECORA. And the various banking institutions
Mr. LORD (interposing). Mr. Pecora, I would not say that the

Guardian Detroit was a predecessor company, because it was the
same corporation as I understand it as the Guardian Detroit Union
Group, Inc., after the name was changed.
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Mr. PECORA. Yes. Now, those two holding companies had been'
merged into the Guardian Detroit Union Group, Inc., on Decem-
ber 16, 1929, and owned, controlled, or acquired at various times
the various banking institutions that are designated and shown on
this chart, isn't that a fact ?

Mr, LOED. They owned the shares of those banking institutions,
with the exception of the qualifying shares of directors, and in
some cases a small percentage or minority stockholding.

Mr. PECORA. NOW, on this chart also appear various affiliates thatf
in turn, had been organized or created and were wholly owned sub-
sidiaries of the various banking units to which they are annexed on
this chart.

Mr. LORD. I believe so. Mr. Pecora; I have prepared, and if I
may have the forbearance of this committee, it seems to me that if I
were to read a statement, which is not very long, it would clarify
the minds of the members of this committee in giving sometMngr
about the history of the matter.

Mr. PECORA. About the organization of the constituent units of
this situation?

Mr. LORD. Yes, sir.
Mr. PECORA. Have you a copy that I may have ?
Mr. LORD. Yes, sir.
Mr. PECORA. I should like to look at it as you go along*
Mr. LORD. With your permission may I read it ?
Mr. PECORA. Will you just let me have a copy so I may follow

your reading of it ?
Mr. LORD. Certainly.
Mr. PECORA. And I should like to state that we are having ar

photographic reproduction made of this chart, I mean the chart to
which the witness' attention has been called, and it will be on a*
smaller scale, and I propose then to make it a part of the forma]
record here.

The CHAIRMAN. In regard to that matter, Mr. Pecora, as you-
probably know, we have to have regard to the rules of the Govern-
ment Printing Office. I suppose you will get it up so that we can-
have it reproduced there.

Mr. PECORA. We will have inquiries made to enable us to ascer>
tain just what sort of reproduction we will have to make.

The CHAIRMAN. They are not equipped generally to insert illus-
trations. We will have to go into that with them in order to find
out what their requirements are. And, of course, the Government
Printing Office cannot show these colors that appear on the chart.

Mr. PECORA. I am sure that it is so prepared that what appears
on the chart will be clear in the reproduction by the Government
Printing Office.

The CHAIRMAN. All right.
(The chart referred to is reproduced herewith as Commii>fe&x Ex-

hibit No. 1-A, December 19,1933.)
Mr. LORD. Shall I now proceed?
Mr. PECORA. DO you now want to read your statement

the organization of this holding company?
Mr. LORD. Yes, and
Mr. PECORA (interposing). You may go ahead.
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Mr. LORD. This statement will contain some history of the acqui-
sition of the stock of these banks and trust companies, and I think
will enable the committee to follow the matter more clearly.

The CHAIRMAN. May I ask, first, what proportion of the banks in
Detroit were involved in this set-up ?

Mr. LORD. Senator Fletcher, at the time of the bank holiday there
were only 4 banks remaining in Detroit, 1 of them being the Ghiard-
ian National Bank of Commerce, which was our institution, and the
other 3 were the First National Bank, the Detroit Savings Bank,
and the Commonwealth Commercial, a State bank.

Senator COTJZENS. Then there was a little savings bank.
Mr. LORD. And there was the Morris Plan Bank. And there was

the United Savings Bank, which was not a member of the clearing
house.

The CHAIRMAN. DO you mean those were the only banks that
opened after the bank holiday ?

Mr. LORD. NO ; those were the only banks in existence before the
bank holiday.

The CHAIRMAN. Oh! Before the bank holiday ?
Mr. LORD. There were only 4 banks in Detroit then, including, of

course, the 2 I have just mentioned, the Morris Plan Bank and the
United Savings Bank, which makes 6.

The CHAIRMAN. Are they all included here ?
Mr. LORD. NO, sir. And we have only one bank in Detroit now.
Mr. PECORA. In order to get that clear let me ask you: The most

of the banks shown on this chart as combined in the organization of
the Guardian Detroit Union Group, Inc., were located outside of the
city of Detroit, but all within the State of Michigan; is that so ?

Mr. LORD. Yes, sir. Now, this statement is addressed to the
chairman of the committee.

The CHAIRMAN. YOU may proceed with your statement.
Mr. LORD. AS I understand it, and as emphasized to me by repre-

sentatives of this committee in Detroit, the principal purpose of the
investigation into the Detroit banking situation is to obtain infor-
mation which will serve to suggest banking legislation either in
addition to or revising existing laws to strengthen the banking
structure of this country, to aid a recovery in business, and at the
same time to prevent a repetition of the mistakes and excesses which
occurred during the so-called " speculative era " that ended in the
late fall of 1929. I am, of course, glad to be helpful in any possible
way.

To go into every minute detail of the history, organization, and
growth of the Guardian Detroit Union Group, Inc., would require
an unnecessary amount of the time of this committee. I t would
seem to me, however, that to give the committee the proper under-
standing of the background of this situation it would be helpful
to bring out something of the growth of the city of Detroit and to
tell briefly of the history of the Guardian Detroit Union Group, Inc»

The CHAIRMAN. Mr. Lord, will you sit a little closer to the micro-
phone so your voice may be heard ?

Mr. LORD. Certainly.
Mr. PECORA. And will you read a little more slowly so that the

voice reproducer may carry satisfactorily?

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



STOCK EXCHANGE PEACTICES 4 2 0 9

Mr. LORD. AS is well known, the effect of the growth of the auto-
motive industry was a tremendous and rapid increase in the popu-
lation of Detroit and the so-called "Detroit metropolitan area."
In 1900 Detroit, according to the United States census, had a popu-
lation of 285,704. In 1930 this had increased to 1,568,602. Similar
substantial increases were also shown by other communities in the
State of Michigan, notably Grand Rapids, which increased from
87,565 to 186,592 in the 30-year period; Lansing from 16,485 to
78,397; Flint from 13,103 to 156,492; Dearborn from 844 to 50,358;
Highland Park from 427 to 52,959; Royal Oak from 468 to 22,904.

Economically, Detroit occupies a position different than any city
of comparable size in the United States in that on a dollar and!
cents basis it probably consumes less of its own products than any
other city. Detroit's prosperity is closely linked, not only with
the general prosperity of the United Stages but also of the entire
world. Bank closings in any city or section of the country, floods,
famine, crop failures, or other local disasters are in turn reflected
directly in the output of motor cars and in the employment of
factory workers in Detroit.

Generally speaking, it may be stated that the rapid growth of
these communities was largely, if not entirely, due to the develop-
ment of the automotive industry and the growth of the companies
supplying materials to this industry. During this period manu-
facturing—and particularly that of the motor industry—so absorbed
the attention and energy of Detroiters that banking facilities did not
keep pace with the needs of the growing city. Detroit found itself
dependent financially to a great extent on outside cities, and even
up to a few years ago, while it ranked fourth in population and
manufactured products, it ranked eighth or ninth in banking
resources.

In view of this situation, in June 1927 there was organized under
the banking laws of the State of Michigan the Guardian Detroit
Bank. That was originally the State bank that Senator Couzens
spoke about. Under the plan and subscription agreement there
was sold unified stock. Each subscriber to stock in Guardian De-
troit Bank at the same time subscribed for an equal number of
shares of Guardian Detroit Co., an investment affiliate, and for one
fifth of the number of shares in Guardian Trust 0o., a fiduciary
institution which had been organized under the banking laws of
the State about 2 years previously. The unified stock plan was not
new as the purported advantages of having a group of institutions
with identical ownership and rendering complete financial service
had been recognized elsewhere. Regardless of the lesson since
learned that banks and trust companies should not be identified di-
rectly or indirectly with the general securities business, the con-
tention was held at that time by many of our leading bankers that
this was a proper form of service to be rendered by banking insti-
tutions. That this principle was then considered a proper one
is further shown by the provisions of the McFadden Act which
specifically authorized banks themselves—that is, national banks—
to enter into the business of buying and selling investment securities.
There were thus created three independent corporations owned by
the same, stockholders in no way subsidiary to each other.
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I t was provided that none of the stock of the bank, the trust
-company, or the securities company should be acquired or trans-
ferred except in connection with the acquisition or transfer of a
proportionate amount of stock of each of the other two companies,
so that each stockholder would at all times own the same percentage
of the stock of any one of the same companies as he owned of the
stock of each of the other two companies.

The city of Detroit, as stated, was primarily dependent upon
the automotive industry and various estimates placed the preponder-
ance of this industry at from 50 percent to 75 percent of the total
industry of the city. Citizens of Detroit, drawn not only from
the motor industry but from other manufacturing industries, mer-
chandising, construction, transportation, publishing^ real estate, and
the professions, were identified with the formation of Detroit's
first group of related institutions equipped to transact every kind
of banking, trust, and investment business for individuals and cor-
porations. Included among these men were the following individ-
uals, not only well known locally but in most cases of national
.reputation:

Balph H. Booth, president Booth Publishing Co.
Hoy D. Chapin, chairman of the board, Hudson Motor Car Co.
Howard E. Coffin, president National Aviation Corporation.
George K. Fink, president Michigan Steel Corporation.
Fred J. Fisher, vice president, General Motors Corporation.
Edsel B. Ford, president, Ford Motor Co.
Albert Kahn, architect.
Ernest Kanzler, now president Universal Credit Corporation.
Alvan Macauley, president Packard Motor Car Co.
W. Ledyard Mitchell, vice president Chrysler Corporation.
Charles S. Mott, vice president General Motors Corporation.
Fred T. Murphy, trustee Murphy family trusts, also a trustee of

Yale University.
Alger Sheldon, president Shelden Land Co.
From the above list it will be seen that there, were upon the boards

of one or more of the Guardian institutions individuals who were
identified with an aggregation of motor companies representing
probably well over 75 percent of the volume of the industry upon
which it is estimated 10 percent of the population of this country
depends and which is the largest single purchaser in the world of
cotton, hardwood lumber, nickel, upholstery leather, polished plate

f lass, crude rubber, gasoline and oil, and an industry which for years
as, generally speaking, paid the highest wages. I t was, therefore,

natural that the Guardian should become known throughout the
country as an " automobile " bank.

Under this coordinated management these three institutions, which
came to be known popularly as " the Guardian Group ", grew and
prospered so that within 2 years their aggregate resources amounted
to approximately $78,000,000, exclusive of the figures of the Guardian
Detroit Co.., the securities company.

In the early summer of 1929, in order to provide, among other
things, an increase in capital of the securities company without at
the same time increasing the capital of the bank or the trust com-
pany, neither of which institutions fr&s in need of additional capital,
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there was organized the Guardian Detroit Group, Inc.; that is the
one shown in yellow at the top. The additional capital amounted to
$3,694,500 and was raised $747,000 through the acquisition of the
entire capital stock of the K. O. L. Co. and $2,947,500 by the stock-
holders of the Guardian Detroit Group subscribing to 32,750 shares
at $90 per share. Of this additional capital $3,250,000 went to in-
crease the capital of the securities company to $5,000,000 and the
balance of $444,500 remained with the Group Co. as working capital.

At or shortly after its organization the Group Corporation ac-
quired all except directors' qualifying shares of the Highland Park
State Bank and the Highland Park Trust Co. The city of Highland
Park, although entirely surrounded by the limits of the city of
Detroit, and although in effect an integral part of the economic and
business district of Detroit, has continued to maintain its separate
corporate identity. The same is true also of the city of Hamtramck.

The officers and directors of the Highland Park institutions felt
that it would be distinctly advantageous to effect a closer working ar-
rangement with a large downtown bank. At that time the High-
land Park State Bank, in addition to its main office, had seven
branches within the corporate limits of Highland Park. As you may
know, branch banking within the corporate limits of the municipal-
ities in which a bank was located had been permitted in Michigan
for many years, one of the larger Detroit banks having upward of
150 branches in Detroit.

The Guardian Detroit Group, Inc., was organized in May 1929,
under the provisions of the general corporation laws Act 84, Public
Acts of 1921, as amended, for the following purposes:

To acquire, own, hold, dispose of, and deal in stocks, bonds, and other evi-
dences of indebtedness and securities, including those issued by any corpora-
tion, domestic or foreign, and to possess and exercise in respect thereto aU
rights, powers, and privileges of individual owners thereof, including the right
to vote the same and to execute proxies therefor.

I t might be here stated that the general idea of acquiring the
shares of banking institutions located throughout the State was to
have an association with a number of strong banks in different sec-
tions of the State, banks a part of whose business had flowed to New
York and Chicago and which could be handled just as well or better
through strong Michigan banking institutions, thus retaining that
business within the State. Through this association these banks
could more capably handle the business of their own local and out-of-
State clients, could supply more complete credit information, and
through contacts of other unit banks in the Group could aid their
clients in the development of the clients' own business. I t was
thought that such an association would naturally attract to the va-
rious local units a substantial amount of desirable business.

The Group Corporation had but one class of capital stock of $20
par value; 2,500,000 shares were finally authorized, of which there
were finally issued and outstanding 1,544,844 shares. The issuance
of these shares was in all cases validated by the Michigan Securities
Commission.

Under the original articles of association or charter of Guardian
Detroit Group, Inc., the company could, upon the affirmative vote of
three fourths of its board of directors, issue and dispose of unissued
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or increased stock of the corporation for the purpose of acquiring
stock of banks or trust companies without offering to the stockholders
of the corporation for subscription the stock to be so disposed of.

In accordance with these provisions of the charter, the Guardian
Detroit Group, Inc., acquired all or substantially all of the capital
stock, except directors' qualifying shares, of the following institu-
tions : Guardian Detroit Bank, Detroit, Mich.; Guardian Trust Co.
of Detroit, Mich.; Guardian Detroit Co., Detroit, Mich.; Highland
Park State Bank, Higland Park, Mich.; Highland Park Trust Co.,
Highland Park, Mich.; Bank of Dearborn, Dearborn, Mich.; Na-
tional Union Bank & Trust Co., Jackson, Mich.; Federal Commercial
& Savings Bank, Port Huron, Mich.; First National Bank & Trust
Co., Port Huron, Mich.; Bant of Detroit, Detroit, Mich.

While Guardian Detroit Group, Inc., was negotiating with and
acquiring stock of the above-listed institutions, another company
called the Union Commerce Corporation of Detroit, Mich., had ac-
quired or were acquiring all or substantially all of the capital stock,
except directors' qualifying shares, of the following institutions:

National Bank of Commerce, Detroit, Mich.
Union Trust Co., Detroit, Mich.
Union Co., Detroit, Mich.
Michigan Industrial Bank, Detroit, Mich.
Union State Bank of Dearborn, Mich.
Bank of Commerce of Dearborn, Mich.
Jefferson Savings Bank, Grosse Pointe, Mich.
Union Joint Stock Land Bank, Detroit, Mich.
Ohio-Pennsylvania Joint Stock Land Bank, Cleveland, Ohio.
Mr. Pecora, that is the only corporation domiciled outside of the

State. I t was later sold, as you know.
City National Bank & Trust Co., Battle Creek, Mich.
Keene, Higbie & Co., Detroit, Mich.
Union Industrial Bank and Union Industrial Trust Co., Flint,

Mich.
Union Commerce Corporation had also acquired through exchange

of its stock an approximate 40 percent interest in seven small banks
located entirely in agricultural communities. In two other cases a
58-percent and a 78-percent interest was acquired.

Mr. PECORA. May I interrupt your reading of your statement to
ask you if you can give at this place in the record the names of those
seven small banks ?

Mr. LORD. State Savings Bank, Vestaburg, Mich.; State Savings
Bank, Stanton, Mich.; State Bank of Six Lakes; State Savings
Bank, Remus; State Savings Bank, Clinton; and Lansing State
Bank. That is six, and I believe the other was the Thompson Sav-
ings Bank, of Hudson, that was afterward sold back to the original
owners, Mr. Pecora.

The CHAIRMAN. Were these institutions all acquired by stock
arrangements ?

Mr. LORD. Exchange of stock.
The CHAIRMAN. And no cash ?
Mr. LORD. Yes. That is, so far as the Guardian was concerned.

I think in one or two cases there was some stock purchased back
from the owners in the case of the Union Commerce Corporation,.
I haven't the record on that.
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Early in September of 1929 representatives of Guardian Detroit
Group, Inc., and Union Commerce Corporation discussed the pos-
sible advantages which might arise from a merger of the two com*
panies. The discussion pointed out manifest benefits, and, accord-
ingly, a proposed plan and agreement was drawn up providing for
the acquisition of the stock of Union Commerce Corporation by
Guardian Detroit Group, Inc., through exchange of shares on a
share-for-share basis after declaration of a 20 percent stock dividend
by Guardian Detroit Group, Inc.

On December 16—or 17—Mr. Pecora and I differ in the date. We
will say on December 17, 1929, the plan was declared operative, the
title of Guardian Detroit Group, Inc., thereupon being changed to
Guardian Detroit Union Group, Inc., which is its title today.
Through this merger the Group Co. acquired ownership of stock in
the financial institutions and other corporations referred to in the
preceding paragraphs.

Subsequently, Guardian Detroit Union Group, Inc., acquired by
exchange of stock all or substantially all of the stock, except
directors' qualifying shares, of the following institutions:

Peoples National Bank of Jackson, Mich.
City National Bank & Trust Co., Mies, Mich.
Capital National Bank of Lansing, Mich.
Grand Rapids National Bank, Grand Rapids, Mich.
First National Bank & Trust Co., Kalamazoo, Mich.
Grand Rapids Trust Co., Grand Rapids, Mich.
Second National Bank & Trust Co., Saginaw, Mich.
National Bank of Ionia, Ionia, Mich.
In figuring the basis of exchange of stock of the Group Co.

for that of the banks or trust companies acquired, it may be stated
that in general the method was to reduce to a parity of actual value
both the stock of the Group Co. and the stock of the bank to be
acquired; and earnings of both institutions were also reduced to
a parity—both factors being given due consideration in arriving at
a basis satisfactory to both parties at interest.

Actual values were determined by ai| examination of the assets of
the bank with which negotiations were under way; and/or the
examination reports of these banks by the National or State banking
authorities; and the bank, through its representatives, in turn, was
afforded an opportunity to satisfy itself as to the value of the
shares of the Group Co.

From its inception Guardian Detroit Group and, inturn, Guardian
Detroit Union Group, endeavored to preserve the local management
and to follow the policy of developing the standing and prestige of
that management, of the local institutions and placed the responsi-
bility of such management upon the local boards of directors and
local officers.

Without taking the time of this committee to read the minutes of
the Group Corporation, I would call your particular attention to
the proceedings of a meeting of the board held December 23, 1929,
at which the basic policies of the corporation were clearly and de-
finitely set forth. Article VI of the bylaws of the Group Co.
provided:

Whenever at any meeting of the stockholders of a bank or trust company
of which corporation shall at the time own 75 percent or more of the outstanding
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stock, an election of such board of directors is held, the shares of such bank
or trust company owned by this company shall be voted in favor of the election
of a board of directors of which at least 75 percent shall consist of directors
residing in the municipality where said bank or trust company is located or
within a radius of 50 miles thereof.

This policy was adhered to. The selection of directors in the unit
institutions was left to the unit directors who had previously been
m charge of these institutions, and such changes as occurred after the
acquisition of the stock of the unit institution by the Group Co. were
very largely on account of death or an account of resignation for some
other reason.

To further carry out these policies, the board of directors
of Guardian Detroit Union Group, Inc., adopted the following
resolution:

Resolved, That credit based upon the deposits in a local bank, which is a unit
member of Guardian Detroit Union Group, Inc., shall be controlled wholly by
the board of directors and the officers of the local unit bank.

The. officers of each unit institution in the Group were responsible
directly to the board of directors of their own institution.

The Group Co. performed the following useful functions for
the local institutions without in any way violating the basic policy of
encouraging local management to run their own banks, namely:

(a) Acting as a clearing house for information bearing upon policies, prac-
tices, and results obtained by the various member unit institutions.

(&) Systematically making available to all units the practice of the best
with a view of enabling aU to reach the highest standards of operations and
resultant profit.

(c) Providing capable supervision in connection with building construction
and management.

(d) Coordinating business development activities.
(e) Purchasing standard equipment and supplies in quantity.
(f) Providing an independent examining force, in no way responsible for

the condition which its examination discloses, to supplement the work of the
board of directors of a local unit in connection with the examining responsi-
bilities imposed by statute.

(g) Provding investment counsel and advice, together with statistical data
and information on investments which the local institution, on account of its
size, could not afford to provide for itself.

(h) Where local industries required credit beyond the loaning capacity of
the local unit, the excess amount was offered to and frequently taken by other
banking units in the group, thus obviating the necessity of these industries
going outside the State for their credit accommodation.

In brief, it was the principal function of th$ Group Co. to act
purely in an advisory capacity and as any stockholder would act in
an institution where his funds were invested.

Admittedly, the institutions in the Guardian Detroit Union
Group made many mistakes; but, to the best of my personal knowl-
edge, mistakes of judgment. Loans that were well secured at the
time made, suffered losses due in large measure to the velocity of the
deflation. This situation occurred in most banks throughout the
country necessitating banks in the United States charging down
hundreds of millions of dollars of assets which under any reasonably
normal conditions could and would have liquidated in lull.

I t might be of interest to this committee to know somes of the
many helpful and constructive things which the Group Co. accom-
plished. During the period from 1930 to 1933 the Group Co. pur-
chased from unit banks and trust companies nearly $8,400,000 of

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



STOCK EXCHANGE PRACTICES 4215

slow or undesirable assets, in some cases in an amount almost equal
to the capital structure 01 the unit institution. The amounts were
:as follows, as reported to me:
Union Guardian Trust Co $7,500,000.00
-City National Bank & Trust Co., Battle Creek 198,068.9a
.National Bank of Iona 149,408.90
City National Bank & Trust Co., Niles 148,401.00
•Guardian Bank of Dearborn 130,646.79
Guardian Bank of Grosse Pointe 99,590.18
Grand Rapids National Bank 92,353.04
Guardian Bank of Trenton 78,090.90

Thus, in the case of the Union Trust Co., the Group Co. replaced
the entire capital and surplus of that institution.

Senator COUZENS. May I interrupt you at that point: Where did
you get the money to purchase those securities, from the dividends
that you got from the paying institutions ?

Mr. LORD. Senator, I think it is very difficult to earmark money.
I would say it was from the borrowings of the Group Co., not from
the dividends.

Senator COUZENS. I do not ask you to earmark the money, but did
you relieve these units of these slow and doubtful assets by dividends
received from the units?

Mr. LORD. Received from the units ? No, sir; by borrowing money
*by the Group Co.

Senator COUZENS. Was that the only source that you had?
Mr. LORD. That was the source that was used. The situation in

Michigan during the years 1931 and 1932 was probably more acute as
regards bank failures than in any other State in the Union. In cities
where our own units were located many failures occurred in spite of
every aid to these competing banks that we could and did render. I
have here a map of the State, prepared early in 1933, showing the.
bank failures throughout the State, and I would like to show it to
this committee.

I t is rather an interesting picture. [Exhibiting map.] There are
195 banks pictured there. The towns that are starred were left with
no banking facilities whatever. In cases where they are marked
with a number 2 or 3 it means 2 or 3 banks in the community have
failed. That is in the period from January 1, 1931, to February 25,
I think it was, 1933.

Mr. PECORA. Have you any reproductions of those?
Mr. LORD. I have some small ones, Mr. Pecora. They are not very

clear.
Mr. PECORA. Would you let the committee have as many copies as

you can gather ?
Mr. LORD. They may have them all [handing copies].
Mr. PECORA. I think we might offer this chart produced by the

witness in evidence.
Senator COUZENS. Following up my earlier inquiry, Mr. Lord,

where did you borrow this money from that you used to relieve these
banks of their slow assets ?

Mr. LORD. Senator, most of that money was borrowed from New
York and Chicago banks, practically all of it, and I cover it a little
later. May I read it, and if I have not answered the question I
will be glad to?
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Senator COTTZENS. All right.
The CHAIRMAN. Let the chart be admitted and entered on the

record.
(Chart presented by Mr. Lord showing bank failures in the State

of Michigan from Jan. 1,1931, to Feb. 25,1933, was thereupon desig-
nated " Committee Exhibit No. 2, Dec. 19, 1933 ", and is reproduced
herewith.)

Mr. LORD. The effect upon the deposits of open banks where a clos-
ing occurs in the same or a nearby community is always serious and
was particularly so during those years when lack of confidence and
fear were so prevalent in the public mind.

Another interesting situation that I might comment upon that
took place in Michigan during that period was the fact that many
banks who called themselves open—and there were literally county
after county where this occurred—presented a situation where a man
who tried to cash a check for a hundred dollars must be given $5 or
$10. In other words, those banks held their doors open by brute
strength, and there was no one in the community who wanted to see
them close it, and they did the best they could, but it made a very
difficult banking situation.

I t may also be of interest to this committee to know what the sit-
uation is of the largest unit of the group, the Guardian National
Bank of Commerce. That bank was a consolidation of the Guardian
Detroit Bank, Bank of Detroit, and National Bank of Commerce,*
which latter bank had some previously absorbed the Griswold Na-
tional Bank. I might say that, as shown on this chart, the Griswold
National Bank had previously absorbed the First State Bank.

When these three banks were separate institutions they reported
on December 31, 1929, total deposits of. $190,609,633.78. When the
final consolidation was completed December 31, 1931, the deposits
were $169,058,328.36. On December 31, 1932, deposits were $138,-
385,923.37. After the bank had been refused a license to reopen after
the holiday and was in the hands of a receiver 40 percent was paid
to the depositors by the middle of the summer of 1933. Since then
an additional 20 percent has been paid and plans are being completed
for an additional 5 percent. Taking into consideration the current
withdrawals made in normal course of business since December 31,
1931, that is, the date of the consolidation, and figuring as nearly
accurately as I can without access to the bank's records, the deposit
liability of approximately $33,000,000 remaining after this last 5-
percent payment—I say deposit liability as contrasted with con-
tingent liabilities that come to a bank at its closing, such as rentals.

Senator COUZENS. Have you any estimate of that, Mr. Lord ?
Mr. LORD. Very rough estimate. I should say they have set up

four or five millions. That is the figure that I have heard, Senator,,
but I do not think it will take any such figure.

Senator COUZENS. That is for the leases and other claims?
Mr. LORD. For leases and other claims besides the depositors. The

deposit liability of approximately $33,000,000 remaining after this
last 5 percent payment means that during the period of less than 2
years, nearly 1 year of which the bank was closed, the bank has
paid out to its depositors about $136,000,000, or nearly 80 percent of
its deposits of December 1931. I t is true that this was made possible-
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by the aid of the Eeconstruction Finance Corporation, but there
were no loans remaining from the Reconstruction Finance Corpora-
tion until the first 20 percent payment was made.

I might state there that in paying and completing the 40 percent
the Eeconstruction Finance Corporation loaned the receiver of the
Guardian National Bank of Commerce four million three hundred
ninety-one thousand and odd dollars; I think that is the correct fig-
ure. The National Bank of Detroit had when it opened brought
about 13 million dollarsr of the loans which enable the 40 percent
payment, and by the end of the summer the Reconstruction Finance
loan had been back in full and most of the loans taken by the
National Bank of Detroit had been liquidated.

Mr. PECORA. Pardon me, Mr. Lord; that National Bank of Detroit
to which you have just referred was a new bank that was organized
in the spring of the current year?

Mr. LORD. I t was a new bank that was organized this year. I
think it opened on March 24. In my opinion, with proper handling
of the remaining assets and any reasonable recovery of business, the
depositors will receive 100 cents on the dollar. Personally, I do not
know of any closed institution with conditions in any way compar-
able where the showing is as good.

In 1929 Guardian had a definite plan to acquire bank shares in
institutions in certain of the principal cities of Michigan, cities where
industry was closely allied with the industries of Detroit. In no
communty did we desire or attempt to have a banking monopoly.
There were many cases where bank shares were offered to and de-
clined by our group, not only in cities where ^e already had a unit
but in other communities. Our original program adopted in 1929
was completed early in the year 1930 and except for the Guardian
Bank of Royal Oak which we organized in that city of upwards of
20,000 people at the request of its citizens because the three banks
formerly serving that city had long since been closed, there were, I
believe, no further additions of banking units to the group.

I have already stated that there were undoubtedly many errors
in judgment. Broadly speaking, the greatest mistake of the Group
was that it was organized at the peak of the Nation's prosperity—
that we along with others were unable to foresee the conditions
which were to follow that long period of prosperity and expansion
of business. During almost the entire history of the group it was
engaged in a battle against a depression probably never before
equalled in its severity in the history of the world and the con-
sequences of which were felt more acutely in Michigan and in Detroit
than in any other section of this country. In this battle against the
depression, most of the larger stockholders contributed enormously
to support and stabilize the situation. Here are some of the
instances:

First. In the late fall of 1929, when negotiations were in progress
for the merger of the Guardian Detroit Group and the Union Com-
merce Corporation, a series of defalcations were discovered in the
Union Industrial Bank of Flint, the stock of which bank has been
or was being acquired by the Union Commerce Corporation. Mr.
C. S. Mott, from his own resources, made good these defalcations,
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which amounted in the aggregate to $3,595,000. He was later reim-
bursed in part by the other stockholders of the Flint Bank.

Second. When the Group Co., in December 1931, found it neces-
sary to borrow, Mr. C. Mott loaned his credit on a note of the Group
Co. with the Bankers Trust Co. of New York to the extent of
$2,500,000.

Third: Late in 1930 Mr. Edsel B. Ford loaned to the Guardian,
Detroit Co. $1,000,000 in cash and also loaned to that same corpora-
tion—that was the securities company—approximately $5,000,000*
of his personal securities.

Fourth: In December 1931 Mr. Edsel B. Ford loaned his credit
to the Group Co. on a loan of $2,500,000 with the Continental Bank
in Chicago.

Fifth: The Ford Motor Co. in December 1932 loaned the Group*
Co. $3,500,000 with which funds the Group Co. lifted out of the
Union Guardian Trust Co. $3,500,000 of criticized assets.

Sixth. In December 1929 certain of the directors of the Guardian
Detroit Group loaned their credit to the extent of $1,600,000 maxi-
mum, of which about $1,100,000 is now used, on a loan with the
Bankers Trust Co. of New York3 made for the purpose of carrying-
distress loans of certain officers and employees of the units of the
Guardian Detroit Group.

Seventh: In November 1929, in order to relieve the Guardian De-
troit Co. of part of its heavy inventory, a certain small group of
stockholders purchased from that company, at $180 per share, 18,800̂
Group shares at a total cost of $3,384,000.

Eighth: In the early winter of 1930-31 certain individual stock-
holders agreed to subscribe for a total of approximately 93,000
shares of Group stock, to be bought from time to time in the open,
market at not to exceed $60 per share, the purpose of these purchases
to stop or retard the decline in the quoted price of Group shares
which was adversely affecting the institution's standing with an
already hysterical public. That cost ov^r $4,000,000.

Ninth: In the fall of 1930 certain individual stockholders put.
up $400,000 in cash through a company known as the Natum Cor-
poration to purchase certain of the inventory of the Guardian
Detroit Co., to provide funds for reduction in the loans of that
company. These various items added together show that the larger
stockholders contributed, in order to strengthen and stabilize the
entire situation in the protection of the depositors, an aggregate of
nearly $27,000,000.

Senator Couzens, that is where your money came from that lifted
out the eight million four. Does that answer your question, sir?

Senator COUZENS. Yes; except that you said that you got it from
New York and Chicago banks, I understood.

Mr. LORD. Yes, sir.
Senator COUZENS. And these loans from New York and Chicago-

banks were guaranteed by these stockholders?
Mr. LORD. Yes, sir.
Senator COUZENS. That answers it.
Mr. LORD. Mr. Chairman, I do not know exactly what this com-

mittee wants, but I am here to cooperate in any way that I can.
The CHAIRMAN. Did any of these banks subsequently reopen as.

shown on this chart?
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Mr. LORD. On that State chart?
The CHAIRMAN. Yes.
Mr. PECORA. That is the chart which has been presented by Mr,

Lord and marked " Committee Exhibit No. 2".
Mr. LORD. I cannot tell you, Senator. I t has been a changing

situation. There has been a very substantial number of State
banks reopened on a reorganization or on a partial withdrawal
basis.

Senator COUZENS. There is one statement I would like to have you
clarify, and that is you say that this sum of $27,000,000 was advanced
for the purpose of protecting the depositors. Is that quite an accu-
rate statement?

Mr. LORD. For either protecting the depositors directly or stabiliz-
ing the situation which was so disturbing to the depositors, Senator.

Senator COUZENS. Have you any figures to segregate that money
that was put up for the protection of the stock in the group or the
banks, as distinguished from that money that was put up for the
protection of the depositors?

Mr. LORD. Yes. May I take a minute to give you the approximate
figure?

Senator COUZENS. Yes.
Mr. LORD. I would say that Mr. Mott's contribution in Flint was

for the protection of the depositors; wouldn't you? He made good a
defalcation in a bank of which he was president.

Senator COUZENS. I should say so; yes.
Mr. LORD. That is $3,595,000. Do you want me to eliminate the

loan of Mr. Edsel Ford to the securities company? Would you not
consider that for the protection of the whole situation?

Senator COUZENS. I understood that was used for the purpose of
taking up doubtful securities in these institutions.

Mr. LORD. NO ; I mean where he loaned some of his personal col-
lateral to the security company.

Senator COUZENS. I do not know whether you can trace back to the
purpose of that, the purpose for which it was used, or not, but I do
not think it is in accord with your statement a while ago as to what
it was used for.

Mr. LORD. I t was loaned by the Guardian Detroit Co. to the
securities company to enable them to carry their inventory.

Senator COUZENS. That would hardly be for the protection of
depositors.

Mr. LORD. Not directly for depositors, but for the protection of
the whole situation.

Senator, I would say that for the direct protection of the stock-
holders over 12 million went in, and the balance to stabilize the
general situation.

Senator COUZENS. SO that out of about 27 million about 12 million
went for the protection of depositors and the balance for the protec-
tion of the stockholders?

Mr. LORD. First for the depositors, Senator. You know when the
stock of the banks dropped how disturbed the depositor was?

Senator COUZENS. Oh, yes. You can only get the best estimate of
how the money reacted, but I was trying to arrive at the purpose
that first suggested the putting up of the money.
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Mr. LORD. Senator, these purchases of stock to stabilize the gen-
eral situation were not made by any stockholder with an idea of
wanting the stock or for gain. It was for the one purpose.

Senator COTJZENS. I understand that. I was not going back into
the motive. I was just trying to get the purpose for which the money
was used.

Mr. PECORA. Mr. Lord, I show you what purports to be a printed
<5opy of the Annual Report for the year 1929 of the Guardian
Detroit Union Group, which appears to have been issued to the
stockholders over your signature as president. Will you look at it,
particularly the portion of it which purports to give the names of
the officers and directors for the first year of the Guardian Detroit
Union Group, appearing at pages 2 and 3 and 4?

Mr. LORD. May I look at your copy?
Mr. PECORA. Certainly (handing document to Mr. Lord). And

tell me if those pages correctly set fr>rth the names of the officers
and directors of the Guardian Detroit Union Group, Inc., for the
first year.

Mr. LORD. I would assume so.
Mr. PECORA. Yes. Well, I want the record to show those things.
Mr. LORD. I haven't any reason to believe it is not correct.
Mr. PECORA. I offer in evidence that report, particularly those

three pages enumerated pages 2, 3, and 4.
The CHAIRMAN. Let it be admitted. You do not want the whole

report, but just those pages showing the officers and directors ?
Mr. PECORA. I merely want to show the names of the officers and

directors of the first holding company during the first year of its
operations.

Mr. LORD. Mr. Pecora, might I say this, that this may not be the
names of the officers and directors during the first year of operation.
The report is dated as of January 28, after the annual meeting of
1930 which was held. See the point ?

Mr. PECORA. Those names are the names of the original officers
and directors of this holding company?

Mr. LORD. I do not know whether they are the original ones, be-
cause I haven't that list with me. But the point is this

Senator ADAMS (interposing). They are the names at the begin-
ning of the second year, as I get it ?

Mr. LORD. They are the names of the officers and directors after
the annual meeting of the corporation which was held in the latter
part of January.

Mr. PECORA. Of 1930?
Mr. LORD. Of 1930. In other words, these men may not have

served as officers and directors during the period covered by this
report, but as of the date of the report. That is my understanding.

Mr. PECORA. With that explanation I will offer that list in evi-
dence.

The CHAIRMAN. Let it be admitted and entered on the record.
(P. 2,3, and 4 of Annual Report of Guardian Detroit Union Group

for 1929 were thereupon designated "Committee Exhibit No. 3,
Dec. 19,1933.")

Mr. JPECORA. I will first read the names of the directors shown
on pages 2 and 3 of this report (reading):
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Frank W. Blair, chairman Union Trust Co., Detroit.
Arthur O. Bloomfield, president National Union Bank & Trust Co., Jackson.
Henry E. Bodman, chairman Guardian Trust Co., Detroit.
Clarence H. Booth, chairman Motor Bankers Corporation, Detroit.
Ralph H. Booth, president Booth Newspapers, Inc., Detroit.
Joseph H. Brewer, president Grand Rapids Trust Co., Grand Rapids.
Walter O. Briggs, chairman and president Briggs Manufacturing Co., Detroit.
Daniel D. Brown, president First National Bank & Trust Co., Port Huron.
Harry C. Bulkley, Campbell, Bulkley & Ledyard, Detroit.
Charles S. Campbell, president First National Bank & Trust Co., Kalamazoo,
Roy D. Chapin, chairman Hudson Motor Car Co., Detroit.
George R. Fink, president Michigan Steel Corporation, Detroit.
William A. Fisher, president Fisher Body Corporation, Detroit.
Edsel B. Ford, president Ford Motor Co., Detroit.
Frank E. Gorman, vice president Capital National Bank, Lansing.
Stephen A. Graham, president Federal Commercial & Savings Bank, Port

Huron.
John C. Grier, Jr., president Guardian Detroit Co., Detroit.
C. H. Haberkorn, Jr., chairman Bank of Detroit, Detroit.
Carlton M. Higbie, chairman Keane, Highbie & Co., Detroit.
Sherwin A. Hill, Warren, Hill & Hamblen, Detroit.
Charles H. Hodges, vice president American Radiator & Standard Sanitary

Corporation. Detroit.
James Inglis, president American Blower Corporation, Detroit.
Richard P. Joy, director National Bank of Commerce, Detroit.
George B. Judson, president Bank of Detroit, Detroit.
Ernest Kenzler, president Universal Credit Corporation, Detroit.
Jerome J. Keene, director Guardia Detroit Bank, Detroit.
Dwight B. Lee, president and treasurer Motor Products Corporation, Detroit.
Robert O. Lord, president Guardian Detroit Bank, Detroit.
Alvan Macauley, president and general manager Packard Motor Car Com-

pany, Detroit.
Francis C. McMath, director Canadian Bridge Co., Ltd., Detroit.
George B. Morley, chairman Second National Bank & Trust Co., Saginaw.
Charles S. Mott, vice president, General Motors Corporation, Detroit.
Fred T. Murphy, chairman Guardian Detroit Bank, Detroit.
Edwin H. Nelson, president Nelson, Baker & Co., Detroit
Phelps Newberry, vice president Guardian Detroit Bank, Detroit.
Ransom E. Olds, chairman Reo Motor Car Co., Lansing.
Jerome H. Remick, president Detroit Creamery Co., Detroit.
Herbert S. Reynolds, president Peop'es National Bank, Jackson.
John R. Russel, director Russel Steel Construction Co.
Murray W. Sales, president Murray W. Sales & Co., Detroit.
Henry H. Sanger, president National Bank of Commerce, Detroit.
R. Perry Shorts, president Second National Bank & Trust Co., Saginaw.
Hal H. Smith, Beaumont, Smith & Harris, Detroit.
Oscar W. Smith, president Parke, Davis & Co., Detroit.
John N. Stalker, president Union Trust Co., Detroit.
James L. Walsh, vice president Guardian Detroit Bank, Detroit.
Charles Beecher Warren, Warren, Hill & Hamblen, Detroit.
Dudley E. Waters, chairman Grand Rapids National Bank, Grand Rapids.

OFFICERS

Frank W. Blair, chairman of the board.
Henry E. Bodman, chairman executive committee.
Robert O. Lord, president.
John C. Grier, Jr., vice president.
James L. Walsh, vice president.
Henry H. Sanger, vice president.
Bert K. Patterson, vice president and treasurer.
C. H. Haberkorn, Jr., vice president.
Lewis K. Walker, vice president.
Joel H. Prescott, vice ^president.
Andrew L. Malott, vice president.
A. A. F. Maxwell, secretary.

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



4222 STOCK EXCHANGE PRACTICES

H. A. Conner, assistant secretary.
Earnest Kanzler, vice president.
Phelps Newberry, vice president.
John N. Stalker, vice president.
Arthur H. Vogt, vice president and comptroller.
Samuel R. Kingston, vice president.
Charles A. Kanter, vice president.
Harry S. Covington, vice president.
R. Perry Shorts, vice president.
W. J. Penningroth, assistant treasurer.
O. A. Waldow, assistant comptroller.
Advisory committee: Fred T. Murphy (chairman), James Ingl's (vice

chairman), Henry E. Bodman, Roy D. Chapin, Edsel B. Ford, Charles H.
Hodges, Ernest Kanzler, Alvan Macauley, George B. Morley, Charles S.
Mott, Jerome H. Remick, John R. Russel, Murray W. Sales, Charles B,
Warren.

Executive committee: Henry E. Bodman (chairman), Frank W. Blair,
Harry C. Bulkley, John C. Grier, Jr., C. H. Haberkorn, Jr., Carlton M. Higbie,
Sherwin A. Hill, Richard P. Joy, Ernest Kanzler, Robert O. Lord, Charles S.
Mott, Fred T. Murphy, Edwin N. Nelson, Phelps Newberry, Murray W. Sales,
Henry H. Sanger, John N. Stalker, James L. Walsh.

Operating committee: James L. Walsh (chairman), Frank W. Blair, Frank
M. Brandon, Joseph H. Brewer, Harry S. Covington, Frank E. Gorman, Stephen
A. Graham, John C. Grier, Jr., Carlton M. Higbie, George B. Judson, Charles
A. Kanter, Samuel R. Kingston, Robert O. Lord, Duncan J. McNabb, Frank J.
Maurice, E. R. Morton, Phelps Newberry, Bert K. Patterson, George R. Paul,
Frank E. Quisenberry, Herbert S. Reynolds, Henry H. Sanger, Earl H. Shep-
herd, R. Perry Shorts, John N. Stalker, Arthur H. Vogt, Herbert R. Wilkin.

Mr. PECORA. NOW, Mr. Lord, will you tell the committee what
the functions were generally of the advisory committee of the board
of directors?

Mr. LORD. I would say that the advisory committee was a policy
committee.

Mr. PECORA. Meaning exactly what?
Mr. LORD. TO discuss and formulate policies to recommend to the

unit banks for their consideration, or to the board of directors of
the Group Corporation itself.

Mr. PECORA. And this advisory committee not only formulated
policies or proposed policies for the holding company itself, but also
for the unit banks?

Mr. LORD. Only as suggestions to the unit banks. You see, on
that advisory committee, as I recall it, there were some of the
unit heads. I do not remember the list; I have not got it.

Mr. PECORA. What were the functions of the executive committee ?
Mr. LORD. May I read here about the executive committee ? Per-

haps that will clarify it.
Mr. PECORA. What is it that you propose to read?
Mr. LORD. This is from what is known as Bulletin No. 1, issued

by the Guardian Detroit Union Group.
Mr. PECORA. All right.
Mr. LORD (reading) :
The advisory committee is largely a policy-making committee. Its mem-

bership is comparatively small and includes no active operating officers of
any unit. This committee has and should have entire freedom in criticising
either the policies or handling of any unit or any department of the associated
institutions. Its meetings are not held on stated days, but at regular inter-
vals at the call of the chairman. Operating heads* of units will from time
to time be called to confer with this committee as to any question under
consideration.
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Senator COXTZENS. Did they keep any minutes ?
Mr. LOKD. I think they did, Senator. Dr. Murphy, I believe, was

chairman of the committee.
Senator COUZENS. Have you the minutes here ?
Mr. LORD. I have not, sir.
Mr. PECORA. Was it the general purpose of this advisory commit-

tee to secure unanimity of action with regard to the general policies
of the holding company and its various constituent units ?

Mr. LORD. I would not say so, Mr. Pecora, because each unit might
have its own problem. I t was? so far as I could describe it, just
what its name implies—an advisory committee, a committee which
would advise with Grand Rapids or Saginaw or Flint over their
problems, or would advise with the officers of the group over a
group problem.

Senator COUZENS. Have you any evidence of any advice which
they sent out?

Mr. LORD. I do not know that they sent it out. There were meet-
ings.

Senator COUZENS. IS that where the advice was given—in meet-
ings ? Or was it given out in documentary form ?

Mr. LORD. I do not know whether Dr. Murphy ever wrote any let-
ters or not as chairman of that committee. I have no records here.
I would say that mostly it was conversation at meetings.

Mr. PECORA. The advisory committee would from time to time con-
fer with the executive heads of unit banks with regard to problems
peculiar and exclusive to such unit banks ?

Mr. LORD. I would think so.
Mr. PECORA. And at the same time would also discuss with heads

of units banks problems that were common to all the unit banks rep-
resented by the Group ?

Mr. LORD. They might.
Mr. PECORA. What were the functions of the executive committee

of the board, generally speaking?
Mr. LORD. I would say that the executive committee's functions

of the Group Co. were what any executive committee of a corpora-
tion would be, to act on behalf of the board in the intervals between
board meetings.

Mr. PECORA. What were the functions of the operating com-
mittee of the board?

Mr. LORD. The operating committee was very largely an educational
committee, Mr. Pecora. I t was made up—if you will look at the
list—to a great extent of the operating men in the units who had
meetings every month, or perhaps more frequently, to discuss such
matters as transit and various things dealing with the details of
bank operation; and there might be some man selected from that
committee who would talk on one particular subject, and then dis-
cussion would be had. Whether there are any minutes of those meet-
ings I could not say. Colonel Walsh was chairman of the committee
and maybe he kept full minutes; I do not know.

Senator COUZENS. Did that operating committee have anything to
•do with passing upon loans?

Mr. LORD. NO, sir.
Senator COUZENS. Did the executive committee do that?
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Mr. LORD. Not the Group Co.; each separate bank.
Senator COTJZENS. YOU made no loans at all to any of your

groups ?
Mr. LORD. The Group Co. ?
Senator COTJZENS. Yes.
Mr. LORD. The Group Co. had nothing to db with loans to

separate units.
Senator COTTZENS. YOU just borrowed?
Mr. LORD. We borrowed money.
Senator COTJZENS. But you did not lend it?
Mr. LORD. I say we did not. The Group Co. may a,t some time or

other have loaned a little money, but they were not in the business
of loaning money to the public, if that is what you mean.

Senator COTJZENS. HOW many employees were engaged in that
Group organization?

Mr. LORD. Actively, Senator?
Senator COTJZENS. Yes.
Mr. LORD. Some of these listed are more or less honorary. I was

president. Colonel Walsh gave a great deal of his time to Group
activities.

Senator COTJZENS. Did you get salaries separate from those you
got from the units?

Mr. LORD. My salary, I believe, was split between the bank and
the Group Co.

Senator COTJZENS. Was that true also of Colonel Walsh?
Mr. LORD. I could not say. The chairman of the Group board, be-

ginning in January 1932, was very active, and had no salary what-
ever.

Senator COUZENS. Have you any figures to indicate how many of
the employees there were on full time in this organization ?

Mr. LORD. NO; but perhaps I can get them. [After conferring
with associates.] Approximately 30, both in the examining depart-
ment and the accounting department. The real active officers, from
the standpoint of executive capacity, were the chairman, myself as
president, Colonel Walsh, Mr. Patterson when he was with us, and
the secretary, who was, I believe, Mr. Haberkorn, at that time, of the
Group Co.

Senator COEZENS. Were any of those on the pay roll of any unit
separately from the Group ?

Mr. XiORD. The salary may have been split between them as mine
was. I only know about my salary.

The CHAIRMAN. What was your salary?
Mr. LORD. DO you want it since I was with the institution ?
The CHAIRMAN. Yes.
Mr. LORD. For a portion of the year 1927—you see, I became head

of the bank on June 15 when it opened, and I was there the first of
June—for that portion of the year my salary was $29,176.62.

Senator COUZENS. In other words, you double that to get the an-
nual salary?

Mr. LORD. NO; not quite, because I was there 7 months. Dur-
ing 1928 I received $50,010. I don't know how that $10 came in.
This is my income-tax record. In 1929 my compensation was
$84,759.92. In 1930 my salary was divided between the Guardian
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Detroit Bank, which paid me $37,249.86, and the Guardian Detroit
Co. which paid me $11,250. The Union Guardian Trust Co. which
was a consolidation of our Guardian Trust Co. and the Union Trust
Co.—I had been president of our Guardian Trust Co. prior to that
consolidation—the Union Guardian Trust Co. paid me $7,499.88.

Senator COTJZENS. Was that in 1930?
Mr. LORD. That was the year, 1930.
Senator COTTZENS. What was the aggregate of that?
Mr. LORD. About $56,000. In 1931 the Guardian Detroit Bank

paid me $24,166.56. The Guardian Detroit Co. paid me $10,000. The
Guardian Detroit Union Group paid me $7,500. I t was apparently
the first year in which the Group paid any of my salary. The Union
Guardian paid me $6,666.66. That totals about $48,000. In 1932 my
total compensation was $45,479.14, divided $25,312.56 to the Group
and $20,156.58 to the bank. The reason that the increase came from
the Group was that I was spending more of my time all the time on
Oroup matters, and the board felt it was entirely proper that that
institution should pay me.

Senator COTTZENS. Did you get any compensation after the banks
-closed?

Mr. LORD. I think I got a couple of thousand dollars; I don't
remember. That was until after the first of April, and then it was
-cut off entirely.

The CHAIRMAN. What became of the bank finally ?
Mr. LORD. The Guardian National Bank?
The CHAIRMAN. Yes.
Mr. LORD. I t is still in the hands of receivers. I t will have paid

out 65 percent through the cooperation of the senior Senator here,
and others in Washington. An arrangement has just been completed
lhat will pay in full the depositors who had on the date of the holi-
day $1,000 or less. That has been done by the fine cooperation not
only of the authorities here in Washington, but also some of the bank
depositors who have waived their rights to that 5 percent so that the
little fellow can get his money in full.

The CHAIRMAN. This has been paid out of loans from R. F. C?
Mr. LORD. Yes, sir, only in part——
Senator COUZENS. He stated a while ago how it was divided up.
Mr. LORD. I think, Senator Fletcher, when they get through even

with the 5 percent, the bank will owe less than $28,000,000 to R. F. C.
and will have paid back since December 31, 1932, to the depositors
$105,000,000.

The CHAIRMAN. What became of this holding company?
Mr. LORD. I t is in receivership.
The CHAIRMAN. Did you sell any of the stock of the holding

company to the public?
Mr. LORD. Did we sell any to the public?
The CHAIRMAN. Yes.
Mr. LORD. There were dealings in it all the time. Unfortunately,

the stock was listed on the Detroit Stock Exchange; and I might say
here that it was listed over my protest. No bank stock should ever
"be listed on an exchange.

The CHAIRMAN. And the public bought from the Exchange?
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Mr. LORD. They bought it on the Exchange. The only direct offer-
ing that the Guardian Detroit Group as such, my group, as against
the Union Commerce Group, made, was in 1929. The Guardian
Detroit Group offered to its stockholders the right to subscribe to
an amount of stock equal to 10 percent of their holdings. The Union
Commerce corporation did, however, make an offering, but I have
not the record of it here.

Senator COTJZEISJS. Was that 10 percent all subscribed by your
stockholders ?

Mr. LORD. Yes, sir.
Mr. PECORA. Mr. Lord, as the board of directors of the Guardian

Detroit Union Group. Inc., was constituted and as its various com-
mittees of the board of directors were constituted, there were repre-
sented on the board of directors the operating or executive heads of
most if not all of the banks that were units of this group; is not that
a f act ?

Mr. LORD. Certainly the senior executives in most cases, Mr. Pecora^
and in some cases the operating heads.

Mr. PECORA. DO you recall having appeared on April 23, 1930,.
before a meeting of the Committee on Banking and Currency of the
House of Representatives during the second session of the Seventy-
first Congress, where hearings were being held on House Eesolution
No. 141?

Mr. LORD. Yes; I think so. That was the MacFadden committee,*
was it not?

Mr. PECORA. Yes. And at that time, you read to that committee
a prepared statement, many extracts from which have been em-
bodied in the statement which you read to this committee this
morning?

Mr. LORD. Some of them; yes.
Mr. PECORA. I have what purports to be a printed copy of that:

statement of yours to the house committee on April 23, 1930, and
I want to read therefrom the following extract to see if you recall
having made the statement [reading] :

Aside from the detail of illegality or any intent to usurp the functions or-
hamper the activities of the board of directors of a local unit bank, such a
course would run directly counter to prudence, good judgment, and common
sense. Experience indicates that the bulk of profitable business enjoyed by
a given bank is the result of the personal efforts of the directors and officers.
Hence any policy which impairs even in the slightest degree the prestige or
enthusiasm of the local board of directors is a body blow at the growth of the
local unit bank and therefore at the growth and prosperity of the group as a
whole. The deliberate adoption of policies so obviously suicidal is unthinkable.
Nevertheless extreme care must be exercised to insure that group management
does not, perhaps unconsciously, encroach upon the statutory and customary
authority and responsibility of the unit bank management. Accordingly, it is
deemed advisable to particularly emphasize "the group policy of noninterfer-
ence with local management" by formal action of the group board of directors..

Do you recall generally that statement?
Mr. LORD. I t sounds familiar.
Mr. PECORA. In that statement you attempted to give the House

Committee on Banking and Currency, in April 1930, a statement of
a principle that was governing and guiding the board of directors o l
this Guardian Detroit Union Group?

Mr. LORD. In general; yes.
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Mr. PECORA. AS a matter of fact, Mr. Lord, was that principle
strictly adhered to ?

Mr. LORD. SO far as I personally know, it was. I t is not always
possible to control some other individual. But it certainly was the
policy of the Group to let the unit banks be run by their own boards
and their own officers.

Mr. PECORA. Did the board of directors of the Group—and by the
Group I mean the holding company known as the Guardian Detroit
Union Group, Incorporated—have any control over the selection of
the boards of directors of the unit bants in the Group ?

Mr. LORD. I assume they had control, because the Group owned
the stock. So far as exercising that control is concerned, I do not
know whether it ever forced a director on a local unit, except in
Flint, where that defalcation had occurred and where it was neces-
sary to put 35 men in there to keep the bank running.

Mr. PECORA. Did the board of directors of the Group suggest from
time to time to any of the local or unit banks names of persons to
serve on the board of directors of your unit banks ?

Mr. LORD. Mr. Pecora, before every annual meeting of these local
banks the heads of the unit banks used to come in and discuss all
of their plans for their boards and for the next year's business with
me or with some of the other officers in the Group. Does that answer
your question?

Mr. PECORA. I t is an answer to the question.
Mr. LORD. The matter was discussed just like you would discuss

it with any stockholder, a substantial stockholder.
Mr. PECORA. NOW will you answer the question a little bit more

specifically ?
Mr. LORD. May I have it again, please ?
Mr. PECORA. The reporter will read it.
(The question referred to was read by the reporter as above

recorded.)
Mr. LORD. I think that might have been done at times where a

bank perhaps needed some talent that we thought could be supplied
either locally or from our own organization. I do not recall specific
instances. Do you have such a specific instance in mind?

Mr. PECORA. I have before me what purports to be a photostatic
reproduction of a letter addressed to Mr. L. H. D. BaKer, of the
National Bank of Commerce, Union Guardian Building, Detroit,
Mich., dated July 24, 1931, which apparently was sent out by you.
Will you look at it and tell us if it serves to refresh your recollec-
tion of an instance where the name of an individual was suggested
by you on behalf of the Group to the officers or directors of a unit
bank for inclusion on the board of directors of such unit bank?

Mr. LORD. Yes; I recall the incident rather vaguely.
Mr. PECORA. Would you say that was a true and correct copy of a

letter sent by you to that gentleman?
Mr. LORD. I think that is; yes.
Mr. PECORA. I offer it in evidence.
The CHAIRMAN. Let it be admitted and made a part of the record.
(Photostatic copy of letter dated July 24, 1931, addressed to

L. H. D. Baker, National Bank of Commerce, Union Guardian

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



4 2 2 8 STOCK EXCHANGE PRACTICES

Building, Detroit, Mich., was received in evidence, marked " Com-
mittee Exhibit No. 4, Dec. 4, 1933.")

Mr. PECORA. I will read the exhibit to the committee [reading]:

COMMITTEE EXHIBIT NO. 4
JULY 24, 1931.

(Personal)
MB. L. H. D. BAKEB,

% National Bank of Commerce,
Union Guardian Building, Detroit, Michigan

MY DBAB LEE.—AS you may know, Mr. D. F. Valley is giving a very con-
siderable amount of his time toward the affairs of the Michigan Industrial
Bank. In order to accomplish what we want, I think he should be a director
in this bank and I am going to ask you if you will be good enough to send me
your resignation as a director so that we can have the Board elect Mr. Valley
in your place.

This is no reflection whatever upon you or your service to that institution.
I do not think it wise to ask any of our outside directors to resign and am,
therefore, taking the liberty of asking this favor of you.

Very truly yours,
, President,

ROL N

This letter was signed by you as president of the Group, was it not?
Mr. LORD. I believe so. 1 don't know whether it was signed by me

as president of the Group or not.
Mr. PECORA. The initials below, in the left-hand corner, are

"K.O.L."
Mr. LORD. Yes. I imagine it was written on the bank letterhead.
Mr. PECORA. It was signed by your name, was it not?
Mr. LORD. It was signed in my name.
Mr. PECORA. What were you going to say about this ?
Mr. LORD. My recollection of the circumstances is rather vague.

Mr. L. H. D. Baker was an employee or officer of the National Bank
of Commerce. The matter of Mr. Valley taking his place on the
Michigan Industrial Board was discussed personally with the presi-
dent of the Michigan Industrial Board, and it was put up to them
|or their approval.

Senator COUZENS. Did he accept the suggestion?
Mr. LORD. I believe so, because he left the bank shortly after that.
Mr. PECORA. DO you know of any other instances where suggestions

of a generally similar character were made and carried out?
Mr. LORD. 1 do not recall any specifically.
Mr. PECORA. I have here what purports to be a photostatic repro-

duction of a memorandum entitled "Intra-Group Memorandum",
addressed to Mr. Joseph H. Brewer, president of the Grand Rapids
National Bank, from Mr. Patterson, executive vice president, Guard-
ian Detroit Union Group, Inc., bearing date September 29,1931, and
which reads as follows [reading] :

I anticipate that it is going to be necessary to make a few changes in the
members of the board of directors of the National Bank of Ionia, but we will
not do so until the next meeting. What would you think of the advisability
of your going on the board in place of one man who we think has served his
purpose to the institution (I do not refer to either Messrs. Green, Robinson,
or Chapman) ? Inasmuch as the bank is located only a short distance from
you it probably would not require a great deal of your time, and I apprehend
that your presence on the board would give it the right kind of balance, and
as time goes on I am certain that the people of Ionia would more and more
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look to you for advice in their major matters. I have not mentioned the
matter to Mr. Lord, except in a very general way, about the Ionia suggestion,
and will not do so until I get your reaction to the suggestion.

Does the reading of this memorandum refresh your recollection
concerning the making of a similar suggestion with respect to the
personnel of the board of directors of the unit bank known as the
National Bank of Ionia?

Mr. LORD. NO; I have no particular recollection of making a simi-
lar suggestion. I do recall that it was discussed, and I believe Mr.
Brewer did accept a directorship in that bank. I could not swear
to that, because I have not the record. I think he did finally go on
the National Bank of Ionia.

Mr. PECORA. Who was the director whose place was taken by Mr.
Brewer?

Mr. LORD. I do not know.
Mr. PECORA. IS there any way by which you could refresh youi

recollection?
Mr. LORD. I might find out. Would you like to have it?
Mr. PECORA. Could you do that readily at this moment?
Mr. LORD. I will try. [After conferring with an associate:] The

only man here who would know is Mr. Patterson, and he says he
does not recall. I do not recall, frankly.

Mr. PECORA. By the way: The Mr. Patterson referred to in this
intragroup memorandum as its executive vice president, that is,
as the executive vice president of the Guardian Detroit Union Group,
Inc., was at one time a national bank examiner for the district that
included the National Bank of Detroit, Mich., was he not?

Mr. LORD. Mr. Patterson was chief national bank examiner for
the seventh Federal district.

Mr. PECORA. Which included Detroit?
Mr. LORD. I t includes Detroit.
Mr. PECORA. That is the second largest district in the country, is

it not?
Mr. LORD. Yes. Previous to that time he had been chief ex-

aminer, I believe, for the Minneapolis district. I cannot tell you
the number of that district.

Mr. PECORA. When was he taken into the personnel of the
Guardian Detroit Union Group?

Mr. LORD (after conferring with associate). August 1929.
Mr. PECORA. That was shortly after the incorporation of the

Guardian Detroit Group, Inc.?
Mr. LORD. Yes, sir.
Mr. PECORA. Did Mr. Patterson enter the service of the Guardian

Detroit Group directly from his position as chief national bank
examiner for the seventh district?

Mr. LORD. I do not know; I cannot answer that. I am sorry.
Mr. PECORA. Could you ascertain readily from Mr. Patterson if

that is a fact?
Mr. LORD. He savs; yes.
Mr. PECORA. While we are on this particular subject, may I ask,

were there any other officers or members of the personnel of the
Guardian Detroit National Group who, just prior to their inclusion
in the personnel of the Group, had been national bank examiners?

175541—34—PT 9- 3
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Mr. LORD. I think after Mr. Patterson came to us he engaged some
of the former examiners who had worked with him either in the
seventh district or in the Minneapolis district.

Mr. PECORA. HOW many such individuals were taken into the
service of the Group ?

Mr. LORD. Mr. Patterson says two, Mr. Pecora. I do not know-
Mr. PECORA. DO you know a Mr. R. L. Hopkins ?
Mr. LORD. Yes, sir.
Mr. PECORA. Was he taken in as vice president of the Union In-

dustrial and Savings Bank of Flint, which was one of the unit
banks of the Group I

Mr. LORD. He was.
Mr. PECORA. And had he been prior to that a national bank

examiner ?
Mr. LORD. He had, sir.
Mr. PECORA. He had examined the Guardian Detroit Bank and the

National Bank of Commerce at the time of the merger of those two
institutions, had he not?

Mr. LORD. Yes, sir.
Mr. PECORA. Was he still connected with the unit bank at the time

of the receivership of the Guardian Detroit Union Group?
Mr. LORD. I think he was, Mr. Pecora.
Mr. PECORA. DO you know a Mr. C. A. Bryan, who became vice

president of the Capital National Bank at Lansing, another one
of the unit banks of the Group?

Mr. LORD. Mr. Bryan came to us through Mr. Patterson and
worked with Mr. Patterson for some time as an examiner.

Mr. PECORA. Had he been a national bank examiner prior to his
becoming a vice president of the Capital National Bank of Lansing?

Mr. LORD. Yes, sir.
Mr. PECORA. NOW do you know a Mr. W. J. Penningroth?
Mr. LORD. I do, sir.
Mr. PECORA. He was another national bank examiner who was

made vice* president of another unit bank of the Group ?
Mr. LORD. Yes.
Mr. PECORA. Namely, of the First National Bank & Trust Co.

of Niles?
Mr. LORD. Yes, sir.
Mr. PECORA. That makes four, all told, including Mr. Patterson,

who came into the service of the Group or one or more constituent or
unit banks from the office of the Comptroller of the Currency as
national bank examiners; is that right?

Mr. LORD. I think so.
Mr. PECORA. DO you know of any others?
Mr. LORD. NO ; I do not. I will ask Mr. Patterson.
Mr. PECORA. HOW about persons who had been bank examiners

for the State Banking Department of Michigan? Do you know of
any such persons who were taken into the service of the Group?

Mr. LORD. I do not.
Mr. PECORA. Or of any of its unit banks?
Mr. LORD. NO, sir. There may have been, Mr. Pecora, but I do

not know.
Mr. PECORA. NOW, I want to go back to the letter which you wrote

to Mr. Baker under date of July 24, 1931, marked "Committee's
Exhibit No. 4."Digitized for FRASER 
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Senator GORE. What Baker is that?
Mr. PECORA. Mr. Baker was connected with the National Bank

of Commerce, one of the unit banks, and in this letter it was sug-
gested to Mr. Baker that a Mr. D. F. Valley be made a director of the
Michigan Industrial Bank, another of the unit banks controlled by
the group.

Senator GORE. I thought maybe he was a New York financier.
Mr. PECORA. NO, sir. Mr. L. H. D. Baker.
Now, in this letter, committee's exhibit no. 4, which you addressed

to Mr. L. H. D. Baker on July 24,1931, after referring to the activity
of Mr. D. F. Valley and the affairs of the Michigan Industrial Bank,
you say as follows:

In order to accomplish what we want, I think he should be a director in this
bank and I am going to ask you if you will be good enough to send me your resig-
nation as a director so that we can have the board elect Mr. Valley in your
place.

Now, what was it that the Group, or you as the president of the
Group sought to accomplish at that time through the medium of
the election of Mr. Valley as a director of the Michigan Industrial
Bank in place of Mr. Baker ?

Mr. LORD. What did we seek to accomplish ?
Mr. PECORA. Yes. In other words, what di<l you mean by the

expression in your letter to Mr. Baker which reads as follows: " In
order to accomplish what we want, I think he should be a director
in this bank " etc. ?

Mr. LORD. Mr. Valley was a trained credit man, and as a director,
if he were a director in that bank, we felt he could considerably
strengthen the handling of these small credits in the Michigan In-
dustrial Bank. Is there any reason why a stockholder should not
suggest a director, Mr. Pecora ?

Mr. PECORA. I am not disputing the question. I am simply at-
tempting to ascertain the fact of the extent, if any, to which the
board of directors of the Group went in selecting or determining
the personnel of the boards of directors of unit banks, and I am
seeking to ascertain what the fact was particularly in view of your
statement to the House Committee on Banking and Currency on
April the 23d, 1930, wherein you expressed as a guiding principle
of the Group its policy of noninterference with the unit banks. Do
you see what I am driving at, Mr. Lord?

Mr. LORD. I see what you are driving at. I think that that policy
was carried out, Mr. Pecora. I do not consider a suggestion as to
a director interference by the Group, because Mr. Valley went in as
one—for instance, if you want to take the Michigan Industrial—as
one of 15 or 20 directors. I would not call that interference.

Mr. PECORA. DO you think that when the Group made sugges-
tions to unit banks for the inclusion on their board of directors of
individuals nominated or designated by the Group, and those sug-
gestions were carried out, that that was in line with the strict policy
of noninterference or usurpation of management?

Mr. LORD. Mr. Pecora, I do not know that that—that is a letter
to Lee Baker asking for his resignation.

Mr. PECORA. SO that somebody else might be named in his place ?
Mr. LORD. Yes.
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Mr. PECORA. And that resignation was forthcoming, and that some-
body else was named in Mr. Baker's place, all in line with the
request embodied in your letter as president of the Group to Mr.
Baker ? Is that not so ?

Mr. LORD. I assume it happened; yes. Now, here is a list of the
directors of the Michigan Industrial Bank at the end of 1929.
Twenty-nine directors.

Mr. PECORA. Did you say before that it was customary or the
procedure for officers of the unit bank to submit a list of the persons
proposed for election as directors to the officers of the Group prior to
the annual meetings of the unit bank?

Mr. LORD. Mr. Pecora, many times if there was a vacancy on the
board of a local bank, the head of that local bank would come in
and discuss various men that he would like to recommend for elec-
tion to that vacancy. And it was usually left: " Whatever man you
think is best is entirely satisfactory to us." Now it might be inter-
fisting to this committee, and it might clarify the question, if it were
possible to take these boards of the various units and see what mem-
jbers of those boards were what you might call Detroit representation
gather than local representation. Have you done that? I mean it
-would, I think, answer the broad question as to whether the Group
*Co. was attempting to dominate those boards in any way.

Mr. PECORA. DO you contend that the Group Co., through its
^executive officers or board of directors or committees of the board
of directors, did not attempt to dominate the affairs of the unit
banks?

Mr. LORD. Not beyond the rights of the stockholders.
Mr. PECORA. TO what extent within those rights, or what you

^conceive to be those rights, did the Group or its officers or directors
rattempt to dominate the affairs of such unit banks ?

Mr. LORD. I do not think we did it anywhere beyond the right
•that we had to exercise it.

Mr. PECORA. TO what extent did you attempt to exercise it?
Mr. LORD. I am not a lawyer.
Mr. PECORA. YOU do not have to be a lawyer to state facts.
Mr. LORD. All right. As I understand the right of the stock-

holder it is to elect the directors. Is that correct? The charters of
ihe Group companies provided that in voting that stock 75 percent
rof the directors of the local bank must reside within the community
/or within 50 miles of the community. Now if we take the separate
institutions where what you might call Group representatives were
directors, you will find that there are very few of them. We never
had a member on the Saginaw board. We never had a member on
the Port Huron board. We never had a member on either of the
Grand Eapids boards. We never had a member on the Lansing
board, I don't believe. Nor on the Kalamazoo board. The cases

Mr. PECORA. Those local banks had membership on the board of
directors of the Group, did they not?

Mr. LORD. They did; yes, sir.
Mr. PECORA. And in that way they became Group-minded, so to

sspeak, did they not?
Mr. LORD. We tried to educate them along sound banking lines.
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Mr. PECORA. AS those sound banking lines existed in the minds
of the members of the board of the Group or the officers of the
Group ?

Mr. LORD. Yes.
Mr. PECORA. Yes. Now the fact is that no person could retain his

place on the board of directors of any of these local or unit banks
who was opposed by the officers or board of the Group, is that
not so?

Mr. LORD. Well, that is a difficult question to answer, because I do
not know of any conflict where there was opposition.

Mr. PECORA. Would it have been possible in view of the stock own-
ership or control of the unit banks by the Group for any person to
remain—be reelected to the board of directors of any unit bank over
the wishes of the officers and directors of the Group ?

Mr. LORD. Not as owning a majority of the stock, no.
Mr. PECORA. NO; but even where the Group did not own a majority

of the stock it owned sufficient to give it management control, did it
not?

Mr. LORD. Well, it did, except for those seven small banks, Mr.
Pecora, which owned a majority of the stock.

Mr. PECORA. Yes. So that the condition itself was one that made
it impossible for anyone to defy the wishes of the Group or it&
board and remain on the board of directors of the local or unit bank
if the Group wanted to get them out?

Mr. LORD. That condition was possible, yes.
Mr. PECORA. Not only was possible but it actually existed, did it

not?
Mr. LORD. Well, such a thing never took place. It is a very difficult

thing—legally, as controlling the stock, if we had desired not to re-
elect a man on the directorate, certainly we could have done it, but
the situation, so far as I know, never arose.

The CHAIRMAN. Did the unit submit to you its list of directors-
or proposed directors?

Mr. LORD. Most of the time. They would say " We would like to
reelect our board " or " We have a vacancy and we would like to
have Mr. So-and-so. Is he satisfactory?"

Mr. PECORA. Here is an instance illustrated in this memorandum
that I have heretofore read into the record, which Mr. Patterson
sent, to Mr. Brewer, in which he said:

I anticipate that it is going to be necessary to make a few changes in the
members of the board of directors of the National Bank of Ionia, but that we
will not do so until the next annual meeting.

Is that not clearly a statement of the purpose, intent, and desire on
the part of the board of the Guardian Detroit Union Group to make
changes in the personnel of the board of directors of the unit bank
known as the National Bank of Ionia ?

Mr. LORD. Mr. Pecora, I do not think I ever saw that memoran-
dum before. I would like to have a chance to study it. I would
like to know a little more about the circumstances—whether it was
because of resignations that had been offered by some of those
directors or what the circumstances were.
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Mr. PECORA. Let me read the sentence immediately following the
first sentence which I have just read to you [reading] :

What would you think of the advisability of your going on the board in
place of one man whom we think has served his usefulness to the institution?

Does not that indicate a specific purpose to replace a particular
individual with another individual named by officers of the group ?

Mr. LORD. Mr. Pecora, I do not know the circumstances. Some-
body might have offered to resign, and when Mr. Patterson says
" may have outlived his usefulness " it may have been a question,
of whether we urged him to stay on or let him resign. I do not
know the circumstances of the case. I t is very difficult for me to
answer. I am sorry.

Mr. PECORA. NOW Mr. Lord, when a person became a director of
a unit bank he had to own a certain number of qualifying shares,
did he not?

Mr. LORD. Yes, sir.
Mr. PECORA. Was any arrangement in effect between directors of

unit banks and the group with respect to transfer of those qualify-
ing shares in the event of such a director ceasing to be a director
of a unit bank?

Mr. LORD. Yes, sir.
Mr. PECORA. What was that arrangement, please?
Mr. LORD. I have here a receipt issued to me. May I read it?
Mr. PECORA. Yes.
Mr. LORD. This says:

NO S 30, 10 SHARES, UNION GUAEDIAN TRUST CO. DEPOSITARY RECEIPT

This is to certify that the undersigned holds on deposit 10 shares of the
capital stock of Union Guardian Trust Co. issued in the name of Robert O.
Lord subject to the terms of an agreement executed by him and by the Guardian
Detroit Union Group, Inc., a copy of which agreement appears on the reverse
side of this certificate.

UNION GUARDIAN TRUST CO.,
Depositary.

By E. C. HARRIS,
Authorized Officer,

Date, April 15, 1930.
The reverse side of this certificate reads as follows :
(The agreement referred to on the face of this receipt consists of a letter

from the Guardian Detroit Union Group, Inc., to the holder, and his acceptance
thereof, in the following form:)

You have deposited with Union Guardian Trust Co. depositary 10 shares of
the stock of Union Guardian Trust Co., which shares are owned by you and
held in your own name on the books of the corporation. We have deposited
with the same depositary 50 shares of the stock of Guardian Detroit Union
Group, Inc., issued in your name.

It is understood that upon the termination of your directorship of Union
Guardian Trust Co. the 10 shares of that company deposited by you as afore-
said shall be delivered to and become the property of the undersigned, and that
simultaneously the 50 shares of the Guardian Detroit Union Group, Inc., depos-
ited by us aforesaid shall be delivered to you and shall become your property.

Meanwhile all dividends (including stock dividends) upon said shares of
Guardian Detroit Union Group, Inc., so held will be paid directly by that
company to you, and you will be entitled, as the shares are registered in your
name, to subscribe for any increase of the shares of that company.

In order to avoid duplication of payment, we will ask you to assign to
Guardian Detroit Union Group, Inc., your right to receive any and all dividends
(including stock dividends) upon the 10 shares of the Union Guardian Trust
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Co. referred to above, also your right as the owner of those shares to subscribe
to any increase of stock represented thereby.

Your approval of the arrangement outlined in this letter should be evidenced
by signing a duplicate copy hereof and returning the same to us, whereupon a
suitable depositary's receipt will be issued to you.

Very truly yours,
GUARDIAN DETROIT UNION GROUP, INC.

By ,
Secretary,

I hereby agree to the arrangement set forth in the foregoing letter and hereby
make the assignment of all dividends (including stock dividends) and subscrip-
tion rights pertaining to the 10 shares of Union Guardian Trust Co. and direct
that all such dividends shall be paid to Guardian Detroit Union Group, Inc.

Mr. PECORA. NOW was a similar arrangement to that which you
have just read into the record made between every officer or director
of a unit bank and the Group ?

Mr. LORD. A somewhat similar arrangement, I think, Mr. Pecora,
except in the case of Saginaw.. I am not certain about that.

Mr. PECORA. Then generally speaking every person upon his be-
coming a director of a unit bank was required to enter into an
agreement whereby the shares of the unit bank which he held or
owned in order to qualify him to serve as a director were upon his
ceasing to be a member oi the board to be exchanged

Mr. LORD. That is right.
Mr. PiECORA (continuing). For stock, capital shares of the Group,

thereby depriving such person of the ownership of qualifying shares
sipon nis ceasing to be a member of the board of directors of the
mnit bank? Is that correct?

Mr. LORD. I would not say depriving him. I t was an agreement
lie voluntarily entered into having those director's shares exchange-
able when he resigned as a director. He did not have to become a
•director. I t was a voluntary matter.

Mr. PECORA. I know he did not have to become a director, but in
order to become a director he had to enter into such an agreement
as you referred to, did he not ?

Mr. LORD. In the case of Saginaw they did not, Mr. Pecora.
Mr. PECORA. With that solitary exception is that true?
Mr. LORD. There may have been other exceptions. That is the

one I do know about. That I do happen to recall.
Mr. PECORA. Generally speaking that was done?
Mr. LORD. Generally speaking I think that was done.
Mr. PECORA. NOW what was the reason for that, Mr. Lord? Can

you tell us?
Mr. LORD. I suppose because there was no desire to have the stock

floating around loose.
Mr. PECORA. DO you mean that, Mr. Lord ?
Mr. LORD. DO I mean that?
Mr. PECORA. Yes; do you mean that seriously, that the purpose of

this agreement was in order that the stock in the local bank or the
unit bank would not be floating around loose ?

Mr. LORD. Well, perhaps that is a poor answer.
Mr. PECORA. Well, suppose you make a better answer.
Mr. LORD. Well, I think it is a legal question. May I consult with

my associates here?
Mr. PECORA. Consult with anybody you want to. Tell us who you

are going to consult with here so the record can show.
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Mr. LORD (after consulting with associates). Mr. Pecora, the pur-
pose of that was so that no former director should either profit or
lose by the ownership of those director's shares. That he should have
the same treatment as any other stockholder in the matter of
dividends and subscription rights.

Mr. PECORA. Well, was that same arrangement required to be
entered into by every stockholder of the group ?

Mr. LORD. NO. Perhaps I have not made myself clear. Suppos-
ing that I was a director of, we will say, the Kalamazoo bank for the
sake of argument. I own 10 shares. The Kalamazoo bank, we will
say for the sake of argument, had a profitable year, and they declared
an extra dividend. Why should I benefit at the expense of other
group stockholders through the ownership of those 10 director's
shares?

Mr. PECORA. Was that the reason for the making of this agreement
or arrangement between the group and all persons who became direc-
tors of any of the unit banks ?

Mr. LORD. That is one reason. So that all of the stockholders
would be treated on the same basis. Now, I might say in connec-
tion with this depositary agreement that, according to my recollection
and understanding, it was approved both by the State and the
national banking authorities.

Mr. PECORA. Have you any opinion rendered by any State or
national banking authority on that specific question that was sub-
mitted to you ?

Mr. LORD. I do not know whether it was in writing or whether it
was a verbal opinion.

Mr. PECORA. Why do you say then that it was approved ?
Mr. LORD. Because that is my recollection of it. So far as Mr.

Pole's department—who was then Comptroller.
Mr. PECORA. YOU do not know in what form it was expressed,

whether it was oral or written?
Mr. LORD. Mr. Pecora, I will see whether it was in writing.

[After consulting with associates:] Mr. Pecora, it seems to me that
the approval of the Comptroller is evidenced by the fact that every
single examination that was made of a national bank they looked
into the holding of those shares, and how they were held, and if they
had objected to it they would have said so and required us to hold
them another way.

Mr. PECORA. IS that not an assumption on your part, Mr. Lord?
Mr. LORD. IS it not a proper assumption on my part? I know

that the matter was discussed.
Mr. PECORA. With whom?
Mr. LORD. With Mr. Pole by Mr. Sherwin Hill.
Mr. PECORA. When?
Mr. LORD. I cannot tell you the date. In 1929. The exact date

I do not know.
Mr. PECORA. That is, Mr. Pole was then Comptroller of the Cur-

rency?
Mr. LORD. I believe he was.
Mr. PECORA. And Mr. Sherwin Hill was a director of the group ?
Mr. LORD. He was, I think, a director of the group. I am sure

he was.
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Mr. PECORA. And he took up with Mr. Pole the discussion
Mr. LORD. He discussed it with Mr. Pole.
Mr. PECORA (continuing). Of the question of the legality of

the agreement between these persons elected as directors of the
unit banks?

Mr. LORD. That is my understanding, Mr. Pecora. Mr. Hill is
not here or I would ask him. I am sorry. Certainly both the
State and national examiners were shown this form of receipt. They
knew all about it. There was not anything hidden from them, and
there was no objection that I ever heard from them on that question.

Mr. PECORA. Let me refer you to the following provision.of the
general banking laws of the State of Michigan—section 1207, the
laws relating to banking [reading]:

Every director must own and hold in his own name shares of the capital
stock of such company the aggregate par value of which shall not be less than
$1,000.

You are familiar with that provision of the Banking Laws of the
State of Michigan, are you not, Mr. Lord ?

Mr. LORD. Yes.
Mr. PECORA. DO you know what principle was served by this

provision of the law ?
Mr. LORD. I think the principle was served that a man must own

outright, unpledged against a loan, his bank qualifying shares. In
fact in the State of Illinois, as I recall it, you can deposit your
qualifying shares with the cashier of the bank to prove that it is
unpledged. I do not recall whether the Michigan laws require the
actual deposit or not.

Senator COTTZENS. I t could not have been done, could it?
Mr. LORD. Well, yes; it could have been done.
Senator COUZENS. Well, it was not done ?
Mr. LORD. I t was not done, so I assume it was not in the Michigan

law, Senator Couzens.
Mr. PECORA. Let me also read this further provision from the same

section of the Banking Laws of the State of Michigan:
That he [meaning a director] is, the owner in good faith of stock in the Trust

Co. as required to qualify him for such office, standing in his name on the
books of the Trust Co., and that such stock is not pledged as security for any
debt.

Mr. LORD. I think that is a fact.
Mr. PECORA. Does not that provision of law require an unqualified

ownership of the stock?
Mr. LORD. I do not see why it should.
Mr. PECORA. Sir?
Mr. LORD. I do not see why it should.
Mr. PECORA. DO you think that ownership of stock, coupled with

the agreement that you have testified to, represents an unqualified
ownership ?

Mr. LORD. Yes; I do, Mr. Pecora. Certainly to the extent as
required by the law.

Mr. PECORA. NOW, I have what purports to be a photostatic
reproduction of a letter addressed by Sherwin A. Hill, of the law
firm of Warren, Hill & Hamblen, to Mr. Kansom E. Olds, president
of the Capital National Bank, of Lansing, Mich., dated May 3,1930,
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which reads as follows, and I will read the entire letter to you,
because it relates to this general subject [reading] :

WAEREN, HILL & HAMBLEN,
Detroit, May 8, 1980.

KANSOM E. OLDS,
President the Capital National Bank,

Lansing, Mich.
DEAB ME. OLDS : Mr. Lord has handed me your letter of April 28 dealing with

the matter of directors' qualifying shares.
I appreciate the force of all that you say in your letter, as well as the points

covered in the memorandum enclosed, hut I still feel that the arrangement which
is being used relative to directors' shares is not in anywise in conflict with the
requirements of the banking law.

The National Banking Act contains two requirements in respect to directors"
shares:

(a) That each director must be the owner in good faith and in his own right
of the number of shares of stock of the aggregate par value required by statute*
standing in the director's name on the books of the association; and

(b) That such stock is not hypothecated or in any way pledged for any loan
or debt.

The same requirements are set forth in the oath of office requirp^ of each
director.

I think you will agree that there is nothing in the arrangement that inter-
feres with requirement (b) as to nonhypothecating or pledging. Apparently
doubt arises in your mind as to whether or not a director by signing the agree-
ment with the Group Co. and formally depositing his stock, has done something
to divest himself of his ownership in good faith of his qualifying shares.

The agreement which each director is asked to sign does not, if you will
examine it carefully, in any way minimize or curtail his absolute unrestricted
and sole ownership of the shares standing in his name. In fact it makes no-
reference to these at all. It is simply an undertaking on his part that upon
the termination of his directorship he will deliver for exchange 10 shares of
bank stock for a specified number of Group shares. It does not in anywise
relate to any particular shares but is simply an executory undertaking on the
director's part that upon the happening of the event he will produce 10 shares
of bank stock for exchange. Nor does it seem to me that the provision in the
agreement relating to payment of dividends in anywise affects the sole owner-
ship in good faith of the bank shares. The Group Co. has undertaken ta
pay him dividends on Group shares set aside for delivery to him at some time
in the future when he shall offer performance of his executory contract, and
as a matter of convenience and to avoid duplication he assigns to the Group
Co. the collection and receipt of dividends on the bank.shares. As a matter
of fact, a director (except for liability for breach of his executory con-
tract) could at any time sell or dispose of the bank shares standing in his.
name without the consent or approval of the Group Co. were it not for
the fact that under the arrangement in force the bank shares are endorsed in,
blank and deposited with an officer of the bank to be delivered to the Group-
Co, upon termination of his directorship.

It may be that you feel that the director's good-faith ownership of the
qualifying shares is affected by his deposit of same with an officer of the bank,
under a receipt specifying their delivery to the Group Co. upon his ceasing
to be a director. My own opinion is that this does not affect the matter of
ownership in the sense as required by the statute, but if the members of your
Board would feel more comfortable in not having to make formal deposit of
these shares with an officer of the bank, whereby they are receipted for to be
delivered to the Group Co. upon the happening of the event named, I am
quite sure that this detail might be dispensed with in the event each director
signs the agreement for exchange and andorses his stock in blank.

Please let me hear from you, and if desired, I shall be glad to discuss the
matter with you on the first occasion when you are in Detroit, as I know
you are down frequently. I am enclosing herewith copy of directors' agree-
ment with the Group Co. as the same appears on the reverse side of the de-
positary's receipt. It is probable, however, that you have one of these before
you.

Very truly yours,
SHEBWIN A. HILL.
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Mr. PECORA. NOW, this letter would seem to indicate, Mr. Lord—
and I ask you if it does not indicate—that in May 1930 a serious
question arose as to the validity under the national banking laws
and the Michigan laws of this agreement between directors of unit
banks and the group. That is so, is it not, Mr. Lord?

Mr. LORD. I would not say that, a serious question had arisen when
a layman, a nonlawyer, asked the question as to the validity. I t was
a very natural thing for Mr. Olds to want to know that it was all
right legally and that he was right about it.

Mr. PECORA. And he wrote to Mr. Hill, who was a member of the
law firm of Warren, Hill & Hamblen, who was a director of the
group ?

Mr. LORD. If I understood that letter correctly, he wrote to me
asking me, and I am also a layman.

Mr. PECORA. And then you passed the letter on to Mr. Hill ?
Mr. LORD. And then I passed the letter on to Mr. Hill.
Mr. PECORA. For answer?
Mr. LORD. Yes, sir.
Mr. PECORA. Or for a legal opinion?
Mr. LORD. Yes, sir.
Mr. PECORA. On the question raised by Mr. Olds ?
Mr. LORD. Yes, sir.
Senator GORE. YOU say you do not think it is a strange thing for

a layman to write a letter propounding a legal inquiry like that.
Do you think it is at all strange that a layman should address such
a letter on a legal question to another layman?

Mr. LORD. NO. I t was quite natural because of the fact that I
was president of the group. I t is quite natural that he should write
to me, Senator.

Senator GORE. One layman would seek legal advice from another
layman ?

Mr. LORD. Well, I do not think h& asked it of me on the ground
of my being able to give him legal advice.

Mr. PECORA. When a person was elected a director of the unit
bank he had, of course, to be the owner of qualifying shares ?

Mr. LORD. Yes, sir.
Mr. PECORA. And he got those shares from the group ?
Mr. LORD. He may have gotten those shares from the transfer of

the 10 shares that were in the other man's name, or he may have
gotten them from the group company by surrendering a proper
amount of group shares back in exchange for the 10 shares of
qualifying, on the same basis that the original exchange had been
made.

Mr. PECORA. DO you know of any instances where persons chosen
as directors of a unit bank purchased the necessary number of quali-
fying shares with moneys loaned to them by the group ?

Mr. LORD. I do not recall any, Mr. Pecora.
Mr. PECORA. I t is now just past 1. Suppose we adjourn now and

go into the question I was about to take up, at 2 o'clock.
The CHAIRMAN. Yes. The committee will take a recess until 2

o'clock.
(Thereupon, at 1 p.m. a recess was taken until 2 p.m. the same

day, Tuesday, Dec. 19, 1933.)
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AFTER RECESS

The subcommittee resumed at 2 p.m, on the expiration of the
recess.

The CHAIRMAN. The subcommittee will resume. Mr. Pecora, you
may proceed.

TESTIMONY OF BOBEBT 0. LORD, DETROIT, MICH,—Resumed

Mr. PECORA. Mr. Lord
Mr. LORD (interposing). Mr. Pecora, may I make a comment on

our discussion of this morning?
Mr. PECORA. Yes.
Mr. LORD. In regard to the directorate of the outstate banks, dur-

ing the lunch time I checked over, from the report of 1931, and
found that of the outstate banks the directors totaling 230, there
were only nine that you might call Detroit representation. Of that
number four were in Flint, and you know the circumstances sur-
rounding the Flint difficulties on account of the defalcation there.
I have included Mr. Brewer's directorship at Ionia as a Detroit
representation although Mr. Brewer lives in Grand Rapids. In
other words, 9 out of 230 does not seem to me to indicate domination.

Mr. PECORA. Mr. Lord, apparently you misconceived the purpose
of my examination on that line this morning. I t was not for the
purpose of indicating, what I know was not the fact, namely, that
Detroit men were put on the boards of those out-of-town local units,
but rather that the set-up was such that the Group was in a position
to dictate the personnel of boards of directors of all the unit banks.

Mr. LORD. I do not know who else could, for they were the
stockholders.

Mr. PECORA. That is right. And that on occasion officers and
board members of the Group exercised that power, and made some
arbitrary changes in the personnel of state banks.

Mr. LORD. I conceive it to be their duty as stockholders to put in,
under the 75 percent directors' rulings, the best directors that could
be put in to operate in a conservative way the banks.

Mr. PECORA. But those " best directors " were serving under cir-
cumstances that made them aware at all times that they could
sit on the boards of directors of the units only so long as it pleased
the Group to have them sit, isn't that so ?

Mr. LORD. AS the principal stockholder, yes.
Mr. PECORA. Yes. And don't you think that that element tended

to make the boards of the local banks, or the unit banks, subject
at all times to the whim, caprice, decision, or determination of the
Group ?

Mr. Lord. No, I do not, and for the reason that there were
practically no changes made in the old boards. And the Group
looked to those directors to carry on those banks as they had previ-
ously carried them on. In spite of that power there was no exercise
of it. I haven't checked the directors of the four institutions before
the Group acquired stock and afterwards, but my guess is that a
dozen or fifteen out of all the directors would cover any changes
that were made, and those were normal changes.
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Mr. PECORA. NOW, one who was the unqualified owner of shares
of stock upon which dividends were paid would receive such divi-
dends, wouldn't he ?

Mr. LORD. I did not hear the first part of your question.
Mr. PECORA. A person who is the unqualified owner of
Mr. LORD (interposing). What do you mean by " owner "?
Mr. PECORA (continuing). Of shares of stock.
Mr. LORD. I do not know what you mean by " unqualified owner."
Mr. PECORA. An absolute and outright owner for his own beneficial

right and interest.
Mr. LORD. Yes, sir; unless he assigned those dividends.
Mr. PECORA. Yes. Now, in case of persons who received from the

Group the necessary shares to qualify them to act as directors of
unit banks, those persons did not receive the dividends paid upon
that stock by the unit banks, did they ?

Mr. LORD. NO, because they assigned the dividends.
Mr. PECORA. Exactly. In other words, they turned over all their

dividends to the Group under this exchange plan.
Mr. LORD. Without changing the ownership of the stock, or affect-

ing their ownership in any way.
Mr. PECORA. I t left the ownership in their names, but divested

them of some of the attributes of unqualified ownership.
Mr. LORD. Of the dividends, yes.
Mr. PECORA. Yes. How did those directors obtain their qualifying

shares from time to time ?
Mr. LORD. Well, I should say that in practically every case it was

a retention of the original stock that they had.
Mr. PECORA. That is, the original Group stock?
Mr. LORD. NO, sir; the original bank stock.
Mr. PECORA. The original bank stock?
Mr. LORD. Yes, sir. Now, take my own case: At the time of the

formation of the Group, I was the owner of something over 100
units, between 100 and 200 of those units, of the Guardian Detroit,
which carried with them the ownership in the bank of one fifth
of a share for each share of bank stock in the trust company, and
one full share in the securities company. When my stock was
turned in to the Group, I retained 10 shares for my directorship
and deposited them in escrow. In other words, I had the stock
originally, and the Group Co. gave me back what the full amount
would have been on the exchange, less my director's qualifying
shares.

Mr. PECORA. YOU retained title to those qualifying shares, im-
pressed with the condition of this agreement that you spoke of
this morning?

Mr. LORD. Yes, sir.
Mr. PECORA. And that agreement was one which,, in substance,

provided that upon your ceasing to be a director those shares, of
which you were the original owner and which you retained in order
to become a director

Mr. LORD (interposing). Yes, sir.
Mr. PECORA (continuing). No longer continued to be your

property?
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Mr. LORD. They were to be exchanged for shares of stock of the
Group.

Mr. PECORA. NOW, in the prepared statement which you read into
the record this morning, Mr. Lord, pages 2 and 3 thereof, you said,
among other things, as follows:

In view of this situation, in June of 1927 there was organized under the bank-
ing laws of the State of Michigan the Guardian Detroit Bank. Under the
plan and subscription agreement there was sold unified stock. Each subscriber
to stock in the Guardian Detroit Bank at the same time subscribed for an
equal number of shares of Guardian Detroit Co., an investment affiliate, and
for one fifth of the number of shares in Guardian Trust Co., a fiduciary
institution which had been organized under the banking laws of the State
abiut 2 years previously.

Then I will leave out the matter which immediately follows and
pass on to this statement:

There were thus created three independent corporations owned by the same
stockholders in no way subsidiary to each other.

What did you mean by the statement that:
There were thus created three independent corporations owned by the

/same stockholders in no way subsidiary to each other.

Mr. LORD. My understanding of that is that none of those cor-
porations was owned by any of the other corporations.

Mr. PEOORA. Well, all three of them were owned by the same
stockholders.

Mr. LORD. Yes; by the same stockholders.
Mr. PECORA. SO tnat instead of being subsidiary corporations they

were affiliated corporations, weren't they?
Mr. LORD. I do not know how you would define " affiliated."
Mr. PECORA. Well, you did not mean to create the impression

by this language that those corporations were actually three cor-
porations operating independent of one another, did you? I mean
•when you referred to them as three independent corporations.

Mr. LORD. Independent so far as their ownership was concerned,
tout owned by the same stockholders. In other words, the bank
did not own the stock of the trust company, nor did the trust com-
pany own the stock of the securities company. In other words,
they were independent of each other. That was the intention of
the statement.

Mr. PECORA. They were independent of each other as to corporate
Jorm?

Mr. LORD. That is what I meant.
Mr. PECORA. But they all had the same stockholders?
Mr. LORD. And each stockholder owned the same proportion in

each organization.
Mr. PECORA. Yes. Well, because of that common ownership of

the stock of the three companies you would not call them independent
in their relations one toward the other, would you?

Mr. LORD. I would think so.
Mr. PECORA. Well, were not the officers and directors of each of

these three so-called "independent corporations" selected by the
same persons, namely, the common-stock holders of all three com-
panies?
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Mr. LORD. There were different directors in many of them.
Mr. PECORA. Weren't they all selected by the same persons,

namely, the owners of the stock?
Mr. LORD. They were selected by the same persons because they

were the same stockholders in the three corporations.
Mr. PECORA. NOW, on page 5 of your prepared statement you

stated, among other things, as follows:
In the early summer of 1929, in order to provide, among other things, an

increase in capital of the securities company without at the same time increas-
ing the capital of the bank or the trust company, neither of which institutions
was in need of additional capital, there was organized the Guardian Detroit
Group, Inc. The additional capital amounted to $3,694,500, and was raised:
$747,000 through the acquisition of the entire capital stock of the It. O. L. Co.

Now, what was that K. O. L. Co. ?
Mr. LORD. I will have to go into a little of the history of the matter

in order to explain that. The Guardian Trust Co. was organized
in May of 1925. In the fall of 1926 a plan was prepared for the
organization of the Guardian Bank; that is, of the Guardian Detroit
Bank, and for the unified ownership of the shares of the said bank—
of the shares of the Guardian Trust Co. except directors' qualifying
shares—and of the shares of the securities company.

The Guardian Detroit Bank was organized, and its articles
approved by the banking commission on May 4, 1927, and sub-
scriptions to the unified stock were made for the full number of
shares, 50,000 shares of $100 par value. Under this plan the owner
of the bank's stock became also the owner of a proportionate amount
of the stock of the trust company and of the securities company.
Under this arrangement for unified ownership a sale of the bank's
shares carried with it a proportionate amount of the stock of the
other two companies. Bank stock certificates contained a provision
for this unified ownership, and also contained an indorsement by
certain trustees evidencing the beneficial ownership of the propor-
tionate amount of the stock of the trust company and of the securities
company, all in accordance with the plan above referred to.

In the organization plan above referred to it was provided that in
order to assure competent and interested management for said com-
panies, each subscriber should waive, and by the execution of the
subscription arrangement the subscribers did waive, all right to
subscribe for additional shares, not to exceed 5,000, in order that
such additional unified stock might be sold to members of the execu-
tive staff and employees of the three companies as might from time
to time be designated by the directors of the bank, at such prices
and subject to such restrictions as the directors might prescribe, the
price, however, not to be less than the original subscription price of
the unified stock.

Mr. PECOKA. And what was that original price ?
Mr. LORD. I t was $249 a share. On or by June 1,1927, agreements

were entered into between the Guardian Detroit Bank and certain
officers of those companies granting to such officers an option to
purchase 3,000 shares of increased stock of the bank at a pro rata
interest in the stock of the other two corporations, as unified stock,
at $249 a share, the original issue price, this stock, if the options
were exercised, to be an increase in the bank's stock.
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Those stock-option contracts matured June 1, 1932. That is to
say, the officer in whose favor the contract was made had until June
1, 1932, to elect whether or not to purchase any pay for such stock.

In the plan and subscription agreement the bank directors were
not only authorized to sell up to 5,000 shares of such increased bank
stock but were given an irrevocable proxy by the subscriber to
create such additional stock.

On April 10, 1929, a plan was sent out to the holders of unified
shares setting forth the proposal to organize the Guardian Detroit
Group and to exchange Group shares for unified shares. One pur-
pose set forth in this proposal was that of increasing the capital of
the Guardian Detroit Company by the sale of additional shares of the
new Guardian Detroit Group without increasing the capital of either
the bank or the trust company.

In this proposal of April 10, 1929, reference is made to the out-
standing option contracts for tne purchase of 3,000 Guardian units
at $249 per share, the original issue price, which contracts would
mature in 1932 and which would necessitate an increase of the capital
stock, which might not then be needed or desirable.

The proposal of April 10, 1929, contemplated the issuance of
Guardian Group stock for Guardian units on the basis of 2 shares
of the new stock, of $50 par value, for 1 Guardian unit. In order
to do away with those options and avoid the necessity of increasing
the bank's stock, in order to fulfill those options, it was proposed
to issue 6,000 shares of Guardian Group stock, of $50 par value, at
$124.50 per share, being the equivalent of 3,000 Guardian units at
$249 per unit. In other words, it was desired to get rid of those
stock-option contracts and get the holders thereof to pay in 1929
the full amount of $749,000, which would be payable upon the exer-
cise of their options in 1932 if they should then elect to exercise
them.

The holders of those stock-option contracts were not required to
exercise their options until June 1, 1932, and had they not relin-
quished, as they did do, in 1929, they would have saved themselves
$749,000 plus any liability for assessments thereon.

Mr. PECORA. Why do you say that?
Mr. LORD. Because the stock is worth it today.,
Mr. PECORA. All right. You may proceed.
Mr. LORD. There was, therefore, a valuable advantage to them in

having the right to purchase, but not under any obligations to pur-
chase, Guardian units throughout the option period. The Guardian
Group stock which was actually issued in exchange for the other
shares, was given a $20 par value instead of a $50 par value as at
first proposed; and instead of asking the option holders to subscribe
for 6,000 shares of the Group at $124.60, they were asked to subscribe
for 15,000 Group shares, of $20 par value, at $49.80 per share, the
corresponding price.

As a part of the plan for issuing Group stock in exchange for the
old Guardian units, there was offered to the stockholders of the Guar-
dian Detroit Group additional shares equal to 10 percent of their
holdings, after the exchange to be sold at $90 per share, of a par
value of $20 each.
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The holders of the stock option contracts were to have the same
right, to subscribe at $90 per Group share, of $20 par value, for 10
percent of the Group shares, which they would subscribe and pay for
in case they should be willing to surrender their option contracts
and subscribe for Group stock at the original price of the Guardian
units.

The essence of the transaction was that an officer held a valid con-
tract granting him the option to purchase old Guardian units at
$249 which during the period expiring June 1, 1932, was being
asked to surrender that option and immediately subscribe for Guar-
dian Group stock on the basis of the original unit price.

In order to assure the holders of those stock options of elimina-
tion of any possible income tax liability by surrendering their stock
option shares before maturity and acquiring Group stock in place of
the old units, advice was taken and the plan of organizing the K.
O. L. Co. was adopted.

Now, as regards the E. O. L. Co., which was organized under the
laws of Michigan, having 6,000 no par shares, those shares were ac-
quired by the holders of stock option contracts, and the company
received therefore $750,000 in cash and the assignment of the stock
option contracts by the officers respectively holding the same. The
holders of those 6,000 shares of the R. O. L. Co. then exchanged
their shares for 15,000 shares of Guardian Group stock.

After this had been accomplished the Group Co. owned all the
stock of the R. O. L. Co. The stock option contracts were canceled,
and $747,000 was paid to the Group Co. as liquidating the out-
standing shares, equivalent to $249 a share.

Mr. PECORA. For the 3,000 original units?
Mr. LORD. Yes, sir. The original holders of the stock options re-

ceived 15,000 shares of Group stock, at the corresponding price of
$249 a share, at which the old Guardian units had been directed to
be sold to them during the period ending June 1,1932.

Now, is that clear to you, Mr. Pecora ?
Mr. PECORA. Mr. Lord, I noticed as you made that answer that

you read from a typewritten manuscript. Who prepared that manu-
script ?

Mr. LORD. I t was prepared by Mr. Bodman and myself.
Mr. PECORA. And Mr. Bodman is your attorney ?
Mr. LORD. He is attorney for the Group.
Mr. PECORA. Who were the officers to whom you have referred to

whom those were granted?
Mr. LORD. DO you want the amounts, too?
Mr. PECORA. Yes.
Mr. LORD. We will take it in the matter of the 15,000 shares rather

than the 3,000, or in any way you may want it.
Mr. PECORA. Well, you may take it as of •
Mr. LORD (interposing). At the original option?
Mr. PECORA. All right.
Mr. LORD. I received as part consideration for my coming to De-

troit 1,000 of those options. Mr. Kanzler received 500, Dr. Fred T.
Murphy received 500, John C. Grier, Jr., received 500, C. A. Shep-
herd received 300, and James L. Walsh received 200, making the
total of 3,000.
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Mr. PECORA. NOW? you have stated in the course of your prepared
statement, this morning, that from time to time the Guardian Detroit
Union Group, Inc., acquired various local banks in and out of the
city of Detroit, but all in the State of Michigan, on an exchange of
stock basis ?

Mr. LORD. Yes.
Mr. PECORA. Did all the existing stockholders of those various

unit banks turn in their shares for Group shares upon those acquisi-
tions ?

Mr. LORD. SO far as I know as regards the Guardian Detroit Group,
Inc., not the other. I do not know the facts about that, of course.

Mr. PECORA. What was the general method of procedure by which
those acquisitions were effected?

Mr. LORD. The Group appointed a committee of three—but perhaps
I better start back of that: If a bank was considered as qualifying
from the standpoint of their standing, reputation, and goodness,
negotitions were usually carried on originally with the heads of those
particular institutions, to see whether they would be interested in be-
coming a member of the Group. If they were interested, and the
members of their boards were satisfied to have their institutions
become members of the Group, those banks appointed, each a com-
mittee of three, and the Group Co. appointed a committee of three,
and the Group Co.'s committee examined the assets of the particular
institution that was under consideration. The committee of three
representing that bank were given full access to any information
they wanted on the Group and on any of our institutions in the
Group.

The basis of the exchange was not figured on the basis of the rela-
tive market value of the shares, but of the real worth of the shares
based on the assets. Earning power was taken into consideration
also in arriving at a basis that was mutually satisfactory.

The offer was made to the shareholders of the bank whose shares
were sought to be. acquired, and I believe in most cases that offer
provided that it should become operative if and when 75 percent of
the stockholders of that institution agreed to it. They were asked,
if they agreed to it, to deposit their shares under a signed agreement.
If the 75 percent was acquired the plan was declared operative.

That in brief was the way matters were handled.
Mr. PECORA. And as a banking unit was acquired in that fashion

by the Group did the Group increase its capital stock in order to
enable it to acquire such a new unit?

Mr. LORD. Mr. Pecora, I do not recall the exact increases, but my
recollection is that the Group had authorized capital in excess at all
times of their needs.

Mr. PECORA. Of the amount that it actually originally issued?
Mr. LORD. Yes, sir. As I recall it, the authorized capital was

600,000 shares to start. I may be mistaken. And finally ended with
two and a half million shares authorized. Each issue of stock that
was issued in exchange for the shares of the acquired stock was
approved by the Michigan Securities Commission.

Mr. PECORA. On page 6 of your prepared statement that jou read
into the record this morning, you said, among other things, as
follows:
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The Guardian Detroit Group, Inc., was incorporated in May 1929 under the
provisions of the general corporation laws Act 84, Public Acts of 1921, as
amended, for the following purposes:

"To acquire, own, hold, dispose of, and deal in stocks, bonds, and other
evidences of indebtedness and securities, including those issued by any cor-
poration, domestic or foreign, and to possess and exercise in respect thereto
all rights, powers, and privileges of individual owners thereof, including the
right to vote the same and to execute proxies therefor/'

Now, when was the amendment to that act of 1921 made you refer
to here ?

Mr. LORD. I don't know.
Mr. PECORA. Was it after the incorporation of Guardian Detroit

Group, Inc. ?
Mr. LORD. I cannot answer that. I don't know.
Mr. PECORA. Can you get the information from any of your

associates to enable you to answer?
Mr. LORD. Could I supply it later?
Mr. PECORA. I beg pardon ?
Mr. LORD. Could I try to supply it later for you ?
Mr. PECORA. All right. Now, reference was made in the course

of your testimony this morning to a corporation known as Keane,
Higbie & Co., of Detroit, Mich. What sort of a company was that?

Mr. LORD. I t was what was termed " an investment banking
house."

Mr. PECORA. An investment banking house ?
Mr. LORD. Yes, sir.
Mr. PECORA. Was that the development or the outgrowth of a

stock brokerage firm or house?
Mr. LORD. I think it was the outgrowth of a municipal bond house,

Mr. Pecora.
Mr. PECORA. On page 11 of your prepared statement you read

into the record this morning you said as follows:
Admittedly, the institutions in the Guardian Detroit Union Group made

many mistakes, but to the best of my personal knowledge mistakes of judg-
ment.

Will you enumerate the mistakes you referred to therein?
Mr. LORD. I am afraid no one could enumerate the mistakes that

were made in 1929 up to that time. I spoke of the principal mistake
in starting the Group at the peak of the Nation's prosperity.

Mr. PECORA. Well, was it actually started at the peak of pros-
perity?

Mr. LORD. The consolidation of the Union Commerce Corporation.
Mr. PECORA. That became effective in December 1929 ?
Mr. LORD. Yes, sir.
Mr. PECORA. Which was 2 months after the first big slump in

the stock market that precipitated or marked the opening of what
we called this depression?

Mr. LORD. That is true, but negotiations for the consolidation of
those two groups were started in September prior to that.

Mr. PECORA. But they had not been consummated prior to De-
cember?

Mr. LORD. They had been announced in the newspapers, if I
iremember correctly.

Mr. PECORA. But not consummated ?
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Mr. LORD. I realize that.
Mr. PECORA. The consummation did not take place until

ber 16,1929?
Mr. LORD. December 1929.
Mr. PECORA. And that was when the depression after this
Mr. LORD (interposing). All right; perhaps it was a mistake that

we did not call off the consolidations, but nobody at that time ex-
pected the degression to continue as it has or expected the severity
of the depression as it proved.

Mr. PECORA. NOW you have mentioned one outstanding mistake;
What were some of the other of the " many mistakes " you referred
to on page 11 of your statement?

Mr. LORD. I would say, among other things, it was a mistake for
those institutions to own a joint-stock land bank.

Mr. PECORA. TO own what?
Mr. LORD. A joint-stock land bank. There was the Union Joint

Stock and the Ohio-Pennsylvania Joint Stock. I t was a different
type of banking institution. We did, however, dispose of those at
some later date.

The CHAIRMAN. How much stock did you take in those banks?
Mr. LORD. I can give you the number of shares, I think.
The CHAIRMAN. HOW much did it cost you?
Mr. LORD. I haven't the details on that, Senator. Those insti-

tutions were acquired by the Union Commerce Corporation.
The CHAIRMAN. What became of that stock?
Mr. LORD. That stock was traded back for Group shares.
The CHAIRMAN. Traded back to whom?
Mr. LORD. Mr. Blair and his associates.
Senator ADAMS. Mr. Lord, a mere matter of definition, but you

spoke of the apparent mistake of incorporating the organization
at what you call the " peak of national prosperity." Is u prosper-
ity " quite the correct term for what was existing at that time? I
say it is purely a matter of definition.

Mr. LORD. I considered that there was prosperity up till the sum-
mer of 1929. Everybody thought they were rich. Maybe they were
not.

Senator ADAMS. I t was the "national delusion" perhaps, rather?
Mr. LORD. I think you are right.
Mr. PECORA. What were others of these " many mistakes " that

you have allusion to in your prepared statement?
Mr. LORD. I did not detail them, Mr. Pecora.
Mr. PECORA. I know you did not detail them in your prepared

statement. That is why I am asking you now to do so.
Mr. LORD. I did not in my own mind. I think it was a mistake

for any banks, commercial banks, to take such a substantial amount
of mortgages. Mortgages are perfectly safe investments, but not
for an institution which has demand deposits. Mortgages should
be carried by institutions in the nature of life insurance companies
or mortgage banks which are distinctly mortgage banks, and not
by commercial banks.
'Mr. PECORA. Why was such a policy adopted?
Mr. LORD. I t was an inheritance of many years, and it was the

practice in Detroit to loan on real estate, on homes, and it was our
mistake, sir.
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Mr. PECORA. Will you enumerate such other mistakes as composed
the " many mistakes " you referred to ?

Mr. LORD. I think one mistake that we made was that we did not
liquidate our securities companies immediately in 1929.

Mr. PECORA. Any others that you think of?
Mr. LORD. None in detail that I can recall at this time. I suppose

if I went through I could pick out a lot more.
The CHAIRMAN. Could you have liquidated your securities?
Mr. LORD. Some of them, yes. But everyone felt, the general

opinion was, that the depression was temporary and that recovery
was a matter of a few weeks or months.

Senator ADAMS. Very high-grade authorities for that?
Mr. LORD. On very high-grade authority.
Mr. PECORA. After the consolidation of the Guardian Detroit

Group, Inc., and the Union Commerce Corporation into the Guard-
ian Detroit Union Group, Inc., what was, at their peak, the highest
amount of resources controlled by the Guardian Detroit Union
Group, Inc.?

Mr. LORD. I am sorry I cannot answer that. I think it was over
500 million, taking all the institutions.

Mr. PECORA. And what at their peak was the aggregate amount
of- deposits in the unit banks that were combined in this group ?

Mr. LORD. My recollection is somewhere upwards of 420 million.
Mr. PECORA. Can you tell the committee in how many different

cities or communities throughout the State of Michigan the Group
controlled or owned bank units?

Mr. LORD. My recollection is 16. I could tell them by checking
it up.

Mr. PECORA. And how many separate unit banks were compre-
hended in the Group?

Mr. LORD. At the start or at the time of the holiday, Mr. Pecora ?
Mr. PECORA. Well, say at their peak first, the peak number?
Mr. LORD. I cannot answer that. I think there were 27.
Mr. PECORA. There were 10 national banks, 10 state banks, 7

securities companies, 2 joint stock land banks, 3 building companies,
a title company, and a safe-deposit company, were there not?

Mr. LORD. That sounds about correct; yes, sir.
Mr. PECORA. NOW, what was the original issuing price of the

shares of the Group ?
Mr. LORD. YOU mean the par value ?
Mr. PECORA. The original issuing price.
Mr. LORD. There were no shares of the Group sold to the public,

of the Guardian Detroit Group, except on that 10 percent sub-
scription under which they were sold at $90 per share.

Mr. PECORA. TO whom were those shares originally distributed?
Mr. LORD. They were distributed to the then stockholders.
Mr. PECORA. Of the banks that had been acquired ?
Mr. LORD. NO; that started the Group. On the subscription

rights that were distributed to then stockholders of the Group who
had been stockholders of the banks acquired.

Mr. PECORA. That is the group composed of three institutions
whose ownership is covered by the unified stock?
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Mr. LORD. Yes, sir. You see, that was turned into Group stock,
and Highland Park Institutions were acquired, and those stock-
holders were given the right to subscribe to the extent of 10 percent
of their holdings.

Mr. PECORA. IfOW, what sources of income did the Group have
after it consolidated with the Union Commerce Corporation on
December 16, 1929?

Mr. LORD. I t was principally from the dividends on the stock of
the institutions.

Mr. PECORA. YOU say that was its principal income?
Mr. LORD. That was its principal income.
Mr. PECORA. Did it have income from other sources?
Mr. LORD. I t had income from its cash and minor assets that it

might have, but that did not amount to a great deal as compared
with the dividends from its units.

Mr. PECORA. Did the Group receive any payments from any of
the unit banks for services of a supervisory or advisory nature?

Mr. LORD. I think at one time there was a slight service charge
made, and the basis on which it was made and the amount I do not
recall, Mr. Pecora. That did not come under my scope, the arrange-
ment there.

The CHAIRMAN. YOU mean to say that of these upwards of 420
millions of deposits, 65 percent have been paid ?

Mr. PECORA. NO; he was referring this morning in that testi-
mony to only one bank.

Mr. LORD. Just to the Guardian National Bank of Commerce of
Detroit, Senator Fletcher.

Mr. PECORA. HOW much of these deposits have been paid, of the
420 million?

Mr. LORD. I can only give you a very rough estimate. At the peak
of 420 million, the aggregate deposits that are held unpaid today
and are tied up in the course of being paid through liquidation of
banks that are closed or are in the hands of conservators, would run
somewhere, as I recall it, around 90 million dollars. All the rest of
it has either been paid back or is in banks that are paying a hundred
percent, and you or I, who care to, can go in and get our money
any time we want. That is merely an estimate, but I think that
would be approximately correct, about 90 million dollars.

The CHAIRMAN. YOU mean to say the depositors have lost about
90 million?

Mr. LORD. They have not lost it, because that is in course of
liquidation in those banks.

Mr. PECORA. NOW, did the directors and officers of the Group
exercise any control over the declaration of dividends by the unit
banks ?

Mr. LORD. Exercise any control?
Mr. PECORA. Yes.
Mr. LORD. NO, sir.
Mr. PECORA. Did they exercise any judgment at all with respect

to the declaration of dividends by the unit banks?
Mr. LORD. They frequently suggested to the board the amount

which they should consider in the matter of dividends.
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Mr. PECORA. HOW frequently were such suggestions mad$ to the
various unit banks?

Mr. LORD. I assume every dividend date, because the units wanted
to know what their contribution was to be.

Senator COUZENS. Contribution to what?
Mr. LORD. TO the income of the Group Co., Senator Couzens.
Mr. PECORA. That is, the Group Co., in order to pay dividends to

its stockholders, had to first receive dividends from the unit banks?
Mr. LORD. That is correct, sir.
Mr. PECORA. And the amount of dividends paid by the Group^ to

its stockholders depended almost entirely upon the amount of divi-
dends that the Group received from the unit banks ?

(Mr. Lord made no reply to the question.)
Mr. PECORA. I have what purports to be a copy of a resolution

which was adopted by the board of directors of the Guardian De-
troit Group, Inc., on June 14, 1929, as appears from page 39 of the
minute book of that company. Will you look at it and tell me if
you recognize it to be a true and correct copy of the resolution so
adopted on that date?

Mr. LORD (after examining document). Mr. Pecora, I would not
know whether it was.

Mr. PECORA. What is that ?
Mr. LORD. I would not know whether that is correct or not. I

haven't the original of the minutes. I assume it was copied by your
representatives and it is correct. I do not know whether it is correct.
I haven't the original minutes here.

Mr. PECORA. Well, we have what purports to be a photostatic
reproduction of page 39 of the minute book of the board of directors
of the Guardian Detroit Group, Inc., reciting that resolution. Will
you look at it and tell us if you recognize that to be a true and correct
copy of that page of the minute book?

Mr. LORD (after comparing documents). That seems to be correct.
Mr. PECORA. I offer it in evidence.
The CHAIRMAN. Let it be admitted and entered on the record.
(Typewritten sheet purporting to be a copy of page 39 of Minute

Book of Guardian Detroit, Group, Inc., was thereupon designated
" Committee Exhibit No. 5, December 19,1933.")

Mr. PECORA. I will read page 39 of the minute book into the record:
Meeting of the directors of the above-named company—
Namely, Guardian Detroit Group, Inc.—

held June 14, 1929, in the office of the company, Penobscot Building, Detroit,
Mich., at 12:15 p.m.

Meeting of the board of directors of the Guardian Detroit Group, Inc., was
held at the time and place above named.

Mr. H. E. Bodman, chairman of the board, presided, and L. K. Walker acted
as secretary of the meeting.

All of the directors of the company were present except Mr. Edsel D. Ford.
A waiver of notice of the meeting, signed by Mr. Ford, was presented and

ordered placed on file.
The following resolution was offered, and being duly seconded, was unanimously

adopted:
" Whereas dividends have been declared upon the stock of Guardian Detroit

Bank, Guardian Trust Co. of Detroit, Guardian Detroit Co., Highland Park
State Bank, and Highland Park Trust Co., payable in each instance June 28,
1929; and
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" Wher&s this company will be in receipt of funds resulting from the pay-
ment of such dividends sufficient to cover the dividends hereinafter declared:
Now therefore be it

" Resolved, That a regular dividend of 50 cents per share and an extra
dividend of 25 cents per share be and the same are hereby declared upon the
stock of this company payable July 1, 1929, to stockholders of record at the
close of business June 20, 1929."

There being no business to come before said meeting, same is adjourned.
L. K. WALKER, Secretary.

From time to time, Mr. Lord, did you, as the president of the
Group, convey requests, both orally and in writing, to various bank
units in the Group suggesting the dividend rate which such bank
units should declare?

Mr. LORD. I think I conveyed suggestions to the board for their
consideration.

Mr. PECORA. Were those suggestions ever rejected?
Mr. LORD. I would say that they were in cases.
Mr. PECORA. In about what proportion of the cases did a rejection

of the suggestion follow.
Mr. LORD. I would say a very small proportion, because the sug-

gestions were always reasonable.
Mr. PECORA. NOW I show you what purports to be a photostatic

copy of a letter addressed by you as president of the Group to Mr.
Johfr N. Stalker, president of the Union Guardian Trust Co. of
Detroit, dated June 4, 1930. Will you look at it and tell me if
you recognize it to be a true and correct copy of such a letter sent
by you to Mr. Stalker on or about that date?

Mr. LORD. I t is pretty difficult to read, Mr. Pecora. Is this the
only copy you have of it?

Mr. PECORA. Yes.
Mr. LORD (after perusing document). I would think that was

the true and correct copy.
Mr. PECORA. I offer it in evidence.
The CHAIRMAN. Let it be admitted and entered in the record.

. (Photostat of letter from Eobert O. Lord to John N. Stalker,
dated June 4, 1930, was thereupon designated " Committee Exhibit
No. 6, December 19, 1933.")

Mr. PECORA. The letter received in evidence as Committee's Ex-
hibit No. 6 reads as follows:

JUNE 4, 1930.
Mr. JOHN N. STALKER,

President Union Guardian Trust Co.,
Detroit, Mich.

DEAR MB. STALKER : To provide for the dividend requirement of the Guardian
Detroit Union Group, Inc., on the basis of an annual disbursement of $3.20
per share, a dividend should be declared at the June meeting of your board
of directors. I would suggest, therefore, that it would be in order for your
Board to declare a quarterly dividend equal to 20 percent annually.

This dividend should be payable not later than June 27, 1930, to stock-
holders of record, June [it ar pears to be] 16, and a check for $248,024.00
covering the shares standing in the name of Guardian Detroit Union Group,
Inc., as well as directors qualifying shares, the dividends on which have
been assigned to us, should be in the hands of Mr. B. K. Patterson, treasurer,
Penobscot Building, Detroit, Mich., on the 27th instant or on the day following.

Please be good enough to promptly confirm this arrangement and advise
me upon the declaration of your dividend.

Yours very truly,
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Signed, I take it, by you as president.
Now, did you after you sent this letter to Mr. Stalker, receive from

him a reply in writing, a photostatic copy of which I now show you?
Mr. LORD (after perusing document). I assume this came to me.
Mr. PECORA. I offer that in evidence.
The CHAIRMAN. Let it be admitted and entered in the record.
(Letter dated June 5, 1930 from John N. Stalker to Eobert O.

Lord was thereupon designated " Committee Exhibit No. 7, December
19, 1933 ".)

Mr. PECORA. The letter just received in evidence as committee's
Exhibit No. 7 reads as follows, on the letterhead of Guardian Detroit
Union Group, Inc. [reading] :

INTRAGROUP MEMORANDUM

Date: June 5, 1930.
To: Mr. Bobert O. Lord.
From: Mr. John N. Stalker.

DBAB MR. LORD : We have your letter of the 4th instant with respect to the
5 percent quarterly dividend, which you suggest that we pay this month. I
presume a dividend of this amount is necessary to the fulfillment of your plan
and the officers are prepared to recommend it to the Board. However, as you
are aware, a dividend of this amount has not been earned. In addition to that,
the Trust Company is setting up no reserves and we feel that is not as it
should be. There is no doubt in my mind that the company will suffer some
losses.

I want to bring up at this time, so that it will not be overlooked, the fact that
in turning over our Bond Department to the Guardian Detroit Company we lost
a very important source of earnings, which even under present conditions would
mean over $300,000 per year. Were our earnings sufficient to justify dividends
at the annual rate of 20 percent, we would not raise a. question of the loss
in income from the Bond Department, but under the circumstances, we feel
that the Trust Company is entitled to and must have some relief the latter
part of the year.

JOHN N. STALKER.

Mr. PECORA. When you received this letter from Mr. Stalker in
which he pointed out that the suggested dividend rate of 20 percent
per annum which was embodied in your letter to Mr. Stalker of
June 4, 1930, had not been earned, and that no reserves had been set
up by the company, what did you do about the matter ?

Mr. LORD. Have you no further correspondence on the subject?
Mr. PECORA. Have you no recollection?
Mr. LORD. I have no recollection. I assumed the company had a

substantial undivided profit account from which it could pay its
dividend.

Mr. PECORA. And you are willing to assume that the directors of
this unit bank, despite the fact that its president had brought to
your attention immediately upon receipt by him of your letter sug-
gesting, as you call it, a dividend declaration at the rate of 20 per-
cent per annum, carried out your suggestion?

Mr. LORD. Mr. Pecora, I assumed that the directors of the Union
Guardian Trust Co. used their judgment in the declaration or non-
declaration of the dividend.

Mr. PECORA. And their judgment coincided with your suggestion,
did it not?

Mr. LORD. Apparently. I have no record to show whether that
amount was declared at that time.

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



4 2 5 4 STOCK EXCHANGE PEACTICES

Mr. PECORA. And that despite the fact that its president, upon
receipt of your suggestion, pointed out the bad practice involved
in declaring a dividend at a rate exceeding its earnings?

Mr. LORD. I would not call it bad practice if they had a substantial
undivided profit account.

Mr. PECORA. This took place in June 1930?
Mr. LORD. Yes, sir.
Mr. PECORA. The general business conditions were not good at that

time, were they?
Mr. LORD. They were better, as I recall it. We had quite a bulge

in June 1930.
Mr. PECORA. Did they seem to be better in view of the fact that

Mr. Stalker called your attention to a falling off in earnings?
Mr. LORD. I cannot answer your question, Mr. Pecora. I assume

that the directors, if they had not thought it was proper to declare
a dividend, would not have declared it.

Mr. PECORA. DO you think that the directors were influenced in
their judgment by the suggestion that you made to them?

Mr. LORD. Nb,I do not—not those directors.
Mr. PECORA. Did you suggest to the directors or to Mr. Stalker

that, despite the fact that the earnings were not at a rate which would
justify the declaration of a dividend at the rate that you suggested,
they should make that good out of undivided profits or surplus ?

Mr. LORD. I do not recall, sir.
Mr. PECORA. But in any event, that is what they did?
Mr. LORD. Accepting your statement; yes.
Mr. PECORA. And that despite the fact that coupled with a falling

off in earnings the bank had not set up any reserves against losses
or depreciation of securities value?

Mr. LORD. Might I make this comment ? As I recall it, the Guard-
ian Trust Co. and the Union Trust Co. were consolidated in the
spring of 1930. I may be incorrect about that. I t is quite likely that
the board of directors figured sufficient earnings and savings in ex-
penses to justify that dividend—savings through the consolidation
of those two institutions.

Mr. PECORA. Didn't you notice in this memorandum addressed to
you by Mr. Stalker that he said—

Were our earnings sufficient to justify dividends at the annual rate of 20
percent, we would not raise the question of the loss in income from the bond
department.

Mr. LORD. May I hear your question again ?
Mr. PECORA. Did you notice that statement of Mr. Stalker and give

it any thought ?
Mr. LORD. I assume I did, sir.
Mr. PECORA. Was the thought that you gave it of a character which

led to the conclusion that you should insist upon the observance of
the suggestion that you made about the dividend rate that should be
declared ?

Mr. LORD. I do not recall whether my suggestion was made direct
to the board of directors or whether Mr. Stalker discussed the matter
with his own board of directors and they took that action, or not.
That was—what? Nearly 4 years ago?

Mr. PECORA. Three and a half years ago.
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Mr. LORD. I can only answer on this assumption, that the facts
were laid before that board of directors and their conclusions were
that if they did declare the dividend it was a proper declaration.

Mr. PECORA. Mr. Stalker in his memorandum to you also said :
However, as you are aware, a dividend of this amount has not been earned.
You were aware of that fact, were you not—that the dividend

rate had not been earned ?
Mr. LORD. I was told that.
Mr. PECORA. Did you, in the face of that, continue to advance the

suggestion that the dividend rate be declared according to your
idea of it?

Mr. LORD. Mr. Pecora, I do not recall whether there was any fur-
ther suggestion after the original letter to which Mr. Stalker re-
plied. Have yop. any further letter from me on the subject?

Mr. PECORA. Have you no further recollection of the matter ?
Mr. LORD. I have not, sir.
Mr. PECORA. Let me call your attention to this further statement

in Mr. Stalker's memorandum to you:
I presume a dividend of this amount (namely, 5 percent quarterly or 20

percent annually) is necessary to the fulfillment of your plan.
What was that plan?
Mr. LORD. I do not know what he was talking about, except the

budget, to carry the Group companies' dividend and whatever ex-
penses they had.

Mr. PECORA. Well, conceivably was the plan referred to by Mr.
Stalker in his memorandum to you one whereby the Group's board
of directors had to determine upon the amount of dividend that the
Group would pay to its stockholders, and in order to enable the
Group to pay that amount of dividend it called upon the unit banks
to make certain dividend declarations to meet the requirements of
the Group dividend?

Mr. LORD. Mr. Pecora, I know of no cases where the group deter-
mined in advance what the dividends should be, except for a few
days, based on the report of the directors.
, Mr. PECORA. Perhaps repeating the following sentence from your
leiter of June 4, 1930, to Mr. Stalker would serve to refresh your
recollection on this subject; so I will read it to you :

DEAR ME. STALKER : To provide for the dividend requirements of the Guardian
Detroit Union Group, Inc., on the basis of an annual disbursement of $3.20 per
share, a dividend should be declared at the June meeting of your board of
directors. I would suggest, therefore, that it would be in order for your board
to declare a quarterly dividend equal to 20 percent annually,

Mr. LORD. For that quarter.
Mr. PECORA. I beg your pardon?
Mr. LORD. At the rate for that quarter.
Mr. PECORA. Yes. I am reading your letter now.
Mr. LORD. For that particular quarter.
Mr. PECORA. YOU state specifically here that to provide for the

dividend requirements of the Guardian Detroit Union Group, Inc.,
you suggest to Mr. Stalker's board that they declare a quarterly divi-
dend at the rate of 20 percent per annum.

Mr. LORD. That is correct.
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Mr. PECORA. Does not that indicate3 Mr. Lord, that the dividend
policy of the Group was such that, first, the Group determined what
dividend it wanted to pay or deemed< it advisable to pay to its OWE
stockholders, and then passed the word along by way ot suggestion,
if you please, to the boards of directors and executive officers of tiie
unit banks to have them declare appropriate dividends to enable the
Group to pay its dividend to its stockholders?

Mr. LORD. Mr. Pecora, it was not possible for the Group to deter-
mine what it wanted to pay in the way of dividends without having
more or less accurate estimates and figures as to the earnings of the
units. As I recall it, the dividend that was declared in April of
1930 was an 80-cent dividend.

Mr. PECORA. That is, a quarterly dividend?
Mr. Lorn At the rate of $3.20 per annum.
Mr. PECORA. That was on shares having a par value of how much!
Mr. LORD. On shares having a par value of $20.
Mr. PECORA. Which was an annual dividend rate of how much on

the par value?
Mr. LORD. Sixteen percent, in round figures. I t was a normal and

natural thing that any board of directors or any management would
want to continue dividends at the rate started. But certainly

Mr. PECORA. Would it want to do that regardless of earnings?
Mr. LORD. I t would not.
Mr. PECORA. I did not mean to interrupt you. You said, "But

certainly "
Mr. LORD. NO; it would not, regardless of earnings. I t would not

want to do it regardless of earnings. That would not be sound.
Mr. PECORA. But is not that exactly what was done in this in-

stance, in the making of this suggestion of yours originally made
under date of June 4, 1930, to the president of the Union Guardian
Trust Co.?

Mr. LORD. There was no reason why that board of directors should
accept that suggestion.

Mr. PECORA. What was the reason for your renewing the sugges-
tion after Mr? Stalker informed you, or reminded you, rather, of
what apparently you already knew, namely, that the bank had not
earned a dividend at the quarterly rate of 20 percent ?

Mr. LORD. Did I renew the suggestion, or was the matter dis-
cussed with the board and they approved it? I do not know, Mr.
Pecora. I do not recall. I am asking that as a question.

Mr. PECORA. Well, on that perhaps your recollection will be re-
freshed by what I now show you, and that is what purports to be a
photostatic reproduction of a memorandum addressed to you by Mr.
Stalker under date of June 26, 1930. Will you look at it and tell
us if you recognize that as a true and correct copy of such a memo-
randum received by you from Mr. Stalker ?

Mr. LORD. I do not quite get the connection with this other side.
Mr. PECORA. DO you recognize that as being a true and correct

copy of a memorandum that you received ?
Mr. LORD. I presume it is. I t is addressed to me.
Mr. PECORA. I offer it in evidence.
The CHAIRMAN. I t may be received.
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(Photostatic copy of memorandum addressed to Mr. Lord by Mr.
Stalker under date of June 26, 1930, was received in evidence,
marked " Committee Exhibit No. 8, December 19, 1933.")

Mr. PECORA. The memorandum received in evidence as Committee's
Exhibit No. 8 of this date reads as follows: I t is on the letterhead
of the Guardian Detroit Union Group, Inc., Intra-Group memo-
randum to Mr. Eobert O. Lord from Mr. John N. Stalker, dated
June 26,1930 [reading] :

COMMITTEE EXHIBIT NO. 8

GUARDIAN DETROIT UNION GROUP, INC.

INTRA-GROUP MEMORANDUM

Date: June 26, 1930.
To: Mr. Robert O. Lord.
Prom: Mr. John N. Stalker.

MY DEAR BOB : I commented in a recent letter on the matter of the dividends
which should be paid by the Union Guardian Trust Company the latter half
of this year. The loss of our Bond Department affects our earnings very
seriously. For the five years from 1925 to 1929 inclusive, the net earnings of that
department after the payment of expenses average a trifle over $296,000.00 a
year. If we had those earnings today, I believe we could pay a 20 percent
dividend or $1,000,000.00 a year. We do not in any way question the transfer
of the Bond Department to the Guardian Detroit Company. This seems to us
logical and proper. The effect on our earning capacity, however, cannot be
ignored.

As against $500,000.00 in dividends which we are paying the first six months
of this year, our earnings will probably not run over $425,000.00 and this
without setting up any reserves at all. Our policy in the past has always
been to set up liberal reserves, although we were fortunate enough to need
them only to a very limited extent. At the present time we feel that reserves
are rather urgently required, and find ourselves unable to provide them.

Mr. Blair and I are of the opinion that for the last half of this year, divi-
dends aggregating $400,000.00 or at the annual rate of 16 percent is the
maximum that this company should undertake to pay. This would make 18
percent for the year. As our accruals for the next dividend period should
•commence the first of next month, we would be glad to get your opinion and
advice on this subject.

JOHN N. STALKER.
Now, from this letter it would appear, would it not, that the

bank, Mr. Stalker's bank, that is, the Union Guardian Trust Com-
pany, had adopted your suggestion embodied in your letter of June
4, 1930, that they declare a quarterly dividend at the annual rate
of 20 percent?

Mr. LORD. I do not recall what the directors did declare. I would
say that

Mr. PECORA. Does not Mr. Stalker in this memorandum to you
specifically say that the dividend they had declared for the first half
of the year, which included the quarter that you wrote to him about
under date of June 4, amounted to $500,000, which was at the rate
of 20 percent per annum?

Mr. LORD. Yes.
Mr. PECORA. Does it seem to you, Mr. Lord, that when Mr. Stalker

in his letter to you of June 5, 1930, pointed out in response to your
suggestion that the quarterly dividend be at the 5 percent rate or 20
percent per annum, that they were not earning that much and that
no reserves had been set up, that nevertheless he recommended your
suggestion to his board of directors because it was your suggestion ?
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Mr. LORD. I would not think so. .
Mr. PECORA. And not his judgment?
Mr. LORD. I would not think so; no. I t was apparently the judg-

ment of the board that the dividend should be declared; and the
basis on which Mr. Stalker recommended it to the board I do not
know. I suppose that whatever he recommended was sincere.

Mr. PECORA. If it was the judgment of the board or Mr. Stalker's
judgment that it should be recommended to the board, what do you
suppose he meant when he wrote to you on June 5, 1930, pointing
out that you were suggesting a dividend rate in excess of earnings
and that the company had set up no reserve against loss? What
did you think he was writing that letter to you for—in order to
express his hearty approval of your suggestion?

Mr. LORD. NO; I presume not.
Mr. PECORA. What did you suppose he wrote it to you for, then,

Mr. Lord?
Mr. LORD. TO give me his own personal reaction to that suggestion.
Mr. PECORA. But was there not at least a mild suggestion from

him that you ought to revise your suggestion to his board ?
Mr. LORD. I do not know that there was.
Mr. PECORA. YOU did not so construe it, anyway?
Mr. LORD. NO. I construed that the board would make up their

own mind about the declaration of the dividend.
Mr. PECORA. YOU had already made up your mind and passed it

on to the board?
Mr. LORD. AS a suggestion, purely.
Mr. PECORA. Which was followed, though, despite the circum-

stances, the unwisdom pointed out by Mr. Stalker in his reply to
your letter. Is not that so?

Mr. LORD. Apparently.
Mr. PECORA. AS a matter of fact, Mr. Lord, was it not the invariable

custom and policy of the Group at about the time that the Group
was making or had made its dividend declarations to its own stock-
holders to send communications generally similar in form to this one
of June 4,1930, which you sent to Mr. Stalker, to the executive heads
or officers of all of the unit banks ?

Mr. LORD. YOU stated in the first, about the time the Group had
declared its dividend to its stockholders? No; I do not think so,
Mr. Pecora. I think that a few weeks before the dividend date had
arrived a suggestion was sent to the unit banks as to the amount which
we would like to have them put before their boards for their consid-
eration.

Senator COUZENS. What is the deposit liability of the Union
Guardian Trust Co. at this time?

Mr. LORD. At present?
Senator COTJZENS. Yes.
Mr. LORD. I cannot answer that, Senator. I am sorry.
The CHAIRMAN. IS there any stockholders' liability?
Mr. LORD. Five million dollars of stock.
The CHAIRMAN. Yes; but what does the law require ?
Mr. LORD. The State law?
The CHAIRMAN. Yes.
Mr. LORD. The same as the national law—double liability.
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Senator COTJZENS. Has any double liability been paid yet?
Mr. LORD. I think so, Senator.
Mr. PECORA. Mr. Lord, I show you what purports to be a photo-

static reproduction of a letter addressed by you under date of March
4,1930, to Mr. Frank Brandon, president of the City National Bank
& Trust Co. of Niles, Mich. Will you look at it and tell me whether
you recognize it to be a true and correct copy of such letter sent
by you to Mr. Brandon on or about March 4,1930?

Mr. LORD. I would think so.
Mr. PECORA. I offer it in evidence.
The CHAIRMAN. I t will be admitted.
(Photostatic copy of letter dated March 4, 1930, to Mr. Frank

Brandon from Kobert O. Lord, was received in evidence, marked
" Committee Exhibit No. 9, December 19, 1933.")

Mr. PECORA. The letter received in evidence as Committee's Ex-
hibit No. 9 of this date reads as follows [reading] :

COMMITTEE EXHIBIT NO. 9
MARCH 4, 1930.

Mr. FRANK M. BRIANDON,
President City National Bank & Trust Co., Niles, Mich.

DEAR MR. BRANDON: TO provide the dividend requirements of the Guardian
Detroit Union Group, Inc., on the basis of an annual disbursement of $3.20
per share, the dividend should be declared at the March meeting of your
Board of Directors. I would suggest, therefore, that it would be in order for
your board to declare a dividend of 2y2% for this quarter. This dividend
should be payable not later than March 27th to stockholders of record March
17th, and a check to cover the dividend on the shares standing in the name of
Guardian Detroit Union Group, Inc., as well as the shares standing in the
names of your directors, should be in the hands of Mr. B. K. Patterson,
Treasurer, Penobscot Bldg., Detroit, on that date or on the date following.
Your proportionate share of. the expenses of the Group Company, incurred on
account of services rendered by that company, will be figured and a memo-
randum sent you at a later date.

Please be good enough to promptly confirm this arrangement and advise me
upon the declaration of your dividend.

Very truly yours,
9 president.

You signed that, I presume, as president, did you, Mr. Lord?
Mr. LORD. I presume so.
Mr. PECORA. Comparing the phraseology of this last letter, ex-

hibit no. 9, the one that I have just read, with the phraseology of
your letter to Mr. Stalker marked " Exhibit No. 6 ", it would seem
that the leters are practically identical in form. Does that occur
to you, Mr. Lord, as being the fact?

Mr. LORD. Somewhat; yes.
Mr. PECORA. Was this a form letter that was used by the Group

in order to advise the officers of the unit banks what dividends they
should declare?

Mr. LORD. I would not call it a form letter; no.
Mr. PECORA. Was it by accident that practically the identical

phraseology is used in these letters?
Mr. LORD. I would think so; yes. I do not recall that there were

ever any form letters used on that.
Mr. !PECORA. Perhaps a similar accident occurred when this letter

was drafted to Mr. Stalker and sent on March 4, 1930, a photostatic
copy of which I now show you, and which I ask you to please look
at and tell me if it is a true and correct copy of such letter.
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Mr. LORD. I do not get your point on the form letter, Mr. Pecora.
They are expressed very much in the same way, almost identically.

Mr. PECORA. Would not that indicate that a form of letter suitable
for this purpose had been prepared and was being consistently
used?

Mr. LORD. I do not think so.
Mr. PECORA. Then the drafting of these letters in identical phrase-

ology was always an accident—or was it by desigp?
Mr. LORD. I do not know that it was an accident. I may have

told my secretary to get out some previous letters that had been
written on the question of dividends, and he may have read the
letter and said that was the simplest.

Mr. PECORA. IS not that another way of saying a form letter
was used on these occasions ?

Mr. LORD. I would not think so, Mr. Pecora.
Mr. PECORA. The same form of letter was followed in all these

instances.
Mr. LORD. The same general language; yes, sir.
Mr. PECORA. I offer in evidence the letter which has just been

shown the witness.
The CHAIRMAN. Let it be marked.
(The document referred to, letter, Mar. 4, 1930, Lord to Stalker,

was received in evidence, marked "Committee Exhibit No. 10",
Dec. 19,1933, and the same was subsequently read into the record by
Mr. Pecora.)

Mr. PECORA. The letter last offered in evidence as exhibit no. 10,
of this date, is as follows [reading] :

MABCH 4, 1930,
Mr. JOHN N. STALKER,

President, Union Trust Company,
Detroit, Michigan.

DEAR MB. STALKER: TO provide the dividend requirements of the Guardian
Detroit Union Group, Inc., on the basis of an annual disbursement of $3.20 per
share, the dividend should be declared at the March meeting of your Board of
Directors. I would suggest, therefore, that it would be in order for your board
to declare a dividend of 4 percent for this quarter. This dividend should be
payable not later than March 27th to stockholders of record March 17th, and
a check to cover the dividend on the shares standing in the name of Guardian
Detroit Union Group, Inc., as well as the shares standing in the names of
your directors, should be in the hands of Mr. B. K. Patterson, Treasurer,
Penobscot Bldg., Detroit, on that date or on the day following. Your propor-
tionate share of the expenses of the Group Company, incurred on account of
services rendered by that company, will be figured and a memorandum sent
you at a later date.

Please be good enough to promptly confirm this arrangement and advise me
upon the declaration of your dividend.

Yours very truly,
f president.

Signed by you as president.
I notice that the language of this letter is identical with the

language of the other letter—not generally the same, but actually
the same.

Mr. LORD. IS there any objection?
Mr. PECORA. I am not offering any objection. I am simply try-

ing to develop the facts as to whether or not a form of letter had
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been agreed upon and prepared and consistently used in all these
instances.

Mr. LORD. I do not think I know of any discussion ever had on
that form of letter. Probably it was my own dictation of the letter,
my own thought in the letter, my own way of expressing it.

Mr. PECORA. Did you have this phraseology memorized ?
Mr. LORD. NO. I probably took preceding letters.
Mr. PECORA. And told your secretary to follow that language?
Mr. LORD. Yes.
Mr. PECORA. YOU still would not call that the adoption of a form

letter.
Mr. LORD. NO; because every letter sent out was not that way,

was it?
Mr. PECORA. What is that?
Mr. LORD. Was every letter sent out in regard to dividends exactly

like that?
Mr. PECORA. Every one I have seen.
Mr. LORD. I have no copies of the correspondence, Mr. Pecora,

except what you have shown me.
Mr. PECORA. Were you the author of this form of letter? I will

not call it a form letter. I will call it a form of letter.
Mr. LORD. I assume I was, if I signed it. I do not know, Mr.

Pecora.
Mr..PECORA. YOU did sign it, did you not?
Mr. LORD. I said I signed it, and I'assume I was the author.
Mr. PECORA. But then you said " I do not know." What is the

fact? Are you the author of this form of letter?
Mr. LORD. I assume so.
Mr. PECORA. Dont' you know so ?
Mr. LORD. AS long as I signed it, I probably was the author. I

have not any reason to think otherwise as to any letter I signed.
Mr. PECORA. If it was not the policy of the Group, expressed by

these letters to the executive officers of the unit banks, to have the
Group first determine the dividend it would pay to its stockholders,
and then notify the unit banks that in order to enable the Group to
pay that dividend the unit banks would have to make certain dividend
contributions in the form of dividends at rates specified by you, then
what do you mean when, in preparing this form of letter, you state,
in the opening sentence in all cases, as follows [reading] :

To provide the dividend requirements of the Guardian Detroit Union Group,
Inc., on the basis of an annual disbursement of $3.20 per share, the dividend
should be declared at the March meeting of your board of directors. I would
suggest, therefore, that it would be in order for your board to declare a
dividend of 4 percent for this quarter.

Mr. LORD. I t was necessary to budget the expenses and the divi-
dends of the group corporation, of course, up to the next quarter, or
within a few weeks of the declaration of the dividend. How could
we know?

Mr. PECORA. But didn't you really put the cart before the horse
in these instances, because it would seem from your letters to these
bank officers that you first notified them what dividend disbursement
was going to be made?

175541-—34—-PT 9 5
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Mr. LORD. NO ; I notified them what would be required to maintain
a certain dividend on the Group stock.

Mr. PECORA. Then, in order to maintain an annual disbursement
of $3.20 per sharei to the stockholders of the Group stock, you made
the suggestions to the heads of the unit banks concerning the amount
of dividends that those unit banks should declare and pay to the
Group, did you not?

Mr. LORD. Suggestion; yes.
Mr. PECORA. I t never was more than a suggestion, of course ?
Mr. LORD. I do not think so; no.
Mr. PECORA. In form, anyway; because you are careful to say " I

would suggest, therefore, that it would be in order for your board
to declare a dividend " at a certain rate. But don't you think, Mr.
Lord, as you look back on the events, that these suggestions of
yours, couched as suggestions in the phraseology that you used, were
really accepted by the officers and directors of the unit banks as
commands from the throne?

Mr. LORD. Knowing those boards, no; I would not think so.
Senator COUZENS. Was there any case where it was not followed

out?
Mr. LORD. I think there were, Senator Couzens. I would have to

check it up. I recall several cases where the amount was changed*
or no dividend at all was paid.

Mr. PECORA. Those several cases were very, very few in number,
were they not?

Mr. LORD. AS I say, I don't know exactly what cases there were,
but I have a recollection of my suggestion being changed.

Mr. PECORA. I observe that in your letter to Mr. Stalker of
March 4, 1930, the letter received in evidence as exhibit no. 10, you
suggested that his board, the board of the Union Trust Co. of
Detroit, should declare a quarterly dividend at the rate of 4 percent
for the quarter; but in the letter you wrote to him under date of
June 4, 1930, which was the ensuing quarter, you suggested that the
dividend rate for the quarter be 5 percent instead of 4 percent.
When you made that suggestion and suggested an increase in the
dividend rate for the second quarter of the year 1930 to Mr. Stalker's
bank, did you know that their earnings had fallen off, and they were
not equivalent to 4 percent for the quarter?

Mr. LORD. I would not know whether I knew at that time or not.
Mr. PECORA. Didn't you say
Mr. LORD. I assume if I made that suggestion of an increase, I

assumed the earnings were sufficient to justify it.
Senator COUZENS. In making all these suggestions to your units,

did you just do it arbitrarily, or did you have a record of the
earnings ?

Mr. LORD. We had a record of the earnings, but in this par-
ticular case, Senator Couzens, the merger took place in that period
between the two trust companies, and it was a very probable thing
that I had no earnings figures at that time, in view of the details of
consolidation.

Senator COUZENS. SO, notwithstanding the fact that you had no
record of the earnings, you fixed the dividend for them.

Mr. LORD. I suggested a 5-percent rate.
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Mr. PECORA. AS a matter of fact, Mr. Stalker's reply to your
letter of June 4, 1930, which has been received in evidence here as
Committee's Exhibit No. 7, tells you, or says specifically [reading]:

However, as you are aware, a dividend of this amount has not been earned.
Does not that refresh your recollection to the point where you can

tell this committee that when you wrote to Mr. Stalker on June 4,
1930, suggesting a dividend rate for the quarter of 5 percent, that
you knew tlie earnings did not justify it?

Mr. LORD. Not to me; no. May 1 ask this, Mr. Pecora: Do you
know what the earnings were for that 6 months? Do you know
that the board of directors may not have gotten up-to-date earnings
at the time of the declaration of their dividend, and justified it ? I
do not know.

Mr. PECOKA. I simply know what Mr. Stalker, the president of
the bank, knew, and said in his letter to you of June 5, 1930, that
you knew, where he said [reading] :

However, as you are aware, a dividend in this amount has not been earned.
Don't ask me what I know. I know only what the record shows,

and this letter is part of the record, and was addressed to you, and
reminds you of what was apparently a matter of knowledge on your
part at that time, namely, that the dividend of 5 percent had not
been earned. Now you tell us what you know about that, will you?

Mr. LORD. I have no recollection except from the correspondence
that you gave me. I assume that the directors discussed the situa-
tion thoroughly, and in their judgment felt if safe and proper to
declare that dividend, or they would not have done it.

Mr. PECORA. DO you persist in saying that, Mr. Lord, in the light
of what Mr. Stalker wrote to you under date of June 5, 1930?

Mr. LORD. I do not declare dividends. I was one director out of
50 or 60.

Mr. PECORA. We know you had no legal power to declare the divi-
dends, but we also know that you were the president of the group
which owned these banks, controlled the designations of members of
the board, and had effected an arrangement whereby persons becom-
ing members of the board entered into an agreement to exchange,
upon the termination of th&ir membership upon the board, their
qualifying shares for stock of the group. We know that, and so do
you, do you not?

Mr. LORD. Surely.
Mr. PECORA. NOW, Mr. Lord, I show you what purports to be a

photostatic reproduction of a letter addressed by you to Mr. Henry
H. Sanger, president of the National Bank of Commerce, of Detroit,
Mich., under date of March 4, 1930. Will you look at it and
tell us if you recognize it to be a true and correct copy of a letter
sent by you to Mr. Sanger on that date ?

Mr. LORD. I think so; yes, sir.
Mr. PECORA. I offer it in evidence.
The CHAIRMAN. Let it be admitted.
(The document referred to, letter, March 4, 1930, Lord to Sanger,

was received in evidence, marked " Committee Exhibit No. 11" , De-
cember 19, 1933, and the same was subsequently read into the record
by Mr. Pecora.)
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Mr. PECORA. The letter which is received in evidence and marked
Committee's Exhibit No. 11 of this date reads as follows [reading] :

MABOH 4, 1930.
Mr. HENRY H. SANGEB,

President National Bank of Commerce,
Detroit, Michigan,

DEAR ME. SANGER: TO provide the dividend requirements of the Guardian
Detroit Union Group, Inc., on the basis of an annual disbursement of $3.20
per share, the dividend should be declared at the March meeting of your Board
of Directors. I would suggest, therefore,, that it would be in order for your
board to declare a dividend of 5 percent for this quarter. This dividend should
be payable not later than March 27th to stockholders of record March 17th, and
a check to cover the dividend on the shares standing in the name of Guardian
Detroit Union Group, Inc., as well as the shares standing in the names of your
directors, should be in the hands of Mr. B. K. Patterson, Treasurer, Penobscot
Bldg., Detroit, on that date or on the day following. Your proportionate share
of the expenses of the Group Company, incurred on account of services rendered
by that company, will be figured and a memorandum sent you at a later date

Please be good enough to promptly confirm this arrangement and advise me
upon the declaration of your dividend.

Very truly yours,
, President.

And that is signed by you as president. Do you know whether
Mr. Sanger, upon the receipt of this letter just received in evidence,
made any protest or made any suggestions to you with regard to
your suggested dividend rate for the quarter of 5 percent?

Mr. LORD. I do not recall what he replied to that.
Mr. PECORA. AS possibly serving to refresh your recollection on

that, I show you what purports to be a photostatic copy of a letter
addressed to you by Mr. Sanger under date of March 11,1930. Will
you be good enough to look at it and tell me if you recognize it to
be a true and correct copy of such a letter received by you?

Mr. LORD. I assume so.
Mr. PECORA. I offer it in evidence.
The CHAIRMAN. Let it be admitted.
(The document referred to, letter, March 11,1930, Sanger to Lord,

was received in evidence, marked " Committee's Exhibit No. 12,
December 19, 1933, and the same was subsequently read into the
record by Mr. Pecora.)

The CHAIRMAN. DO I understand, Mr. Lord, that the directors
themselves did not receive any dividends?

Mr. PECORA. They had assigned them to the Group.
Mr. LORD. They had assigned the dividends of the unit to the

Group. They did receive dividends.
The CHAIRMAN. The dividends payable on their stock went to the

Group?
Mr. LORD. Yes; and in turn they were to receive the dividend

from such Group stock as would have been exchanged if an exchange
had been made.

Mr. PECORA. That was part and parcel of the agreement referred
to this morning?

Mr. LORD. I t is in the record.
Mr. PECORA. The letter just offered and received in evidence, and

marked " Committee's Exhibit No. 12 " of this date, reads as fol-
lows. I t is on the letterhead of the National Bank of Commerce
of Detroit [reading]:
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MAKCH 11, 1930.
Mr. R. O. LOBD,

President Guardian Detroit Union Group,
Detroit.

DEAB MB. LORD : Your letter of March 14, suggesting that the Board of Direc-
tors of the National Bank of Commerce declare a quarterly dividend of 5
percent, at $250,000, was submitted to our Board meeting today.

In view of the fact that our earnings for the present quarter, from present
indications, will little more than cover our regular dividend of 4 percent, they
felt that only our regular dividend should be declared for this quarter. How-
ever, if this will upset your calculation to pay the regular quarterly dividend
of 80 cents a share on the Group stock, they will be glad to consider the
declaration of an additional 1 percent at the next meeting of our Board,
March 18th.

Will you please let me have your views in the matter?
Very truly yours,

H. H. SANGER, President.
When you received this letter from Mr. Sanger, do you recall what

}̂ ou did about it?
Mr. LORD. NO ; I do not recall, Mr. Pecora.
Mr. PECORA. Perhaps this letter, a photostatic copy of which I

now show you, will serve to refresh your recollection. Will you
please look at it and tell me if you recognize it to be a true and correct
copy of a letter sent by you to Mr. Sagger in reply to his letter of
March 11, 1930?

Mr. LORD. I assume so.
Mr. PECORA. I offer it in evidence.
The CHAIRMAN. Let it be admitted.
(The document referred to, letter, March 13,1920, Lord to Sanger,

was received in evidence, marked " Committee Exhibit No. 13 ", Dec.
19, 1933, and the same was subsequently read into the record by
Mr. Pecora.)

Mr. PECORA. The letter just received in evidence as committee's
exhibit no. 13 of this date is as follows [reading] :

MAKCH 13, 1930.
Mr. H. H. SANGER,

President, the National Bank of Commerce,
Detroit, Mich.

DEAR MB. SANGER: I have your letter of the 11th advising ine of the action
of your board in declaring a regular 4 percent dividend instead of 5 percent as
suggested. We are counting on the 5 percent dividend and I hope, therefore, you
will have your board declare an additional one percent at the next meeting on
March 18. The fact that they are declaring a dividend at this rate for the
present quarter does not necessarily mean that the same rate will continue
throughout the year. I think each situation will have to be studied to determine
what dividend it is advisable to declare for each auarter.

Trusting the suggestion is satisfactory, I am,
Very truly yours,

, President.
Signed by yourself as president.
Does not the evidence an instance where you did not abide by

the independent judgment of the board of directors of a unit bank
with regard to the declaration of a dividend ?

Mr. LORD. I gather that Mr. Sanger's letter in regard to the extra
dividend of the bank represented the board's decision and judgment
on it, don't you?

Mr. PECORA. NO; SO long as you ask me, I emphatically do not.
Mr. LORD. Well, I do.
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Mr. PECORA. Let me have that letter of Mr. Sanger's, and we will
analyze it a little. The letter I refer to is a letter of Mr. Sanger to
you, under date of March 11, 1930, which specifically tells you this
treading] :

In view of the fact that our earnings for the present quarter, from present
indications, will little more than cover our regular dividend of 4 percent, they
felt that only our regular dividend should be declared for this quarter.

Now Mr. Lord, do you think that when Mr. Sanger wrote you to
that effect, that he was telling you that his board was favorable to
a 5 percent rate for the quarter?

Mr. LORD. Would you please read the next sentence ?
Mr. PECORA. Will you answer my question based upon that part

of the letter?
Mr. LORD. I think you have to consider the letter as a whole.
Mr. PECORA. I will read the next sentence.
Mr. LORD. I do not recall the exact wording. You may be right.
Mr. PECORA (continuing reading):
Howeverr if this will upset your calculation to pay the regular quarterly

dividend of 80 cents a share on the Group stock, they will be glad to consider
the declaration of an additional 1 percent at the next meeting of our board,
March 18th.

Will you please let me have your views in the matter?
Do you think that that represents the judgment of Mr. Sanger

to you that his board was willing, on their independent judgment,
to declare a quarterly dividend at the rate 5 percent, as suggested
by you ?
'Mr. LORD. I think it represents their willingness to consider the

extra 1 percent at the next meeting, just as Mr. Sanger says.
Mr. PECORA. I t represents their willingness after having pointed

out to you the unwisdom of declaring a quarterly dividend of 5
percent, to yield to the command from the throne, does it not ?

Mr. liORD. I would not think so.
Mr. PECORA. It does to me; so long as you asked me before, that

is my view of it.
After you were indulgent enough to respond to Mr. Sanger's sug-

gestion for your views in the matter, did you send him your views?
Or, rather, you did send him your views under date of March 13,
by the letter marked in evidence as Committee's Exhibit No. 13.
What did Mr. Sanger's board do ?

Mr. LORD. I do not recall, sir.
Mr. PECORA. Will you look at this photostatic copy of what pur-

ports to be a letter sent to you by Mr. Sanger and see if that en-
lightens or refreshes your recollection as to what they did ? Is that
a true copy of a letter you received from Mr. Sanger 1

Mr. LORD. SO far as I know, yes.
Mr. PECORA. I offer it in evidence.
The CHAIRMAN. Let it be admitted.
(The document referred to, letter, March 18, 1930, Sanger to Lord,

was received in evidence, marked "Committee's Exhibit No. 14",
Dec. 19, 1933, and the same was subsequently read into the record
by Mr. Pecora.)

Mr. PECORA. The letter received in evidence and marked " Com-
mittee's Exhibit No. 14 " of this date is on the letterhead of the Na-
tional Bank of Commerce of Detroit and reads as follows [reading] :
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MARCH 18, 1930.
Mr. R. O. LOBD,

President Guardian Detroit Union Qrdup, Inc.,
Detroit.

DEAR BOB :

Before that he addressed you as " Dear Mr. Lord."
[Continuing reading:]

DEAR BOB: Your letter of March 13, in re extra dividend, was submitted to
our directors at a meeting held today, and an extra dividend of one percent
or $50,000 was declared payable March 27th, out of undivided profits.

Very truly yours,
H. H. SANGEB, President.

Mr. Lord, does this correspondence indicate that Mr. Sanger and
his board of directors were exercising their free, independent, and
untrammeled judgment about the dividend?

Mr. LORD. I would think so, knowing that board of directors,
Mr. Pecora.

Mr. PECOEA. Who were the members of the board, knowing them
as you did?

Mr. LORD. Just a minute. I will get them for you. [After exam-
ining papers.] Do you want a list of the board of directors of the
National Bank of Commerce at that time ?

Mr. PECORA. Yes.
Mr. LORD. Frank W. Blair, Harry C. Bulkley, Harry S. Coving-

ton, Harry V. Earhart, George E. Fink, Harry S. Finkenstaedt,
Burch Foraker, Edsel B. Ford, John H. French, George K. Hebb,
Carlton M. Higby, Charles H. Hodges, James Inglis, James B.
Jones, Samuel E. Kingston, Charles A. Kinney, George H. Klein,
Charles F. Lambert, Dwight B. Lee, myself, Alving Macauly, Fran-
cis C. McMath, Charles S. Mott, Edwin H. Nelson, John E. Eussell,
Murray W. Sayles, Henry H. Sanger, Allan Shelden, Hal H. Smith,
Oscar W. Smith, John N. Stalker, John M. Toolin, Carl V. Tuttle,
Charles B. Warren, L. A. Young.

Mr. PECORA. HQW many of those directors were also directors at
that time of the group—quite a few of them, weren't there?

Mr. LORD. Yes; quite a few, sir.
Mr. PECORA. Were all of these directors also stockholders of the

group?
Mr. LORD. They had to be.
Mr. PECORA. Were they substantial stockholders?
Mr. LORD. Some of them.
Mr. PECORA. Which of them were substantial stockholders ?
Mr. LORD. Mr. Mott was probably the most substantial and Mr.

Edsel B. Ford, both of whom were directors.
Mr. PECORA. HOW about Mr. Blair?
Mr. LORD. Mr. Blair was a fairly substantial stockholder. I do

not know what holdings he had at the time.
The CHAIRMAN. The committee will take a recess until 10:30 in

the morning.
(Whereupon, at 4:15 p.m., Tuesday, Dec. 19, 1933, an adjourn-

ment was taken until tomorrow, Wednesday, Dec. 20, 1933, at
10:30 a.m.)

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



4268 STOCK EXCHANGE PRACTICES

COMMITTEE EXHIBIT NO. 1, DECEMBER 19, 1933

ABTICLES OF ASSOCIATION OP GUARDIAN DETROIT GKOUP, INC.

We, the undersigned, desiring to become incorporated under the provisions
of Act No. 84 of the Public Acts of 1921, entitled "An Act to provide for the
organization, regulation, and classification of domestic corporations; to pre-
scribe their rights, powers, privileges, and immunities, to prescribe the condi-
tions upon which corporations may exercise their franchise", etc., do hereby
make, execute, and adopt the following articles of association, to wit:

ARTICLEI

The name assumed by this association, and by which it shall be known in
law is Guardian Detroit Group, Inc.

ARTICLE II

This corporation intends to proceed under Section 1, Chapter 1, Part 1.
of the above act.

ARTICLE III

The purpose or purposes of this corporation are as follows: To acquire,
own, hold, dispose of, and deal in stocks, bonds, and other evidences of indebted-
ness and securities including those issued by any corporation, domestic or
foreign, and to possess and exercise in respect thereto all the rights., powers,
and privileges of individual owners thereof including the right to vote the same
and to execute proxies therefor.

ARTICLE IV

Principal place where company will operate is Detroit, in the County of
Wayne, State of Michigan.

Address of main office in Michigan is Penobscot Building, Detroit.

ARTICLE v

The total capital stock authorized is Seven Million Five Hundred Thousand
Dollars.

The amount subscribed is One Thousand Dollars.
The amount paid in is One Thousand Dollars.
The number of shares of common stock is 150,000 of the par value of Fifty

Dollars each.
Amount of common stock, paid for in casb is One Thousand Dollars.
The amount of actual capital, in cash or property or both, which this cor-

poration owned and possessed at the time of executing these articles is One
Thousand Dollars.

ARTICLE VI

The term of this corporation is fixed at Thirty years.

ARTICLE VII

Names of stockholders, their residences, and shares subscribed by each are:
Henry E. Bodman, 20 McKinley Place, Grosse Pte. Farms, Mich 1
Edsel B. Ford, 100 Lake Shore Road, Grosse Pte. Shores, Mich. 1
John C. Grier, Jr., 8100 East Jefferson Avenue, Detroit, Mich 1
Sherwin A. Hill, Northville, Mich 1
Ernest Kanzler, 2501 Iroquois Avenue, Detroit, Mich 1
Robert O. Lord, 17 McKinley Place, Grosse Pte. Farms, Mich 12
Fred T. Murphy, 17620 East Jefferson Avenue, Grosse Pointe, Mich 1
Phelps Newberry, 36 Cloverly Road, Grosse Pte. Farms, Mich 1
James L. Walsh, 8161 East Jefferson Avenue, Detroit Mich 1

ARTICLE VIII

The officers and directors for the first year of the corporation's existence
are as follows:
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DIRECTORS

Henry E. Bodman, Penobscot Building, Detroit, Mich.
Bdsel B. Ford, Ford Motor Co., Dearborn, Mich.
John C. Grier, Jr., Penobscot Building, Detroit, Mich.
Sherwin A. Hill, Union Trust Building, Detroit, Mich.
Ernest Kanzler, Penobscot Building, Detroit, Mich.
Robert O. Lord, Penobscot Building, Detroit, Mich.
Fred T. Murphy, Penobscot Building, Detroit, Mich.
Phelps Newberry, Penobscot Building, Detroit, Mich.
James L. Walsh, Penobscot Building, Detroit, Mich.

OFFICERS

Henry E. Bodman, chairman of the board, Penobscot Building, Detroit, Mich.
Robert O. Lord, president, Penobscot Building, Detroit, Mich.
John C. Grier, Jr., vice president, Penobscot Building, Detroit, Mich.
James L. Walsh, vice president, Penobscot Building, Detroit, Mich.
Phelps Newberry, vice president and treasurer, Penobscot Building, Detroit,

Mich.
Lewis K. Walker, secretary, Penobscot Building, Detroit, Mich.
Arthur H. Vogt, assistant treasurer, Penobscot Building, Detroit, Mich.
Robert C. Lehman, assistant secretary, Penobscot Building, Detroit, Mich.

ARTICLE LX

The holders of the stock of this corporation shall be individually and
severally liable (in proportion to the number of shares of its stock held by
them respectively) for any statutory liability imposed upon this corporation
by reason of its ownership of shares of the capital stock of any bank or
trust company.

This corporation reserves and shall have the right from time to time
upon the affirmative vote of three fourths of its directors to issue and dispose
of all or any of its unissued or increased stock for the purpose of acquiring
stock of banks or trust companies, without offering to the stockholders of
this corporation for subscription any of the stock so to be disposed of.

In witness whereof we, the parties designated as provided by law by the
parties associating, as shown under article VII of these articles, for the
purpose of giving legal effect to these articles, hereunto sign our names this
Oth day of May, A.D. 1920.

HENRY E. BODMAN,
JOHN C. GRIER, Jr.,
ROBERT O. LORD.

STATE OF MICHIGAN,
County of Wayne, ss:

On this 9th day of May, A. D. 1929, before me, a Notary Public in and for
said County personally appeared Henry E. Bodman, John C. Grier, Jr., and
Robert O. Lord known to me to be the persons named in, and who executed
the foregoing instrument, and severally acknowledged that they executed the
same freely and for the intents and purposes therein mentioned.

JOSEPH F. WEBB, Jr.,
Notary Public, Wayne County, Michigan.

My commission expires November 19, 1929.
This is to certify that at the organization meeting of the incorporators of

Guardian Detroit Group, Inc., a corporation to be formed under Act 84, Public
Acts of 1921, of the State of Michigan, as amended, held this 9th day of May,
1929, the following resolution was unanimously adopted and that the under-
signed was elected to act and did act as Secretary of said meeting:

" Resolved, That Henry E. Bodman, John C. Grier, Jr., and Robert O. Lord
be, and they are hereby, designated to sign and acknowledge the Articles of
Association of Guardian Detroit Group, Inc., for themselves and for the
remainder of the incorporators of said corporation.

" JOHN O. GRIER, Jr.,
" Secretary of the Organization Meeting of QuarWkm Detroit Group, Inc."
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