
STOCK EXCHANGE PEACTICES

FRIDAY, DECEMBER 22, 1933

UNITED STATES SENATE,
SUBCOMMITTEE OF THE COMMITTEE

ON BANKING AND CURRENCY,
Washington, D.C.

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

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

Present also: Ferdinand Pecora, counsel to the committee; Julius
Silver and David Saperstein, associate counsel to the committee; and
Frank J. Meehan, chief statistician to the committee.

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

Mr. PECORA. IS Mr. Stalker here ?
Mr. STALKER. Yes, sir.
Mr. PECORA. Take the stand, please.
The CHAIRMAN. Mr. Stalker, please come forward, 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 subcommittee. So help
you, God.

Mr. STALKER. I do.

TESTIMONY OF JOHN XT. STALKER, GROSSE POINTS SHORES, MICH.

Mr. PECORA. Mr. Stalker, were you at one time connected with a
banking institution known as the Union Guardian Trust Co. in
Detroit, Mich.?

Mr. STALKER. I was.
Mr. PECORA. In what capacity?
Mr. STALKER. After the Union Guardian Trust Co.—well, I might

say first that I was with the old Union Trust Co., which later
changed its name to Union Guardian Trust Co. at the time of con-
solidation with the Guardian Trust Co. At that time I was elected
president of the combined institutions. Prior to that time I was
execuive vice president of the Union Trust Co.

Mr. PECORA. When was the Union Trust Co. consolidated with the
Guardian Trust Co.?

Mr. STALKER. AS of the close of business March 31, 1930.
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Mr. PECORA. And you were then made president of the enlarged
institution, which was then called the Union Guardian Trust Co.?

Mr. STACKER. That is right.
Mr. PECORA. And that trust company was one of the unit banks of

the Guardian Detroit Union Group, Inc., wasn't it?
Mr. STALKER. Yes, sir.
Mr. PECORA. HOW long did you continue as the president of the

Union Guardian Trust Co.?
Mr. STALKER. Until January of 1932.
Mr. PECORA. Did you then severyour connection with the bank, or

were you then made some other officer?
Mr. STALKER. I was made vice chairman of the board.
Mr. PECORA. Who succeeded you as president?
Mr. STALKER. Mr. Longley.
Mr. PECORA. HOW much of the capital stock of the Union Guard-

ian Trust Co. was owned by the Guardian Detroit Union Group, Inc. ?
Mr. STALKER. All except directors' qualifying shares.
Senator COUZENS. When did they purchase the Union Trust Co.,

or did they own them at the time of the consolidation?
Mr. STALKER. The Union Trust Co. was a unit of the Union Com-

merce Corporation, and the Guardian Trust Co. was a unit of the
Guardian Detroit Group.

Mr. PECORA. Then those two holding companies became consoli-
dated on December 16,1932.

Mr. STALKER. I think that was the date; yes, sir.
Mr. PECORA. I show you a photostatic copy of a letter which has

been introduced in evidence and marked " Committee Exhibit No. 6,
December 19,1933 ", which purports to be a copy of a letter addressed
to you under date of June 4,1930, by Mr. Kobert O. Lord, who then
was president of the Group. Will you look at it and tell me if you
recall that letter.

Mr. STALKER (after looking at the photostat). I believe that is a
correct copy, sir.

Mr. PECORA. NOW, there also has been introduced in evidence here
a letter marked " Committee Exhibit No. 7, December 19, 1933 ",
which I now show you. I ask you if you recall having written the
original of that letter to Mr. Lord in reply to this letter to you
marked " Committee Exhibit No. 6 "?

Mr. STALKER (after looking at letter). Yes, sir. Now, may I just
review this letter?

Mr. PECORA. Yes; certainly.
Mr. STALKER (after reading letter). Here it is.
Mr. PECORA. I also want to show you another letter which has

been received in evidence here as Committee Exhibit No. 8, December
19,1930, and which purports to be a copy of a letter written by you to
Mr. Lord under date of June 26,1930. Will you look at it and tell us
if you recall having written the original of that letter to Mr. Lord?
And you might also read it so that you may acquaint yourself or
refresh your mind as to its contents.

Mr. STALKER (after looking at letter). I remember it, sir. And
now I will read it. [After reading the letter.] Here it is.

Mr. PECORA. What is your answer?
Mr. STALKER. Yes, sir.
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Mr. PECORA. NOW, Mr. Stalker, you will notice that in the letter
addressed to you under date of June 4, 1930, marked " Committee
Exhibit No. 6 ", you were asked as the chief executive head or presi-
dent of the Union Guardian Trust Co., to have your board declare a
dividend at the rate of 5 percent for the quarter ending June 30,
1930, and the reply you made to that letter, evidenced by committee
exhibit no. 7, was, in part, to the effect that a quarterly dividend of
5 percent was more than the bank had earned in that quarter. Now,
will you tell the subcommittee what conversations or other Com-
munications passed between you and Mr. Lord, or any other officer
or officers of the Group, with regard to the declaration of this
dividend?

Mr. STALKER. I would find it hard to do that, Mr. Pecora. We
had conversations back and forth between the Detroit officers of the
Group more or less constantly in the matter of dividends, and other
matters were also discussed. I think that letter was intended to
place on record or confirm the substance of those conversations. I do
not believe I could add to it.

Mr. PECOKA. NOW, your letter of June 5,1930, marked " Committee
Exhibit No. 7 ", was written, apparently, on the same day that you
received Mr. Lord's letter dated June 4. And in this letter of yours
you say:

I presume a dividend of this amount—
Namely, 5 percent quarterly—

is necessary to the fulfillment of your plan, and the officers are prepared to
recommend it to the board.

Now, when you say you presume a dividend at that rate was neces-
sary to the fulfillment of Mr. Lord's plan what did you have in mind
in employing that language?

Mr. STALKER. Undoubtedly it was this: That the group contem-
plated a dividend of so much, and their office considered that our
share of that dividend would be the amount that was asked for. I
assume that was the situation.

Mr. PECORA. NOW, you also informed Mr. Lord in this letter as
follows:

However, as you are aware, a dividend of .this amount has not been earned.
That was the fact, wasn't it, that earnings justifying that rate of

dividend had not been earned in that quarter?
Mr. STALKER. I haven't the figures in mind, but I do not doubt the

accuracy of the statement.
Mr. PECORA. YOU also said:
The officers-

Meaning the officers of your bank, undoubtedly—
are prepared to recommend it to the board.

That is to say, recommend the declaration of a 5-percent quarterly
dividend. Now, why were the officers prepared to recommend the
declaration of a dividend at a rate exceeding the earnings of the
bank?

Mr. STALKER. Of course, we were relying on our undivided profits
account. You see, the earnings of any institution vary from year
to year, and from quarter to quarter, and such portions of earnings
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as are not paid out in dividends accumulate in the undivided profits
account, which are available for dividends if it is desired to pay
them.

Mr, PECORA. Well, the undivided profits account is also available
for the setting up of reserves, and so forth, against losses, and
against depreciation in the portfolios of banks, isnT it ?

Mr. STALKER. Yes, sir.
Mr. PECORA. And in the mid-summer, or rather in June of 1930,.

economic conditions and banking conditions were such that you, as
an experienced bank officer, felt that those undivided profits should
be very carefully conserved, didn't you?

.Mr. STALKER. Yes. Of course, I was trained for a good many
years along lines that were rather conservative in the matter of
payment of dividends. Back in the old Union Trust Co. we used
to figure that paying out about half of our earnings was what we
should do. I think that is a fair statement in general.

Mr. PECORA. And you have never had occasion to regret the caution
of the atmosphere in which you were trained in banking circles^
have you?

Mr. STALKER. Nobody these days regrets any conservatism he
ever had.

Mr. PECORA. Was there any special reason why you departed from
that conservatism in June of 1930 ? Please tell us, if there was any
such special reason, what that reason was.

Mr. STALKER. O I course, my point of view was this: The matter
of determination of dividend was a matter for board action; and in
connection with the consideration of the June 30 dividend by the
board, it was the duty of the officers to lay the facts frankly liefore
the board, as we did, and leave the decision to them.

Mr. PECORA. But in this particular instance, apparently, you did
more than that. According to your letter to Mr. Lord of June 5
you stated that the officers were prepared to recommend to the board
the declaration of the dividend at the rate suggested by Mr. Lord.

Mr. STALKER. Yes, sir. We believed, or I can say for myself
that I believed, that providing we w e r e relieved in the latter jmrt
of the year of some part of that dividend, it would not be particu-
larly improper to dip into our undivided profits to the limited
extent necessary to cover that dividend.

Mr. PECORA. Why were you as the executive officer of the bank
prepared to recommend to your board at that time, in June of 1930,
the declaration of a quarterly dividend at a rate that you felt was
not justified by earnings.

Mr. STALKER. Well, there were several reasons. Among those
reasons there was this: The merger of the Guardian Trust Co. and
the Union Trust Co. was effected as of March 31. That consolida-
tion did not decrease the gross earnings of either institution, but
it did decrease their expenses. You see, there was a good deal of
overhead that was absorbed by bringing the two institutions to-
gether, so the natural tendency of that would be to increase net
earnings. Furthermore, it was always the rule with us that the
second half of the year was better so far as earnings were con-
cerned than the first half. That was true for this reason, that fees
on our trust business were, possibly sometimes monthly, and some-
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times quarterly, and sometimes semiannually, and even annually,
stnd annual fees tended to concentrate in December.

Senator COTJZENS. Was the portfolio of either the Guardian Trust
'Co. or the Union Trust Co. affected in any way by the consolidation?

Mr. STALKER. Not that I can recall, Senator Couzens. I do not
Tight at this minute remember any changes.

Senator COUZENS. In other words, the portfolio of the combined
Union Trust Co. and Guardian Trust Co. was as good and as strong
.-as the individual banks were standing alone?

Mr. STALKER. I believe so; yes, sir.
The CHAIRMAN. Wasn't it one of your ideas that you wanted to

retain such a status with the group that, in case you needed any
•assistance from them, you would be able to command it, and there-
fore you wanted to declare the dividends they desired?

Mr. STALKER. Well, I think I would rather express the situation
in this way, Senator Fletcher: That our unit, as I believe all units,
desired to cooperate fully with the group. We believed, or I
Relieved, at that time that the group idea was a good one, that it was
making for the strength of the units. We desired to cooperate fully.
We believed, and we were right in believing, that the group would
do all it could to assist us if we needed help.

Senator ADAMS. Well, the group owned, really, didn't it, 100 per-
cent ofyour stock?

Mr. STALKER. Except the qualifying shares.
Senator ADAMS. SO that they were in a position to tell you what

to do if they wanted to do it? That is, you did not have much
option about the matter, did you ?

Mr. STALKER. NO; except this, Senator Adams: That whatever the
stockholders might have decided to do, after all the directors were
independent men, who would be guided by their own judgment.

Senator ADAMS. That is true, but if they disregarded the request
•of the owners of the bank there were certain natural consequences.

Mr. STALKER. Well of course the stockholders of any institution
liave a right to select their board of directors.

Senator ADAMS. And if the stockholders of an institution give
their officers, who represent them, orders, or I might say make
requests, and of course requests are frequently orders, they are
expected to obey.

r. STALKER. Well-
Mr. PECORA (interposing). Were you consulted about the divi-

dend rate fixed by the Group to be paid to its stockholders ?
Mr. STALKER. I was at that time, Mr. Pecora, a member of the

"board of the Group.
Mr. PECORA. Yes; and the board of the Group had determined

upon a dividend at the rate of $3.20 per annum on its $20 par value
stock.

Mr. STALKER. Yes, sir.
Mr. PECORA. Did you approve of that?
Mr. STALKER. I have no doubt I did, but I could not recall posi-

tively.
Mr. PECORA. AS you now recall it did you approve of it unquali-

fiedly, or did you have any misgivings or doubts in your mind as
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to the wisdom of paying a dividend at the rate of about 16 percent
on the par value of the stock?

Mr. STALKER. Mr. Pecora, my acquaintance with the earning:
power and the ability to pay dividends of the various units that
comprised the Group was limited to my knowledge of the affairs
of the Union Guardian Trust Co.

Mr. PECORA. Which was the bank that you headed?
Mr. STALKER. Yes, sir. And, of course, that earning power—that

is, the ability of the Group to pay dividends—depended not upon
the earning power of any given institution but upon the earning-
power of the units as a whole.

Mr. PECORA. Of all the units?
Mr. STALKER. Yes, sir.
Mr. PECORA. YOU were only familiar with the dividend-paying

power of your particular unit bank?
Mr. STALKER. Yes, sir.
Mr. PECORA. Well, as a director of the Group weren't you kept

advised concerning the earnings of all the unit banks of the Group,,
so that you as a director could act with full knowledge on the matter
of dividend policy for the Group?

Mr. STALKER. Yes; and I do not want to have any misconception:
here, sir. The directors of the Group Co. were, of course, provided
with earnings statements of the units of the Group, which included
the Union Guardian Trust Co. and all other units. When I spoke-
of knowledge, I meant that particular and close information regard-
ing? earnings and reserves, which I had with respect to the Union?
Guardian Trust Co.

Mr. PECORA. Well, your letter of June 5, 1930, addressed to Mr-
Lord was really designed by you as a protest mildly expressed against
your bank being required to declare a 5 percent quarterly dividend,,
wasn't it?

Mr. STALKER. I would have preferred to have seen that dividend
less.

Mr. PECORA. Was that the thought you intended to convey by ai
gentle intimation to Mr. Lord in your letter ?

Mr. STALKER. Yes; I think that is a fair statement. I believed
that we should build up reserves more fully than we then were.

Mr. PECORA. Apparently at that time, as I understand your letter,,
your company was not setting up any reserves.

Mr. STALKER. That is true as of the first half of the year.
Mr. PECORA. And you thought it was an unwise policy?
Mr. STALKER. Yes, sir.
Mr. PECORA. Why didn't it set up reserves at that time?
Mr. STALKER. Well, our earnings were not sufficient at that time.

But we hoped that we would be able to set up reserves in the latter
half of the year.

Mr. PECORA. Didn't you as an experienced banker believe it wiser
to take enough of the earnings and put them in your undivided
profits account as would be the basis for the setting up of reserves,,
rather than to pay dividends ?

Mr. STALKER. If we had been operating as a sole and independent
unit,^ there is no doubt but what that would have been true. Of
course, we were a part of the group picture, and at the time we be-
lieved and I still believe, added greatly to the strength of the units-
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We also had savings in the matter of expenses resulting from the
merger, which we believed, and we were right in believing, would be
made effective in the latter part of the year.

Mr. PECORA. Would you say, on the basis of the answer that you
have just made, that it is your judgment this form of group banking;
has evils inherent in it?

Mr. STALKER. I do not know of any sort of banking that hasn't
evils inherent in it, any sort of banking that has been devised up to
date.

Mr. PECORA. I mean evils peculiar to group banking.
Mr. STALKER. Yes, sir; and also as to other banking.
Mr. PECORA. What are the evils that you recognize in this kind of

group-banking system?
Mr. STALKER. Chiefly this: That while I think the failure of any

unit is less likely to occur with the strength of the group behind ity
yet if failure does occur the effect is more disastrous.

Mr. PECORA. Because the failure would spread to the other units
in the system?

Mr. STALKER. There is always that danger.
Mr. PECORA. Well, that is no inconsiderable danger, is it?
Mr. STALKER. NO. Although, of course, I do not think anybody

at that time—and I certainly could not—conceive of any possible
likelihood of failure on the part of the Group or any of its units.

Mr. PECORA. For how long a period of time did the Group main-
tain this annual dividend disbursement at the rate of $3.20 a share?

Mr. STALKER. I could not say with certainty, sir.
Mr. PECORA. When* it was declaring a dividend at that rate, what

proportion of its earnings did that disbursement represent?
Mr. STALKER. I could not answer that question, either.
Mr. PECORA. I do not expect you to be able to answer it accu-

rately, but can you give us an approximation which would represent
your opinion? I am not asking you under oath to pin yourself
down to specific facts on that.

Mr. STALKER. Well, Mr. Pecora, I am not trying to avoid answer-
ing your question, but——

Mr. PECORA (interposing). I know that.
Mr. STALKER (continuing). But I would hesitate to attempt to

say. I had very little contact with the Group figures, and I just
would not attempt to say, sir. I think you doubtless have available
those figures.

Mr. PECORA. What knowledge did you, as a member of the Group's
board, possess which enabled you to act with any intelligence and
understanding of all the surrounding factors to express your judg-
ment on the matter of the dividend to be paid by the Group to its
stockholders?

Mr. STALKER. The reports of the officers of the Group which were
presented at the Group meetings.

Mr. PECORA. That gave you general knowledge at least of the
earnings of the Group?

Mr. STALKER. Yes.
Mr. PECORA. When the Group was declaring dividends at the rate

of $3.20 a share, couldn't you tell us, approximately, what proportion
of earnings that dividend rate represented?
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Mr. STALKER. I t might seem as if I ought to remember that very
distinctly, sir, but conditions changed, you know, so rapidly, there
were so many things going on, conditions that were true in one year
were not true the next, as you recall, and my recollection is merely
this, that in every case the dividend which was proposed seemed
to be amply covered by the earnings of the units. I do not believe
I could go further than that, sir.

Mr. PECORA. DO you mean by that that the earnings were sufficient
to pay the dividends?

Mr. STALKER. Yes.
Mr. PECORA. Wasn't it considered advisable to set up an undivided

profits account out of the earnings of the Group and make that
account as large as possible in view of the conditions that existed?

Mr. STALKER. I cannot answer for the Group accounts very much,
Mr. Pecora.

Mr. PECORA. That would lead me to feel, Mr. Stalker, that the
directors of the Group did not have, for some reason or other, the
knowledge of Group earnings and conditions surrounding each unit
in the Group to have enabled them to pass on dividend questions
of the Group with a full knowledge of all the facts. Am I correct
in that assumption?

Mr. STALKER. I would not want to convey that impression, sir.
At the meetings of the Group board there were submitted earnings
of each of the units, and those earnings were combined, the proposed
dividend was proposed, and the directors took action as to its ad-
visability. I cannot remember what each of those individual units
earned.

Mr. PECORA. NOW, from time to time, when the directors of the
Group met and discussed the matter of dividend to be declared on
its stock, were protests or objections of any kind received from any
of the unit banks either in writing or orally, which were laid before
the Group's board and fully discussed?

Mr. STALKER. I could not say whether there were or not. I do
not recall any at the moment. Yet there might have been. There
was a frank discussion of the problems of the Group at the Group
meetings.

Mr. PECORA. DO you recall any instance where you attended a
meeting of the board of directors of the Group at which there was
presented for the consideration of the directors a protest or pro-
tests of any unit banks with respect to the dividend) rate that such
banks were requested in behalf of the Group to declare?

Mr. STALKER. I do not recall any such, but I would not want to
say that it never happened.

Mr. PECORA. Were you present at any meeting of the board of
directors at which the protest embodied in your letter of June 5,
1930, was considered?

Mr. STALKER. I believe not.
Mr. PECORA. Doesn't it appear from this correspondence that the

procedure with regard to dividend policy of the Group and its re-
spective units was something in this fashion: The Group first deter-
mined the amount of dividend that it was going to pay on its stock
and then called upon the respective unit banks to declare such divi-
dends as would enable the Group to pay the dividend that it had
agreed upon to be paid to its own stockholders?
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Mr. STALKER. Whether or not that is putting the cart before the
horse I am not absolutely sure. I would be as willing to believe that
the Group officers considered the earnings of the various unit banks
and then determined from those earnings what dividend they could
Droperly pay. In fact, I do believe that that was the procedure

Mr. PECORA. Was that the procedure followed by the board of
directors of the Group ?

Mr. STALKER. I believe so.
Mr. PECORA. Well, have you any doubt in your mind as to whether

it was or not?
Mr. STALKER. NO ; I have not. But when I say
Mr. PECORA (interposing). Then will you tell me this, Mr. Stalker,

why was it, at the meeting of the board of directors of the Group at
which the board determined the rate of dividend or the amount of
dividend it was going to pay to its stockholders for the quarter
ending June 30, 1930, that your protest against the declaration of a
5-percent dividend for that quarter by your bank was not then
presented?

Mr. STALKER. I could not say.
Mr. PECORA. DO you recall any meeting of the board of directors

of the Group at which there was discussed dividend to be paid by
the Group for the quarter ending June 30, 1930?

Mr. STALKER. I nave no recollection of that meeting at all, sir.
Mr. PECORA. When you received the letter of June 4, 1930, from

Mr. Lord were you surprised at the request that your bank declare a
quarterly dividend of 5 percent?

Mr. STALKER. NO ; I was not, because our previous record of earn-
ings would apparently quite justify that dividend. You see, prior
to that time—prior to the merger—the Union Trust Co. had its own
bond department, which was a distinctly profitable department.

Mr. PECORA. I t was profitable to the extent of around $300,000 a
year, approximately, wasn't it ?

Mr. STALKER. Yes. As a part of the merger that bond department
was transferred to the Guardian Detroit Co.

Mr. PECORA. That was the securities affiliate of the Guardian
Detroit Bank?

Mr. STALKER. Yes, sir. I t seemed unwise—it was unwise—to run
two competing institutions doing the same type of business when one
could handle it better. So it seemed a perfectly proper move to
transfer that bond department to the Guardian Detroit Co., but it
did affect the earnings of the Trust Co.

Mr. PECORA. Affected them rather substantially?
Mr. STALKER. Yes, sir.
Mr. PECORA. What had been the amount of dividends paid by the

Union Trust Co. for the year preceding the time of its merger with
the Guardian Trust Co. ?

Mr. STALKER. I could not say with certainty, sir. I do not really
remember. I t was in that neighborhood. I can say that.

Mr. PECORA. Wasn't it at the rate of 4 percent per quarter?
Mr. STALKER. I t might have been. First we had added to the

Union Trust Co. the Guardian Trust Co., which might readily have
accounted for the increase from 4 to 5.
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Mr. PECORA. DO you know the amount in dollars and cents dis-
bursed as dividends by the Union Trust Co. during the 12 months
preceding its consolidation with the Guardian Trust Co. ?

Mr. STALKER. That would be for the year 1929, wouldn't it? I
don't recall, sir.

Senator COUZENS. When the Group Co., of which you were a
director, set up its .dividend rate, did they prepare a schedule of
what each unit was to contribute to that dividend ?

Mr. STALKER. There is no doubt in my mind, Senator, though I
don't recall that I ever saw those figures, that they considered the
earnings of each unit and considered what each unit might properly
pay.

Senator COUZENS. YOU never saw a schedule, then, of what each
unit was to contribute to the group dividend?

Mr. STALKER. I have no doubt that schedules were brought into
the board meetings, though I don't definitely recall.

Senator COUZENS. DO you recall what the Union Guardian Trust
Co.'s share of the Group's dividend was to be ?

Mr. STALKER. Well, I think each dividend was considered by
itself.

Senator COUZENS. I mean with respect to any specific dividend
then.

Mr. STALKER. I think that this particular dividend that we are
discussing now

Senator COUZENS. Yes.
Mr. STALKER. The suggestion was that the Union Guardian Trust

Co. pay 5 percent of its capital.
Senator COUZENS. Yes. Well, what share was that toward the

Group dividend? What percentage of the Group dividend was
that?

Mr. STALKER. Well, let's see. As I recall it, there was about a
million—I can only give some rough figures.

Senator COUZENS. We understand that.
Mr. STALKER. Yes. As I recall it, there were^ about a million and

a half shares of Group stock outstanding. $3.20 a year would be
80 cents a quarter. That would be $1,200,000. Five percent of the
Union Guardian Trust Co.'s capital would be $250,000. I think those
figures are right.

Senator COUZENS. SO that your share1 would be somewhere about
one fifth, is that right?

Mr. STALKER. That would be about right; yes, sir.
Mr. PECORA. Mr. Stalker, in your letter of June 5, 1930, where

you stated that the officers of your bank were prepared to recommend
to your board the declaration of a 5 percent dividend for that quar-
ter—I withdraw that question.

After you wrote your letter of June 5,1930, to Mr. Lord, in which
you stated that the officers of your bank were prepared to recommend
to your board the declaration of a quarterly dividend of 5 percent,
did your board meet and consider the request contained in Mr. Lord's
letter of June 4?

Mr. STALKER. Yes, sir.
Mr. PECORA. Did they act favorably at their first meeting after

the receipt of the letter of June 4 upon the suggestion therein con-
tained?
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Mr. STALKER. I believe so.
Mr. PECORA. Did they act favorably at the very outset?
Mr. STALKER. Well, I cannot remember, Mr. Pecora, the details

of the discussion. The whole matter was proposed to the board.
The board was furnished with statements. The matter was dis-
cussed, I suppose, as those matters were always discussed. I have
no recollection of any particular comment or discussion on it from
any individual. And the stock was voted.

Senator COUZENS. DO I understand you to mean when you said
that they passed upon the dividend that the reports had not been
submitted?

Mr. STALKER. The reports of the Union Guardian Trust Co. were
always submitted, sir.

Senator COUZENS. Well, I understood you in your answer a while
ago to say that in the discussion of this dividend you required the
submission of the reports of earnings.

Mr. STALKER. NO. Of course, we did not have at the time that
dividend was declared the full earnings for the month of June.

Senator COUZENS. YOU say the meeting was held during the
month of June?

Mr. STALKER. We did have complete earnings for the preceding 5
months.

Senator COUZENS. SO that the picture was not complete when they
approved of the dividend?

Mr. STALKER. Not entirely complete, but practically so.
Senator COUZENS. Was your letter to Mr. Lord presented to the

board of directors for discussion?
Mr. STALKER. I don't know that it was.
Senator COUZENS. Well, you recommended to the board that they

•approve of the 5 percent dividend, did you not?
Mr. STALKER. I probably did, sir. I don't recall.
Senator COUZENS. But you did not present to the board your pro-

test, mildly put to Mr. Lord in your letter, did you ?
Mr. STALKER. That protest, Senator Couzens, I think should be

considered in this way: I desired to call the attention of the Group's
officers to the fact that we were not building up reserves as I believed
we should. Now, I did not see any particular objection to declaring
that one dividend of the rate requested, provided our situation was
clearly understood by the Group officers and provided we got the re-
lief in the latter part of the year which I asked for.

Senator COUZENS. Yes, but I am anxious to know whether you sub-
mitted to the board of directors when they declared this dividend
the fact that you were not setting up any reserves and that you had
presented the facts to the Group officers ?

Mr. STALKER. The fact that we were not setting up any reserves
was known to our board.

Senator COUZENS. Did you emphasize it?
Mr. STALKER. Well, it was clearly stated, sir. Each month at our

board meetings we had a very complete statement of earnings and
expenses which was submitted to the board. That statement showed
all the earnings, all the expenses, charges to undivided for losses and
charges to undivided for reserves. I t gave a complete picture of the
entire earnings situation.
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Senator COTXZENS. But you did not tell the board of directors that
you had written Mr. Lord that you thought the dividend was exces-
sive?

Mr. STALKER. I might have said so. I really cannot remember.
Senator COTXZENS. But in spite of that you recommended the divi-

dend be paid?
Mr. STALKER. I have no doubt that I recommended it. I don't

recall that, either.
The CHAIRMAN. HOW many of these 5 percent dividends did yora

pay?
Mr. STALKER. That was the last one.
The CHAIRMAN. And then what was the next?
Mr. STALKER. Four percent.
The CHAIRMAN. And then after that ?
Mr. STALKER. Four percent. Following that two and a half.
The CHAIRMAN. When was the two and a half paid ?
Mr. STALKER. The following year.
The CHAIRMAN. SO the dividends went down year after year ?
Mr. STALKER. Yes, sir.
The CHAIRMAN. The depression was on then ?
Mr. STALKER. I t was indeed; yes, sir;
Mr. PECORA. I t was on in 1930, too, wasn't it, also ?
Mr. STALKER. Yes, sir. But, of course, we were looking for pros-

perity around the corner.
Senator COTTZENS. Are you looking for it now ?
Mr. STALKER. NO, sir.
Mr. PECORA. Mr. Stalker, would you, as the executive head of your

bank in June 1930, on your own judgment and feeling with respect to*
what the dividend rate should have been, have recommended to your
board or would you have favored the declaration of a 5 percent
quarterly dividend by your board if you had been left to the exercise*
of your own untrammeled judgment?

Mr. STALKER. If we had been an independent institution I would!
certainly have not.

Mr. PECORA. YOU would have recommended a declaration of ai
dividend at a rate lower than 5 percent at that quarter ?

Mr. STALKER. Yes, sir.
Mr. PECORA. HOW much lower?
Mr. STALKER. Well, that is a pretty hard question, sir. You see.,

that decision would have had to have been reached in the light of
all the circumstances at the time. And I do want to bring this-
fact out, that if the Union Guardian Trust Co. or the Group were*
a manufacturing concern, not dependent for its existence upon the1

confidence of the public, I believe it is a perfectly safe statement
to say that dividends would haye been drastically and immediately
reduced right after the crash.

Mr. PECORA. Just a moment—do you mean by that that in the*
case of banks the declaration of dividends is based, among other
things, on the factor of retaining or preserving or increasing the*
confidence of the depositors in the bank?

Mr. STALKER. NO; but we were not under normal conditions at
the time. At that time, as you recall, there was a great deal of public
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unrest. Banks were failing. People were hoarding money. There
were rumors around everywhere that this bank and that bank was
in a dangerous position. If anjr given institution, no matter how
strong, had suddenly stopped dividends or reduced them drastically,
it might easily have precipitated a run on that institution. Euns will
start from almost nothing, and they grow like snowballs.

Mr. PECORA. Was that in your mind when dividends were declared
by your board during the depression period?

Mr. STALKER. I had it in my mind; yes, sir.
Mr. PECORA. Then, dividends were declared at a rate not justified

by the earnings partly to bolster up public confidence or the confi-
dence of your depositors in your bank?

Mr. STALKER. I would not say they were not justified by earnings,
sir. I do not think the Group Co., for instance, declared dividends
which were not covered by earnings. In the particular case that
you mention the Trust Co. had to draw on undivided profits to pay
a portion of that dividend.

Mr. PECORA. I t would not have done that normally if it had been
an independent bank instead of a unit in a group, would it?

Mr. STALKER. I can only speak for myself. I would not favor it.
Mr. PECORA. Why did your board in the spring and summer of

1930 depart from its theretofore commendable policy of setting aside
a portion of earnings to the account of undivided profits in order
to take care of necessary reserves ? Why was that done in the year
1930?

Mr. STALKER. Well, I think it was just this way: The dividend
had become a more or less fixed institution.

Mr. PECORA. Why?
Mr. STALKER. From the course of years of practice. And we had

a loss in earnings. We all hoped and believed that was a temporary
loss. We did not believe that it would continue.

Mr. PECORA. But in view of the fact that you had had losses to a
degree exceeding those that you experienced in normal times, didn't
that make it all the more necessary and imperative to set up a fund
from which reserves could have been taken for losses?

Mr. STALKER. I t made it desirable, but, of course, you will bear
this in mind, that our good fortune in the past, because we were
lucky enough to have encountered previously very few losses, had
resulted in our accumulating a very substantial amount of undivided
profits.

Senator COTJZENS. HOW much?
Mr. STALKER. I just do not want to say at that time, Senator.
Senator COUZENS. Approximately?
Mr. STALKER. Well, with all the good will in the world, Senator, I

am not just clear enough on those figures. You see, I had no chance—
have had no chance—to review any of the statements of the institu-
tion since those days; and since the closing of the holiday I had no
records and have no access to the information of the Trust Co.

Senator COTTZENS. Were the undivided profits a million dollars?
Mr. STALKER. I believe probably Mr. Pecora has the exact figures

here.
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Mr. PECORA. The exact figures here for the year ending December
31, 1929, were only $402,000.

Mr. STALKER. And have you got the figures for the year follow-
ing, sir?

Mr. PECORA. 1930—$293,406.
Mr. STALKER. We had not only undivided profits but of course

reserves.
Mr. PECORA. NO, wait; I read the wrong item. The undivided

profits at the close of business on December 31, 1930, according to
the annual report of the Group marked in evidence here as " Ex-
hibit No. 36 " of the Union Guardian Trust Co., was $732,000.

Mr. STALKER. There were reserves in addition to that which did
not appear in the undivided profits picture.

Mr. PECORA. There were reserves, according to this annual report,
of $293,000.

Senator COTJZENS. Had you not been required to pay the 5 percent
dividend how much would you have set aside for the reserve, have
you any idea?

Mr. STALKER. Well, it is a little hard, looking back for 3 years,
to say what I would have done if I had done something else, sir. I
don't know.

Senator COTJZENS. YOU have no figures in your mind now?
Mr. STALKER. NO, I have not.
Mr. PECORA. NOW, I notice, comparing the annual reports of your

bank as of the close of business on December 31, 1930, with the.close
of business as of December 31, 1931, that at the end of 1930 your
/surplus was $5,000,000 and at the end of 1931 it was $2,500,000;
whereas at the end of the year 1929, the first fiscal year preceding
your entry into the group, your surplus was ?% million dollars.

Mr. STALKER. That was accounted for, Mr. Pecora, by the fact
that the Union Trust Co. owned the Union Trust Building, as it was
then called, and had an investment of about 5 million dollars of its
own money in that building. At or about the time of the merger
that 5 million dollars was declared out as a special dividend payable
in the stock of the building company, which depleted the surplus
by 5 million dollars.

Mr. PECORA. When was that done?
Mr. STALKER. At or about the time of the merger.
Mr. PECORA. Why was that done at that time ?
Mr. STALKER. We did not believe that the stock of a building com-

pany was a proper asset to continue to hold in the trust company.
Mr. PECORA. NOW, in view of that very substantial depreciation in

the surplus account, didn't you think it was unwise to declare the
dividend that was requested by the group as of the end of June
1930?

Mr. STALKER. NO. Haven't I already testified
Mr. PECORA (interposing). You cut that surplus account down by

two thirds?
Mr. STALKER. Yes. Of course, that cutting down of the surplus

was more apparent than real, Mr. Pecora, because, as a matter of
fact, it consisted of the ownership of the building, which was not,
as we believed, a proper banking asset to continue to hold.
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Senator COUZENS. That conclusion has turned out to be correct?
Mr. STALKER. I t has.
The CHAIRMAN. Still that went to the public as a surplus in the

Trust Co.?
Mr. STALKER. That was the reason: that we took it out, Senator.

Believing that we should not report to the public that we had so
much surplus that consisted of the ownership of a building, we took
it out.

The CHAIRMAN. What had been your dividend prior to this 5
percent?

Mr. STALKER. I believe for the preceding year it was 4 percent
quarterly, but I am not sure of that. I think that was it.

Mr. PECORA. Four percent quarterly or 16 percent a year.
The CHAIRMAN. The effect of this procedure and practice and

policy of the Group to fix these dividends at about 16 percent on their
stock and then raise it by requiring dividends from the units was to
impress the public with the solid financial condition of the Group,
and that reflected in a measure on the banks, and that policy, to-
gether with the policy with reference to bills payable, gave an
enhanced value to the stock of the Group ?

Mr. STALKER. I don't think, Senator, there was any director of
the Group Co. who believed that the strength of the group organiza-
tion was overstated to the public. I did not belieive so.

Mr. DECORA. Well, whether it was overstated or not, were not the
facts embodied in Senator Fletcher's question to you the actual facts?

Mr. STALKER. Might I have that question again, please?
Mr. PECORA. Yes, because I think you should listen to that as a

comprehensive question.
The SHORTHAND REPORTER (reading) :
The effect of this procedure and practice and policy of the group to fix these

dividends at about 16 percent on their stock and then raise it by requiring
dividends from the units was to impress the public with the solid fianancial con-
dition of the group, and that reflected in a measure on the banks, and that
policy, together with the policy with reference to bills payable, gave an
enhanced value to the stock of the group?

Mr. STALKER. When we use the expression, Senator, "enhanced
value ", it is not absolutely clear what that means. You mean more
than it should have been ?

The CHAIRMAN. Yes, I mean exaggerated value.
Mr. STALKER. Well, speaking for myself, I did not think at that

time that the reports to the public gave an exaggerated idea of the
value of the group stock. I can best prove that fact by stating that
I continued, simple-mindedly as I did, to buy group stock after that
time, which I would not have done if I had not thought it was worth
as much as it was selling for.

Senator COUZENS. What is your occupation now, Mr. Stalker?
Mr. STALKER. I have none.
Senator COUZENS. Did you get out of the bank when the banks

closed?
Mr. STALKER. Yes, sir. When I say I have none, Senator, I have

organized a little company, but we haven't any business yet to
speak of.
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Mr, PECORA. Mr. Stalker, I notice in your letter of June 5, 1930,
to Mr. Lord you also said this:

In addition to that—

and the pronoun " that" refers to the previous sentence where you
said—
However, as you are aware, a dividend of this amount has not been earned—
in addition to that, the Trust Co. is setting up no reserves, and we feel that
is not as it should be.

Who were the " we " ?
Mr. STALKER. The officers of the Trust Co.
Mr. PEOORA. Then why didn't the officers set up the reserves when

in their judgment it should have been done?
Mr. STALKER. At that particular time the earnings were not avail-

able for the purpose. That is the reason for bringing the situation
to Mr. Lord's attention.

Mr. PEOORA. Well, was it because there was any suggestion by the
Group or anyone in the Group to your board that no reserves snould
be set up ?

Mr. STALKER. NO.
Mr. PECORA. Apparently it was the judgment of yourself and the

other officers of the bank that reserves should be set up ?
Mr. STALKER. Yes.
Mr. PECORA. Then why wasn't it done?
Mr. STALKER. At that time—I think I have testified to this be-

fore—at that time the earnings were not sufficient to do so. How-
ever

Mr. PECORA (interposing). Then if the earnings were not sufficient
to set up reserves, why did you, out of those reduced earnings, in-
crease your dividends ?

Mr. STALKER. May I repeat a little bit what I think I have pre-
viously testified? We had several considerations in mind. One of
them was the recent merger between the Guardian Trust Co. and the
Union Trust Co., which we believed would result in better net earn-
ings. There was the further fact that the latter half of the year,
in the experience of the Union Trust Co., was always distinctly bet-
ter than the first half of the year. We believed and hoped that, the
second half of the year we would set up the reserves which ought to
be set up.

Mr. PECORA. Well now, Mr. Stalker, didn't you know that in
June 1930?

Mr. STALKER. Didn't I know what, sir?
Mr. PECORA. What you have just stated.
Mr. STALKER. Yes.
Mr. PECORA. Why didn't you let each quarter take care of itself on

the matter of the dividend to be declared for each quarter ?
Mr. STALKER. Because the earnings of the Trust Co., Mr. Pecora,

do not come in in even quarters the way interest comes in, for in-
stance. A considerable number of our fees are charged either semi-
annually or annually, and on the annual fees the tendency is for them
to concentrate in the summer of each year.

Mr. PECORA. Why, as a matter of fact, you said in this letter of
June 5,1930:
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Were our earnings sufficient to justify the dividends at the annual rate of
20 percent, we would not raise the question of a loss in income from the bond
department, but under the circumstances we feel that the Trust Co. is entitled
to and must have some relief the latter part of the year.

Mr. STALKER. And we got it.
Mr. PECORA. In what way?
Mr. STALKER. The dividends were reduced the latter part of the

year from 5 percent quarterly to 4 percent quarterly.
Mr. PECORA. NOW, isn't it a fact that one of the considerations, and

perhaps the most important and the most persuasive consideration,
that actuated your board in adopting the suggestion of the group
in June 1930 to declare a dividend at the rate of 5 percent for that
quarter, was that it was felt by you and your officers and your board
that you were more or less under the duty of carrying out the sug-
gestion of the group ?

Mr. STALKER. I would not put it quite that way.
Mr. PECORA. TO what extent would you tone that statement down?
Mr. STALKER. I would say this, sir, that the officers and directors

of the Union Guardian Trust Co. desired to cooperate fully in the
work of the Group Co.

Mr. PECORA. That is another way virtually of stating what I said,
isn't it?

Mr. STALKER. Well, there may be that much difference.
Mr. PECORA. And that actuated the board at all subsequent times

in the declaration of its dividends, did it not?
Mr. STALKER. I would not want to convey the impression, Mr.

Pecora, that the board lost at any time its right of independent
action.

Mr. PECORA. Whether it lost its right of independent action, did
it exercise its right of independent action?

Mr. STALKER. First, to determine that question, you have to get
into the minds of the individual members of the board, but from
my knowledge of those men I cannot believe that they would vote for
a dividend which they did not believe was a proper dividend to
pay. They are not the type of men who would do that.

Mr. PECORA. Isn't that exactly what they did do in declaring
the dividend rate in June 1930?

Mr. STALKER. NO, sir; I believe in the light of all the circum-
stances, by which I mean the probability of betterment of conditions
in the latter part of the year, we were all looking for a turn in the
tide, as you probably remember.

Senator COUZENS. AS a matter of fact, Mr. Stalker, isn't it the
general practice that the board of directors have to rely largely on
the recommendations of their officers?

Mr. STALKER. That is true, Senator Couzens, to the extent that
they have to depend on them for information about the condition
of the company.

Senator COUZENS. Oh, and also on recommendations as to policy,
do they not?

Mr. STALKER. I would suppose that they pay attention to that,
Senator.

Senator COUZENS. They obviously must have confidence in their
officers, or they would not have them, would they?

Mr. STALKER. True.
175541—34—PT 9 15
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Senator COUZENS. SO they automatically, as a matter of fact, have
to rely upon the recommendations of the officers ?

Mr. STALKER. But not exclusively.
Senator COUZENS. NO; I know, but as a matter of fact, they do.

And so the directors at that time may not have been said to have
been under the domination or the influence of the Group, yet it is
apparent that you had agreed prior to the meeting, notwithstand-
ing your own views, to recommend to the board that they pay this
dividend.

Mr. STALKER. I would like to again say, if I may, Senator Couzens,
that the letter I wrote to Mr. Lord was not directed exclusively at
the matter of this particular dividend. I wanted to bring out before
him the question of the earning situation of the trust company, the
fact that we desired relief the latter part of the year, which we got.

Senator COUZENS. What was the date again that you were taken
out of the presidency and Mr. Longley was put in ?

Mr. STALKER. I think it was in January of 1932.
Senator COUZENS. What was that done for ?
Mr. STALKER. I would not know that.
Senator COUZENS. Who did it ?
Mr. STALKER. I will tell you all I know about it, sir. Hal

Smith, who was one of our directors, called me into his office one
day and said that it had been proposed that it would be desirable
for Mr. Longley to assume the presidency and for me to be vice
chairman of the board, and I said, "All right."

Mr. PECORA. In view of the fact that all of the capital stock, with
the exception of the qualifying shares for directors of your bank
was owned by the Group, didn't you and your associate officers
virtually feel that you were the employees of the Group ?

Mr. STALKER. NO.
Mr. PECORA. AS a matter of fact, were you not that, in substance if

not in form ?
Mr. STALKER. That would assume that our directors were rubber

stamps.
Mr. PECORA. I said the officers.
Mr. STALKER. I know; but I meant the officers were working for

the directors and under their control and I would not
Mr. PECORA. And the directors were chosen by the stockholders;

and the only stockholder was the Group ?
Mr. STALKER. Correct. Nevertheless^ that does not mean that any

director is a rubber stamp. I don't think our directors were rubber
stamps.

Mr. PECORA. AS a matter of fact, though, didn't you, as the execu-
tive head of the bank, feel that your tenure depended more or less
upon your satisfying the Group ?

Mr. STALKER. I never spent an awful lot of time thinking about
my own situation, to tell ypu the truth.

Mr. PECORA. I t was not necessary to spend a lot of time thinking
about it, in view of the fact being so patent that it did not require
much thought to impress the fact upon your mind; is not that so?

Mr. STALKER. I am not just quite sure about the question, but I
will state it in this way: We had directors of the Trust Co. who
I believed and still believe were interested in the affairs of the com-
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pany. I was accountable to them. That is where I began and about
where I stopped.

The CHAIRMAN. They were all interested in the group, were they
not?

Mr. STALKER. Some of them were directors of the group, and
some were not.

The CHAIRMAN. I gained the impression as indicated by my ques-
tion to you a moment ago, and I do not wonder that you bought
stock in the group when you realized that they had the power, and
exercised it, to tax the units so as to pay their dividends.

Mr. STALKER. Of course it would have been a very foolish thing
for me, Senator, to have bought stock in a concern that was being
bled. I would not have done that.

The CHAIRMAN. They were not being bled. They got their divi-
dends by assessing the units.

Mr. STALKER. But the group itself had no earnings except such
as were derived from the units. Now, if I had* believed that the
condition of the units was being generally imperiled by excessive
dividends I would certainly not have bought more stock in the group.

Mr. PECORA. The board declared its 5 percent quarterly dividend
in June 1930 and forwarded the dividends accruing to the group as
the sole owners of the stock of your bank in time to enable the
group to pay its dividend for that quarter, which it did on or about
June 16. 1930?

Mr. STALKER. I have not the date, but otherwise your statement
is correct.

Mr. PECORA. In other words, after your board declared its 5 per-
cent quarterly dividend and paid it to the group, you wrote this
letter of June 26, 1930, to Mr. Lord, which is marked as an exhibit
in this hearing, as of December 19,1933, and in this letter you said,
among other things, as follows:

As against $500,000 in dividends wnieh we are paying the first 6 months of
this year our earnings will probably not run over $425,000, and that is without
setting up any reserve 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.

Why did you write that to Mr. Lord?
Mr. STALKER. TO have it a matter of record.
Mr. PECORA. And also because those were the facts?
Mr. STALKER. Yes, sir; as I believed and now believe.
Mr. PECORA. This letter was written within 2 weeks after the

date when the dividend of 5 percent for that quarter was paid by
your bank to the Group. Was it that circumstance that left your
bank on June 26, 1930, unable to provide or set up reserves that
were then urgently required?

Mr. STALKER. That would be a factor in the situation.
Mr. PECORA. Then I still marvel that if your board were exercising

independent judgment in connection with this dividend declaration
it did not reject the suggestion of the, Group with regard to the
dividend that your bank should declare.

Mr. STALKER. Of course they were motivated, without doubt, by
the decreased expenses which we expected would result from the
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merger of the two trust companies and by the increased earnings
that were customary at the latter half of the year, and also

Mr. PECORA. With regard to that, let me remind you that ypur
letter of June 26, 1930, to Mr. Lord also said this, about the latter
part of the year:

Mr. Blair and I are of the opinion that for the last half of this year dividend
aggregating $400,000, or at the annual rate of 16 percent, is the maximum that
this company should undertake to pay.

Mr. STALKER. We wanted to get those dividends reduced so that
ŵe could set up reserves which we thought we ought to. have.

Mr. PECORA. YOU knew then that your earnings were decreasing,
did you not ?

Mr. STALKER. NO.
Mr. PECORA. They had been decreasing, had they not? You had

lost approximately $300,000 a year through the transfer of your
bond business to the Group, had you not?

Mr. STALKER. That was an accomplished fact. That was a non-
recurring loss, so to speak.

Mr. PECORA. And you had been well aware of the fact that re-
serves wene urgently required and found yourselves unable to
provide them; and in the face of that condition you paid the divi-
dend at the increased rate. That is so, is it not?

Mr. STALKER. I do not think it was an increased rate when you
add together the dividends previously paid by the Guardian Trust
and the Union Trust. I have not got the figures before me, but I
think that would be just about the rate those trust companies had
been paying.

Mr. PECORA. The last dividend that was declared by the Union
Guardian Trust Co. was declared for the quarter ending March 31,
1932, was it not?

Mr. STALKER. I believe so.
Mr. PECORA. That dividend amounted to $50,000 cash, did it riot?
Mr. STALKER. Yes.
Mr. PECORA. Did the condition of the bank at that time justify

the payment of any dividend?
Mr. STALKER. Looking back now
Mr. PECORA. NO; the conditions as you knew those conditions to

be then?
Mr. STALKER. YOU get there the question of loss of public confi-

dence through a drastic change in dividend action.
Mr. PECORA. Was it because of the fear of the public or the fact

that the confidence of your depositors in the bank would be seriously
affected that the bank in March 1932 declared that dividend?

Mr. STALKER. I cannot speak for our directors, Mr. Pecora, but
I know that that was certainly in my mind.

Mr. PECORA. Was it the moving factor in your mind in favor of
the declaration of the dividend in March 1932?

Mr. STALKER. I t was.
Mr. PECORA. Could you not tell from the discussion that you

heard that the meeting of your board in regard to the declaring of
this dividend in March 1932 whether or not that was also in the
mind of your associate directors ?
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Mr. STALKER. I cannot remember very much about the discussion
of that dividend. I t was a small one. I cannot remember the dis-
cussion at all, to tell you the truth.

Mr. PECORA. The condition of the bank in March 1932 was very,
very unfortunate, was it not ?

Mr. STALKER. It was. Our assets were badly frozen. We be-
lieved our assets were sound, but they were frozen.

Mr. PECORA. In the exercise of your own soundest judgment at
that time were you in favor of the declaration of any dividend?

Mr. STALKER. From the standpoint of—well, I will put it this
way—we were not particularly concerned about the earning aspect,
Mr. Pecora; that is, we had every confidence that with conditions
restored, as we hoped they would ultimately be

Mr. PECORA (interposing). Were you still declaring dividends for
a 2-year period of time based upon hopes for the future ? Had not
those hopes sunk pretty low by that time ?

Mr. STALKER. The longer you are in going through a depression,
the nearer you are to getting out on the other side, supposedly.

Mr. PECORA. And as you were getting deeper and deeper into it
you tried more and more to lift yourselves by your own boot straps
out of it?

Mr. STALKER. NO. But what I was about to say was this: In the
case of that dividend or other dividends at that time, the earning
aspect of it did not concfern us particularly. I t was mor6 the cash
aspect of it. The amount of cash that we took out of the Trust Co.
was relatively insignificant, only $50,000. You could lose more in 10
minutes through some stockholder's loss of confidence than the entire
dividend amounted to.

Mr. PECORA. Why was not that considered by the Group itself
in determining their dividend policy for that period ?

Mr. STALKER. I was not a member of the Group board at that time.
Mr. PECORA. When did you cease being a member of the Group

board ?
Mr. STALKER. I speak from memory here. I am not too ^ure of

this, Mr. Pecora, but I think it was about the first of 1931.
Mr. PECORA. Did you get out as a member of the Group board

voluntarily, or was it at some one's suggestion ?
Mr. STALKER. I think—in fact, I know—that they were reducing

the membership on that board. I t was considered to be too large.
Mr. PECORA. And you were one of those that were dropped ?
Mr. STALKER. Yes, sir.
Senator COTTZENS. When you got out of the presidency of the

Union Guardian Trust Co. what reason did Mr. Smith give you for
desiring the change in the presidency ?

Mr. STALKER. He did not give any.
Senator COUZENS. And you did not ask for any ?
Mr. STALKER. I did not.
Senator COUZENS. Were you conscious of any reason?
Mr. STALKER. NO; not particularly.
Senator COTJZENS. YOU did not have much curiosity about your

future, when a change took place like that, without having any inti-
mate knowledge of your own or without being advised of any reason.
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Mr. STALKER. Of course, the situation as I sensed it was this, that
Mr. Longley was considered to be better qualified to handle problems
of the Trust Co. under the situation as it existed than I was.

Senator COXJZENS. Was that conclusion reached) by the group
board ?

Mr. STALKER. There were a number of people, I judge, that were
of that opinion, and it was far from me to dispute it.

Mr. PECORA. What was Mr. Longley's business or occupation at
that time ?

Mr. STALKER. At that time he was already vice chairman of the
board.

Mr. PECORA. NO; what was his business or occupation?
Mr. STALKER. He was an attorney.
Mr. PECORA. A lawyer. I t had then reached the point where it

was considered that a lawyer would make a better president of the
bank than a banker ?

Mr. STALKER. Possibly in the case of a good lawyer and a bad
banker, he might.

Mr. PECORA. YOU had not shown yourself to be a bad banker, judg-
ing by the record of your institution prior to becoming a unit of the
group. I do not want you to pin medals on yourself, but is not
that the fact ? The record of your institution under your presidency,
prior to your becoming a unit in the group, was one that you could
be proud of?

Mr. STALKER. Well, I am not so proud of it now as I was once.
Mr. PECORA. But you were proud of it, and justifiably proud of

it, up to the time the bank became a group unit, were you not?
Mr. STALKER. Up to that time I was not president; I was merely

an executive vice president. Mr. Blair was president of the bank.
Mr. PECORA. YOU were president in 1929 sometime, according to

Mr. STALKER. Oh; I guess you are right there. I think I was
elected at or about the time that it was agreed to be desirable to merge
the Guardian Detroit Group and the Union Commerce Corporation.

Mr. PECORA. Had the affairs of your bank in March 1932, or in the
early part of 1932, when you ceased being its president and were
succeeded by Mr. Longley, reached a stage or condition where a
lawyer was considered more useful to the bank as its executive head
than a banker?

Mr. STALKER. He evidently was.
Mr. PECORA. I am not casting any aspersions on lawyers now.
Senator COUZENS. Perhaps I would if I were examining you.
Mr. PECORA. I do not know anything about Michigan lawyers.

Is this the fact, Mr. Stalker, that in view of the set-up of the
group and the relationships of the unit banks to that group it was
considered imperatively necessary in order to sustain the confidence
of the public and of the depositors in the various unit banks of the
group as well as in the group itself, for the group to continue to
pay dividends and hence for the unit banks to continue to pay divi-
dends to the group ?

Mr. STALKER. I t was considered desirable.
Mr. PECORA. Was it not virtually rendered necessary as a matter

of policy in order to retain the confidence of depositors and of the
public stockholders of the Group?
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Mr. STALKER. Of course it is a very difficult question for any man
sitting on the inside of an institution to determine what the public
on the outside of the institution think about it.

Mr. PECORA. IS not that what you have been telling us? That is
what the Group board and officers as well as the unit boards and
officers were doing—they were thinking of the public reaction?

Mr. STALKER. I spoke for myself, Mr. Pecora; but I have no doubt
that there were others who thought the same.

Mr. PECORA. I t was that necessity of preserving the confidence of
the depositors in the unit bank and of the stockholders in the Group
that made it necessary to declare dividends when otherwise they
would not have been declared?

Mr. STALKER. I do not want to have any misconception here, sir.
I am not prepared to say it was necessary to declare dividends. I
think that in determining on the declaration of dividends they were
believed to be justified by the circumstances at the time. Considera-
tion was given tp the fact that you would by so doing avoid upsetting
public confidence and perhaps precipitating runs which might wreck
the institutions.

Mr. PECORA. Did you attend as a member any meetings of the
board of directors of the Group at which there was discussed the
form and the contents of the annual reports put out from time to
time by the Group ?

Mr. STALKER. I did.
Mr. PECORA. Can you tell this committee, therefore, the reason

why the Group at no time in its annual reports included therein a
statement of those units of the Group that did not consist of banks.

Mr. STALKER. NO ; I would not be in position to testify on that. I
suppose it was this way, that the Group was primarily an organiza-
tion whose units were banks and trust companies. I t was in the
tanks and trust companies that the public was chiefly interested.
I would surmise that to be the purpose.

Mr. PECORA. Were not the stockholders of the Group interested
in all of the units of the Group, including those units that did not
consist of banks ?

Mr. STALKER. Undoubtedly.
Mr. PECORA. Then why were not the stockholders of the Group

permitted to know at any time through the medium of reports is-
sued to them by the Group the condition of those units that were
not banks ?

Mr. STALKER. I have not before me, Mr. Pecora, any of those
annual reports.

Mr. PECORA. Suppose I take a few of them and put them before
you for whatever consideration you want to give them in answering
these questions [handing documents to the witness].

Mr. STALKER. I note here a reference as I read to the Union Title
& Guaranty Co. This is on the first page I come to •

Mr. PECORA. Which report are you looking at ?
Mr. STALKER. 1931. I will read this, Mr. Pecora:

Total operating loss of affiliated institutions, other than banks and trust com-
panies, amounted to $542,957.68, equal to 35 cents per share. During the fourth
quarter drastic economies were effected in all of these companies which should
result in larger future earnings regardless of any increase in business activities.
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That does not seem to be withholding any information.
Mr. PECORA. IS it giving to the stockholders or to the public the

full information with regard to the condition of each unit corpora-
tion that was not a bank?

Mr. STALKER. NO. Of course the length of the report—this is a
long report as it is; 47 pages

Mr. PECORA. I t would have to be a long report, because the Group
had so many units.

Mr. STALKER. I t is a 47-pag;e report, but there is a clear indica-
tion here what the net operating results of these units other than
banks and trust companies were; and any stockholder was welcome
at any time to inquire about the condition of any unit.

Mr. PECORA. We know that any stockholder is entitled or welcome
to inquire at any time; but why should it be left to individual
stockholders to make inquiry when the information could have been
furnished to them as part of the annual report of the Group ?

Mr. STALKER. The stockholders all had notice of what the result
was. If they were not satisfied or if they desired further informa-
tion we would probably have heard from it or the Group would have
heard from it.

Mr. PECORA. What reason can you give, as a director of the Group,
for not having included in the annual reports of the Group a balance
sheet statement for each of the nonbank units of the Group similar
in form and content to the balance sheet statement embodied in the
annual report for those units that were banks ?

Mr. STALKER. Less important and less interesting.
Mr. PECORA. Don't you think a stockholder would be just as much

interested in learning the financial condition of each and every unit,
whether it was a bank unit or not?

Mr. STALKER. With a banking institution the thing that a stock-
holder, I believe, looks at first would be the deposits, the undivided
profits, their cash resources, and liquid resources. Those are the
most interesting things, to my way of thinking, in a bank statement,
and those are the things which a stockholder looks at first.

Mr. PECORA. But the stockholders of this Group were not bank
stockholders, were they? They were stockholders in a group which
included in its combination not only banks but nonbanking units.

Mr. STALKER. I will rephrase my answer, sir. The stockholders
of the Guardian Detroit Union Group, Inc., in looking at this state-
ment or any similar report that might be made, would be chiefly
interested, in my opinion, in connection with the unit banks and
trust companies in the cash and liquid resources which those banks
had; whereas in the case of the nonbanking units I would think
they would be chiefly interested in the net earnings.

Senator COTJZENS. Are the net earnings stated for the nonbanking
units ?

Mr. STALKER. Yes, sir. I just read it, Senator. Shall I read it
again ?

Senator COTJZENS. For each unit?
Mr. STALKER. NO ; the combination.
Senator COTJZENS. Why would they not be interested in each unit

rather than the combination of units ?
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Mr. STALKER. I suppose they would; but there are limitations of
space in a report that is going to be read.

Senator COTJZENS. When you filed your annual statement with the
secretary of state or the securities commission did you show the same
figures as are indicated in the annual report?

Mr. STALKER. I would not know anything about that, Senator.
I was not an active officer of the group at any time.

Mr. PECORA. Will you let me see that report from which you have
read the statement?

(The paper referred to was handed to Mr. Pecora.)
Did you know, Mr. Stalker, that for the year 1930 the group

reported to the Michigan Securities Commission, in accordance with
the laws of the State of Michigan requiring it to make a report, that
for that year 1930 there was a deficit sustained by the group of
$39,387.57?

Mr. STALKER. If I knew of it, I had forgotten it.
Mr. PECORA. Did you know that in the report which the Group

filed with the Michigan Securities Commission for the year 1931 it
showed a deficit for that year of $288,930.33?

Mr. STALKER. If I knew that, I had forgotten it. May I inquire
whether those are operating deficits or whether they are after losses
and charge-offs ?

Mr. PECORA. I will show you a photostatic copy of the report filed
by the Group with the Michigan Securities Commission for the year
1930 [handing a paper to the witness]. You can see from the face of
the report itself what it shows.

Mr. STALKER. I never saw this report before. They would appear
to be operating figures.

Mr. PECORA. In this annual report for 1930 the Group informed
the Michigan Securities Commission that it had sustained a deficit
for the year 1930 of $39,387.57; that statement being reported under
an item reading " Statement of profit and loss account for the past
12 months."

Mr. STALKER. Correct.
Mr. PECORA. Mr. Lord, will you come up for a moment, please?

TESTIMONY OF ROBERT 0. LORD—Resumed

Mr. Lord, I want to show you this document purporting to be a
photostatic reproduction of the annual report for the year 1930 filed
with the Michigan Securities Commission by and on behalf of the
Detroit Guardian Union Group, Inc. Will you look at it and tell me
if the reproduction of the signature reading "Robert O. Lord"
appearing thereon is your signature?

Mr. LORD. That is my signature.
Mr. PECORA. IS that a true and correct copy of the report ?
Mr. LORD. I would say so.
Mr. PECORA. I offer it in evidence.
The CHAIRMAN. Let it be admitted.
(Photostatic reproduction of Annual Eeport of Guardian Detroit

Union Group, Inc., for the jrear 1930, filed with the Michigan Se-
curities Commission, was received in evidence, marked " Committee's
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Exhibit No. 54, Dec. 22, 1933 ", and will be found printed in full at
the end of today's transcript.)

Mr. PECORA. While you are still on the stand, Mr. Lord, I show
you this other document which purports to be a photostatic repro-
duction of the annual report for the year 1931 filed by the Guardian
Detroit Union Group, Inc., with the Michigan Securities Commis-
sion, in accordance with the laws of the State of Michigan, and ask
you if you recognize it to be a true and correct copy of such report.

Mr. LORD. I would judge so. I t has my signature.
Mr. PECORA. The signature appearing thereon reading " Eobert O.

Lord " is in your handwriting ?
Mr. LORD. Yes, sir.
Mr. PECORA. That is, it is a reproduction of your handwriting?
Mr. LORD. I t is.
Mr. PECORA. I offer it in evidence.
The CHAIRMAN. Let it be admitted.
(Photostatic reproduction of Annual Report of Guardian Detroit

Union Group, Inc., for the year 1931, filed with the Michigan Securi-
ties Commission, was received in evidence, marked a Committee's
Exhibit No. 55, Dec. 22, 1933 ", and will be found printed in full at
the end of this transcript.)

Senator COTJZENS. What did it show?
Mr. PECORA. I t showed a deficit of $288,930.33.
I want to show you this other document that purports to be a

photostatic copy of the annual report for the year 1932 filed by and
on behalf of the Guardian Detroit Union Group, Inc., with the
Michigan Securities Commission in accordance with the laws of the
State of Michigan. Will you look at it and tell me if you recognize
it to be a true and correct copy of such a report so filed ?

Mr. LORD. That is not my signature.
Mr. PECORA. IS that a true and correct copy of the report ?
Mr. LORD. I assume it is; I do not know.
Mr. PECORA. I offer it in evidence.
The CHAIRMAN. Let it be admitted.
(Photostatic copjr of Annual Report for the year 1932 filed by

the Guardian Detroit Union Group, Inc., with the Michigan Securi-
ties Commission, was received in evidence, marked " Committee Ex-
hibit No. 56, Dec. 22, 1933," and will be found printed in full at
the end of this transcript.)

The CHAIRMAN. Whose signature is it, Mr. Lord?
Mr. LORD. I have no idea.
Senator ADAMS. Whose name is it?
Mr. LORD. My name is signed, but it is not my signature.
Mr. PECORA. There is a signature on this report reading " Robert

O. Lord " over the printed word " President", and also a signature
on this report reading " C. H. Haberkorn, Jr." over the printed word
" Secretary." You say the signature reading " Eobert O. Lord " is
not in your handwriting?

Mr. LORD. Yes.
Mr. PECORA. DO you recall signing the annual report?
Mr. LORD. I do not recall signing it. I may have signed an annual

report, but I did not sign that. That is not my writing.
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Mr. PECORA. DO you recognize the signature reading " C. H.
Haberkorn, Jr.," as being in the handwriting of Mr. Haberkorn?

Mr. LORD. I t is not.
Mr. PECORA. DO you know in whose handwriting the signature

reading " Eobert O. Lord " is?
Mr. LORD. I do not.
Mr. PECORA. Or the signature reading " C. H. Haberkorn, Jr." ?
Mr. LORD. NO, sir; I do not.
Senator ADAMS. Did you authorize anybody to sign your name

to* those documents ?
Mr. LORD. I don't recall it. That may possibly be an office copy

that was simply filed.
Mr. PECORA. This we obtained from the county clerk's office, where

the original is on file.
Mr. LORD. That is not my signature.
Senator ADAMS. IS that a verified signature?
Mr. PECORA. Yes, sir. This report is sworn to under date of

February 28. 1933. I am referring now to the 1932 report. I t is
sworn to beiore Pauline P. Mosher, notary public. Do you know
Pauline P. Mosher?

Mr. LORD. Mrs. Mosher, I believe, was Mr. Haberkorn's secretary,
but that is not my signature, nor is it Mr. Haberkorn's signature.

Mr. PECORA. DO you recognize any of the handwriting of those
signatures?

Mr. LORD. May I look at it again? [After examining paper.]
I do not know Mrs. Mosher's signature, so I could not say I recog-
nize it.

Mr. PECORA. YOU know that under the laws of the State of Michi-
gan you, as president of this Group, were required to sign and verify
and file with the commission, and in the county clerk's office, an
annual report?

Mr. LORD. I have always understood so.
Mr. PECORA. DO you recall having signed, sworn to, and caused

to be filed an annual report, as president of the Group, for the
year 1931?

Mr. LORD. I do not recall one way or the other.
Mr. PECORA. What is that?
Mr. LORD. I do not recall it; no.
The CHAIRMAN. Can you look at that report and signify whether

now you think it is a correct report?
Mr. LORD. I do not know, Senator. I assume it is a photostatic

copy of the record that was filed.
Mr. PECORA. This report, if the committee please, reports a deficit

for the Group for the year 1932 of $714,331.26.
Now, have you any reason to doubt the correctness of the statement

appearing on committee's exhibit 56, which is the annual report
for 1932 filed on behalf of the Group, and which shows a deficit
of $714,331.26 for the year 1932?

Mr. LORD. NO ; I have not any reason to doubt it.
Mr. PECORA. Have you reason to doubt the accuracy of the figures

shown on the annual report for 1931, which is marked " Committee's
Exhibit No. 55", and which reports a deficit of $288,930.33 for
the year?
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Mr. LORD. NO ; I have no reason to doubt it.
Mr. PECORA. Have you any reason to doubt the accuracy of the

statement shown in the annual report for 1930, which is marked
" Committee's Exhibit No. 54?"

Mr. LORD. NO.
Mr. PECORA. And which reports a deficit for that calendar war

of $39,387.57.
Mr. LORD. NO ; I have not any reason to doubt it.
Mr. PECORA. Mr. Lord, were a n y of these deficits reported to the

stockholders of the Group in any report or statement issued by the
Group to them?

Mr. LORD. I would have to pheck that very carefully. I would
say not.

Mr. PECORA. Why not? Why wasn't it done?
Mr. LORD. Mr. Pecora, I would have to go over the entire state-

ment and check it to be able to answer it properly. The figures for
the annual report, and the figures of that report—those that I
signed—were prepared by the Group's accounting department, com-
petent men, and I had no reason to question the accuracy of the
figures.

Mr. PECORA. What figures are you talking about now, the figures
shown in the printed annual reports issued to stockholders ?

Mr. LORD. I am talking about both the figures in the printed
annual report and the figures in the report to the State of Michigan.

Senator COTJZENS. After signing the report to the State commis-
sion showing a loss, when you came to sign the 1930 annual report,
would you not notice that there was nothing shown in the report to
indicate that the Group had suffered a loss ?

Mr. LORD. I do not recall the date of that report for 1930.
Mr. PECORA. Are you referring to the report filed with the Michi-

gan Securities Commission?
Mr. LORD. Yes. I do not recall the date of it.
Senator COUZENS. I t was for the calendar year, was it not?
Mr. PECORA. I will give you the date of it. [After examining

papers.] I will have to take that statement back. The report does
not have any date, nor does it appear to have been sworn to, for the
year 1930. That is another thing that somewhat mystifies me,
although the printed form furnished by the Michigan Securities
Commission required to be filled out, requires its being sworn to by
the officers signing it. Do you know why you did not swear to the
1930 report filed with the Michigan Securities Commission ?

Mr. LORD. I have no idea. The reports are prepared in the
accounting department, and brought to me for signature, and I sign
them.

The CHAIRMAN. This report, exhibit 56, was the last you made.
Mr. LORD. I did not hear you, Senator.
The CHAIRMAN. This exhibit no. 56
Mr. LORD. What year is that?
The CHAIRMAN. I t is sworn to the 27th day of February 1933.
Mr. LORD. That was the last report that was made so far as I

know.
Mr. PECORA. Let me read this portion of the form of the printed

annual report for 1930, which the Michigan Securities Commission
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required to be signed and sworn to by the president and secretary
of your company [reading] :

We, the president and secretary of the Guardian Detroit Union Group, Inc.,
do solemnly swear that the above statement is true to the best of our knowledge
and belief, and that this report has been carefully filled out and fully and
correctly exhibits the true state of the several matters contained, as shown
by the books of the company.

You signed that report immediately under that portion of the
statement that I have read to you. When you signed it, did you know
the report to correctly exhibit the true state of the several matters
that are set forth in the report ?

Mr. LORD. I assumed it did.
Mr. PECORA. The form of the oath required to be taken, or the

form of verification, rather, required by this form
Mr. LORD. TO the best of my knowledge and belief it was a correct

statement, Mr. Pecora.
Mr. PECORA. DO you know why you did not swear to it?
Mr. LORD. I have not any recollection. There certainly was no

intention to avoid swearing to it, not the slightest.
Mr. PECORA. I notice, from exhibit no. 55, that the annual report

for 1931, which you say was signed by you, likewise was not sworn
to, although the form required that it be sworn to.

Mr. LORD. There was not any reason why it should not have been
sworn to, and I do not know why it was not.

Mr. PECORA. I notice that the report for 1932, which bears your
name and Mr. Haberkorn's name as secretary—which signatures
you say are not the signatures either of yourself or Mr. Haberkorn—
is sworn to, although not signed by you.

Mr. LORD. I have not any idea how it was done, because I did not
sign it.

Mr. PECORA. Did you have any attorney or attorneys who pre-
pared these reports for filing with the Michigan Securities Com-
mission?

Mr. LORD. I assume the reports are prepared, or were prepared
in the accounting department.

Mr. PECORA. Were the formalities of the filing of these reports
and the execution by its executive officers, supervised or attended
to by attorneys for the company or for you ?

Mr. LORD. I do not recall whether they were in those cases or not.
Mr. PECORA. I ask you again what I asked you a few minutes

ago. Why was not the deficit of $39,387.57 that is shown in the
annual report of your group filed with the Michigan Securities
Commission, reported to the stockholders of the group ?

Mr. LORD. Mr. Pecora, I would have to study the annual report
for 1930 and check it with the figures in order to explain the reason
why it was not reported.

Senator COUZENS. Does that deficit occur after dividends or before
dividends?

Mr. LORD. I do not know, Senator. I would have to consult the
officers

Senator COUZENS. May I ask, Mr. Pecora, if that statement filed
with the Michigan Securities Commission, showing a deficit of
some $39,000, was

Mr. LORD. That is after dividends.
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Senator COUZENS. After dividends?
Mr. LORD. Yes.
Senator COUZENS. YOU said previously that you did not know.
Mr. LORD. I did not understand your question. I t was after

dividends.
Mr. PECORA. I t is after dividends, apparently, because the report

shows on its face that dividends for the year 1930 were paid in the
aggregate sum of $4,930,991.28.

Senator COUZENS. SO, the payment of that dividend created a
deficit?

Mr. PECORA. Yes.
Senator COUZENS. Does the report show any figures as to what

the earnings were of that year?
Mr. PECORA. I t shows income as follows: Interest and discount,

$39,905.07; dividends received or accrued, $5,123,372.60; profits on
sales of securities, $16,796.88. As against those items of income, the
following expense items are shown: Miscellaneous expense, $67,-
155.84; interest paid $121.88; insurance, $1,039.56; stationery, print-
ing, and office supplies, $17,942.26 ;adyertising, $39,900.32; salaries,
$86,575.95; taxes, other than Federal income, $75,735.03; dividends,
common stock, $4,930,991.28* making a total of expenses, and so
forth, of $5,219,462.12.

Mr. LORD. Mr. Pecora, may I try to explain? So far as my under-
standing is concerned, in the matter of the signatures on these re-
ports, if I understand it, the original report is sent to Lansing, and
these office copies which you have here, photostats, I believe, are
the ones that are filed in the Detroit office, and I believe that if you
go to the Lansing office you will find the report in complete and
proper form, so far as the signatures and acknowledgments are con-
cerned. That is the only explanation I could give for those two
signatures, which are neither mine nor Mr. Haberkorn's.

Mr. PECORA. That is a plausible explanation, and probably the
correct explanation.

Mr. LORD. I think it is the correct explanation.
Senator COTJZENS. Would you please explain what you mean in

this report by " dividends received or accrued " ? You mean they
are accrued after the declaration, or before?

Mr. LORD. Senator, I would have to ask one of the accountants
about that. My guess would be that they were all dividends
received.

Senator COTJZENS. Can someone here explain to me what " divi-
dends accrued " means in that report?

TESTIMONY OP W. A. EUBANK, DETROIT, MICH.

The CHAIRMAN. 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. EUBANK. I do.
Mr. PECORA. Just one or two preliminary questions, Mr. Eubank.

Were you at any time connected with the Guardian Detroit Union
Group, Inc. ?

Mr. EUBANK. Yes, sir; from about August of 1930 until along in
the summer of this year.
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Mr. PECORA. In what capacity?
Mr. EUBANK. I had charge of the accounting.
Mr. PECORA. NOW, will you answer Senator Couzens' question?
Senator COUZENS. Will you explain what that means on the annual

report, showing the dividends received and accrued?
Mr. PECORA. May I suggest, Senator, so that the record will not

show any confusion as to which Annual Report ^ou mean, that you
are referring to the annual report marked " Exhibit No. 54 "?

Senator COUZENS. Yes.
Mr. EUBANK. For one thing, a bank may have declared a dividend

as of December 31, and mailed their check on December 31, which
we did not receive until the first day we were operating at the begin-
ning of the year.

Senator COUZENS. HOW would you get advice of the accrued
dividends in that event?

Mr. EUBANK. They would advise us by letter.
Senator COUZENS. That they had declared the dividend?
Mr. EUBANK. I will not say in every case. We had a good under-

standing that the dividends would be paid, and I presume every one
was confirmed by letter. We certainly had a basis for every accrual
that we picked up, and off hand I do not recall a single instance
where I took as an accrual something that we did not receive.

Senator COUZENS. YOU mean that you did not receive later ?
Mr. EUBANK. Within a few days.
Senator COUZENS. I t would have been received
Mr. EUBANK. I t was just a matter of delay in the mails and getting

the checks in. I t is physically impossible sometimes, where a bank
waits until the last day to mail a check, to put it through on our
books the same day.

TESTIMONY OF ROBERT 0. LORD—Resumed

Senator COUZENS. Mr. Lord, I am unable to find in this 1930
report

Mr. PECORA. That is the printed annual report to the stockholders?
Senator COUZENS. The one I have just been talking to Mr. Eubank

about. I am unable to find in this report any reference to the loss
that you reported to the Michigan Securities Commission, and yet
I find this on page 5 of the report under discussion. I find this
language

Mr. PECORA. That is Exhibit No. 36.
Senator COUZENS. I quote [reading] :
The policy of maintaining a highly liquid position is naturally reflected in

reduced earnings. Nevertheless your company earned more than sufficient to
pay during 1930 regular quarterly dividends at the rate of $2 per annum, and
an extra dividend at the rate of $1.20 per annum.

I assume that that is literally correct, according to the report
that you made to the Michigan Securities Commission, but the in-
ference is perfectly plain that in paying those dividends you did
not incur a loss, while the fact is that you did incur a loss.

Mr. LORD. Senator, all these figures come to me from the account-
ing department. I would have to check them very carefully before
being in a position to testify. I t would appear, on the face of the
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statement here, that the reference is made to the dividends them-
selves, which amounted to $4,930,000 and odd, against dividends re-
ceived of $5,123,000. I would like to check it. This is all beyond
my scope, and a matter of accounting, and I do not like to answer
the question without knowing that I am accurate in my reply.

Senator COUZENS. While you are looking that up, some of your
staff ought to find this out, because in the 1931 annual report which
you filed with the Michigan Securities Commission you show a
net deficit of $288,930.33, and having paid out $3,085,416.38 in divi-
dends; and in the 1931 printed reports which were mailed to the
public, on page 7,1 find the following (reading) :

For the year ended December 31, 1931, the net earnings of the banks and
trust companies of the Group, after all expenses of operation and after setting
aside adequate reserves for taxes and depreciation of banking quarters and
equipment, but before charge-offs, were $3,887,052.86, or at the rate of $2.51
per share on the 1,544,844 shares of the group stock $20 par value out-
standing.

This shows that you had a net earning.
Mr. LORD. Senator, just a minute
Senator COUZENS. But the report to the commission shows a loss.
Mr. LORD. That shows in the banks and trust companies.
Mr. PECORA. That means on the bank units.
Senator COUZENS. I am coming to that. I understand English,

and I understand the inference anyone gets from such a statement
as that. No reference is made there at all to the fact that the Group
as a whole—and this is a Group statement—showed any deficit for
the year 1931. That is perfectly plain. I understand it, and if
I were reading that report as a stockholder of the Group, I would
under no circumstances understand that you had sustained a loss of
over $288,000.

Mr. LORD. That statement refers to the banks and trust company
units in the Group.

Senator COUZENS. Yes; I understand.
Mr. LORD. The report in question is the report of the Group

corporation.
Mr. PECORA. But the annual report to the stockholders was also

a report of the Group, was it not?
Mr. LORD. Yes. I t was the report of the Group.
Mr. PECORA. Why did you then use that language in the 1931

report to the stockholders, that has been read to you by Senator
Couzens ?

Mr. LORD. Mr. Pecora, that language is a perfectly true statement.
Mr. PECORA. I t is a half truth, is it not, insofar as it purports to

give a picture of the Group as a whole ?
Mr. LORD. I would not say so. I t certainly was not intended as

a half truth.
Mr. PECORA. IS there anything in this annual report to the stock-

holders for the year 1931 that informs the stockholders of the &ct
that for the year the Group sustained a deficit or loss of $288,930.33 ?

Mr. LORD. I do not recall any such statement in that report; no.
Mr. PECORA. Why was that information, then, withheld in this

annual report to the stockholders from the Group ?
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Mr. LORD. I suppose it never occurred to us to put it in. I do not
know the reason. I would have to go back into the details and
study the figures.

Mr. PECORA. Suppose you go back into the details.
Mr. LORD. I t would take me considerable time to study these

figures.
Mr. PECORA. Was not this report gotten out as a matter of policy

by the group ?
Mr. LORD. Certainly it was gotten out as a matter of policy.
Mr. PECORA. And did that policy include the feature ox not advis-

ing the stockholders of the actual deficit or loss incurred by the
company, or the Group, rather, for that year 1931 ?

Mr. LORD. That is a very difficult question to answer, the way you
ask it. Did it include a feature not to do something?

Mr. PECORA. I asked it advisedly and purposely in that form, be-
cause I want your answer.

Mr. LORD. I do not know how to answer a question of that kind.
Mr. PECORA. I am assuming that there was some reason for not

telling the stockholders of the group, in the annual report of the
Group that was issued to them, that the company, for the year
1931, incurred a loss or deficit of over $288,000. Is that a false
assumption ?

Mr. LORD. I would not know whether it was or not.
Mr. PECORA. If you would not know, who in the world would

know?
Mr. LORD. Will you repeat the question, please ?
(The reporter read the pending question.)
Mr. LORD. I do not know of any reason for not telling them.

Perhaps it should have been put in the report.
Mr. PECORA. Why was it not put in the report ?
Mr. LORD. I do not know why it ^as not.
Mr. PECORA. If you do not know, who would know? You were

the executive head of the group. Now, if you do not know, who
would know?

Mr. LORD. The report was sent out after a full discussion of the
details of it and the form of it, by the executive committee.

Mr. PECORA. And you participated in such discussion.
Mr. LORD. I assume I did; yes, sir.
Mr. PECORA. Then, why can you not tell us why the deficit in-

curred for the year was not stated in the annual report issued by the
Group to its stockholders ?

Mr. LORD. I do not know why it was not.
Senator ADAMS. Mr. Lord, I had assumed that the purpose of the

formation of the group was to make profits. I t had no other
purpose than that?

Mr. LORD. I suppose that is the purpose of every business.
Senator ADAMS. Would it not seem, then, that the accomplishment,

or failure to accomplish the specific purpose would be one of the
things the stockholders would be interested in?

Mr. LORD. I would think so; yes. Probably we were at fault in
not including that detail.

Mr. PECORA. Would it not also seem that there was a studious
concealment

175541—34—PT 9 16
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Mr. LORD. NO, sir.
Mr. PECORA (continuing). From the stockholders of the Group,

of the fact that the Group, in the year 1931, operated in a. fashion
that incurred a loss or deficit of over $288,000?

Mr. LORD. I would certainly say not, sir.
Mr. PECORA. DO you think that if the Group, for the year 1931,

had made a substantial profit, that the amount of that profit, and
the fact of the making of that profit, would not have been mentioned
in the annual report to the stockholders?

Mr. LORD. I do not know whether it would have been or not.
Mr. PECORA. Oh!
Mr. LORD. But there certainly was no effort at concealment.
Senator COTTZENS. Mr. Lord has said there was no studious at-

tempt not to inform the stockholders, and yet for 3 successive years,
1930, 1931, and 1932, the annual report to the Michigan Securities
Commission showed substantial losses, and no report was ever made
to the stockholders to that effect, for 3 successive years. For the
year 1932 your, report showed a loss of $714,331.26, and no report
was ever made to the stockholders, nor for the two previous years.

Mr. LORD. There was no annual report made to the stock-
holders

Senator COTJZENS. Certainly not; and yet you say there was no
studious attempt to keep from the stockholders the fact that for
three successive years you had sustained a loss.

Mr. PECORA. That is the fact, is it not, Mr. Lord ?
Mr. LORD. AS you state it, it is the fact, but there was no studious

attempt to deceive the stockholders or anybody else.
Mr. PECORA. And you are utterly unable to give this committee a

single reason why, in the annual reports issued to the stockholders
for each of those three years, 1930,1931, and 1932, no mention what-
soever was made of the loss sustained by the Group in each one
of those years?

Mr. LORD. I do not know why it was omitted.
Senator ADAMS. I think, Mr. Pecora, we can infer why. I think

we do not advertise our losses.
Mr. PECORA. I would say that is a studious concealment.
Senator ADAMS. Yes.
Mr. PECORA. But this witness denies that.
The CHAIRMAN. For each of those years the group paid a

dividend.
Mr. LORD. Yes, sir.
Senator COTJZENS. Was not a part of the consideration given to

this subject the fact that in nearly all of your units there was a lot
of the Group stock up as security for loans?

Mr. LOKD. No, sir; that was not so. I never heard the question
of leaving out those figures discussed at any time by anybody.

Senator COTJZENS. AS a matter of fact, the units in that Group
did have a lot of the Group stock as security for loans.

Mr. LORD. That was explained yesterday, Senator Couzens.
Senator COUZENS. SO, the publication of a statement showing that

the group was operating at a loss for 3 successive years would
obviously affect the value of the security back of these loans, would
it not?

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



STOCK EXCHANGE PKACTICES 4439

Mr. LORD. I do not know.
Senator COTJZENS. Here is a trained banker who does not know
Mr. LORD. Senator, it might have.
Mr. PECORA. Mr. Lord, let me ask you who actually drafted and

prepared the text of the printed report issued by the* group to its
stockholders for the year 1930.

Mr. LORD. I do not know, sir. I think several people probably
took part in it.

Mr. PECORA. Who were those several people?
Mr. LORD. I probably took part in it; Mr. Patterson probably took

part in it; Mr. Kanzler may nave taken part in it. Other members
of the executive committee may have taken part in it.

Mr. PECORA. If you took part in it, it would seem to me that you
ought to know the part you took in it. In taking the part which
you took in it, can you not tell this committee why you did not in-
clude in the report, or suggest that there be included in the report to
the stockholders, a mention of this loss or deficit?

Mr. LORD. Mr. Pecora, all of the figures that came to us for use
in the report came from the accounting department.

Mr. PECORA. I t was that same accounting department that supplied
the figures embodied in the report to tha Michigan Securities Com-
mission for that year?

Mr. LORD. That is true.
Mr. PECORA. NOW, you apparently had the same sets of figures

coming from the same source, for the purposes of preparing, re-
spectively, the annual report to the stockholders and the annual
report to the Michigan Securities Commission. Why was not the
outstanding fact as to whether or not the Group operated at a profit
or at a loss for the year, embodied in the report to the stockholders ?

Mr. LORD. The committee which prepared this report were fur-
nished with these figures which were in the report. Why they were
not furnished with those figures also showing further details, I do
not know.

Mr. PECORA. Why did this committee, or the group of persons who
prepared the annual report to the stockholders for the year 1931,
say specifically to the stockholders in the report for that year, the
statement that appears on page 1 of the printed report, reading as
follows [reading]:

For the year ended December 31, 1931, the net earnings of the banks and
trust companies of the Group, after all expenses of operation and after setting
aside adequate reserves for taxes and depreciation of banking quarters and
equipment, but before charge-offs, were $3,887,052.86, or at the rate of $2.51
per share on the 1,544,844 shares of the group stock $20 par value outstanding?

Mr. LORD. Why did they say that?
Mr. PECORA. Yes.
Mr. LORD. Because, I take it, it was the fact.
Mr. PECORA. I t was also the fact that the Group as a whole, for

the year, operated at a loss. Why was not the loss mentioned, that
the Group as a whole sustained, in view of the fact that you men-
tioned specifically, in dollars and cents, a profit accruing to the
Group from only a part of its business, namely, the part represented
by the units that were banks ?

Mr. LORD. Mr. Pecora, this report is broken down so that it con-
tains later on a reference to the losses in the affiliates, and the thing
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was divided in two. I do not know why these exactly similar figures
were not used. I think it was because it was felt it was more to the
interest of the stockholders, and they were more interested in know-
ing the earnings of the banks and trust companies which con-
stituted the principal assets of that company.

Mr. PECORA. Well, now, Mr. Lord, don't you think the stockholders
were more interested in knowing whether or not the group as a
whole conducted its business at a profit or a loss for the year ?

Mr. LORD. I t is a natural question for you to ask. Yes; it is the
natural thing that they should.

Mr. PECORA. Why weren't they told, then, whether or not the
group operated at a loss for the year?

Mr, LORD. Mr. Pecora, I don't know. But I want to say this, that
the men in this outfit are not men that indulge in studious conceal-
ment, and I do not like that inference, you know the men that are
in this group.

Mr. PECORA. I don't know them except as I have met them here,
and it wouldn't make any difference whether I did know them or
not. I am being guided by the facts and not by personalities.

The CHAIRMAN. Did the losses come from the banks or the other
members of the group ?

Mr. LORD. The losses that are referred to to create the deficit are
some of the expenses of the Group Corporation.

The CHAIRMAN. The expenses of the Group Corporation. That
included all banks as well as the trust companies?

Mr. LORD. NO ; of the corporation itself.
Mr. PECORA. Thas is, the group itself and all of its units ?
Mr. LORD. Yes.
Mr. PECORA. Mr. Chairman, it is now about 1 o'clock.
The CHAIRMAN. The subcommittee will take a recess until 2

o'clock p.m.
Mr. LORD. Mr. Pecora, do you want me back again?
Mr. PECORA. Mr. Stalker, I am through with you.
Mr. STAiiKER. I thank you very much.
(Thereupon, at 1:05 p.m., Friday, Dec. 22,1933, the subcommittee

recessed until 2 p.m. the same day, at the same place.)

AFTER RECESS

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

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

TESTIMONY OF ROBERT 0. LORD—Resumed

Mr. PECORA. Mr. Lord, the other day when you were on the wit-
ness stand you identified photostatic copy of what purported to be
the proposed report of stockholders for the year 1932 that it was
intended to issue by or on behalf of the Guardian Detroit Union
Group, Inc.

Mr. LORD. I do not know that that was more than a few prelim-
inary paragraphs from that report, Mr. Pecora.
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Mr. PECORA. Yes; it was part of the report that it was contem-
plated to issue to the stockholders of the Group for the year 1932,
~was it not?

Mr. LORD. I t was some paragraphs in preparation of the report,
certainly.

Mr. PECORA. Yes. Now the opening statement, or the first para-
graph in that proposed report, which is addressed " To the Stock-
holders Guardian Detroit union Group, Inc." reads as follows:

The liquidity of our banking institutions has continued to improve notwith-
standing the conditions existing in the year 1932.

Was that statement an accurate statement?
Mr. LORD. I would have to figure it out.
Mr. PECORA. Well, do you not know generally whether the liquidity

of the banking units in the group continued to improve throughout
the year 1932, notwithstanding the general conditions that existed
in that year?

Mr. LORD. I know definitely that the Guardian National Bank of
-Commerce continued to improve. I would say that the Trust Co.
did not.

Mr. PECORA. NO; but the statement here is that—
The liquidity of our. banking institutions has continued to improve, notwith-

standing the conditions existing in the year 1932.

Now that was intended to refer to all of the banking units of the
Oroup, was it not?

Mr. LORD. Either that or to take the aggregate figures.
Mr. PECORA. What do you mean by taking the aggregate figures?

Do you mean giving the net result of all the banks as a group?
Mr. LORD. In the annual reports previously there was usually in-

cluded a statement of the aggregate of all the resources and liabili-
ties of the bank. Mr. Pecora, let me say this, that that statement
or that report was never sent to the stockholders.

Mr. PECORA. I know that.
Mr. LORD. And was simply material put down to go over by the

•executive committee, and I do not see that what was said in that is
particularly pertinent, because such statement, whether true or not
true, did not go to any stockholders.

Mr. PECORA. Well, while it might not be pertinent in some respects,
it might be pertinent as evincing or evidencing a policy on the part
of the officers and directors of the group with regard to thQ kind
of information that they would give to their stockholders.

Mr. LORD. I would not think so, Mr. Pecora. That particular
sentence might have been prepared by a single individual. I do not
know who prepared that.

Mr. PECORA. Well; as a matter of fact, as you now recall it had
the liquidity of the bank units of the group continued to improve
throughout the year 1932?

Mr. LORD. As I recall it, taking the aggregate figures, it showed a
better liquidity statement than the year previous. That is my recol-
lection.

Mr. PECORA. HOW much better do you think it was ?
Mr. LORD. I do not recall. That is my impression.
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Mr. PECORA. NOW it appears from the annual report for the year
1930 filed by the group with the Michigan Securities Commission*
and which has been marked in evidence " Committee's Exhibit No.
54 ", that outside of dividends that were paid to the stockholders
for that year by the group, the largest disbursement is charged to<
the item of salaries, namely $86,575.95. I notice that in the annual
report filed with the securities commission for the year 1931 the
item of expense attributed to salaries had increased to $136,624.24,.
but, that the deficit for the year 1931 reported to the securities com-
mission had increased to the sum of $288,930.33, as compared with
the deficit of the preceding year of $39,000 plus. As deficits were
growing the salaries to the.officers of the group were being increased?

Mr. LORD. Mr. Pecora, the salaries, the individual salaries, were
not increased. At the inception of the group many officers con-
tributed tiiiie and effort to group activities and their salaries were
paid by the particular units with which they han been connected,
which was not a fair allocation of the salaries. For instance, as I
recall it, the first year of the group my own salary was paid, if I
recollect, entirely by the bank. As a matter of fact, I think that
the total number of employees in the group in 1932 was considerably
less than in 1930, and so far as individual salaries were concerned,,
there were certainly no increases. They were Cutting salaries.

Mr. PECORA. NOW, let us see about that. The annual report filed
with the commission for the year 1932, marked here as " Committee
Exhibit No. 56", shows a salaries expense item of $161,280.65, as
compared with $136,000 and odd for 1931 and $86,000 and odd for
1930.

Mr. LORD. That is what I tried to explain. J think that was
probably the allocation of salaries as between a particular unit with
which an individual working for the group may have been con-
nected also. Now, I cannot give you the detail. I think that either
Mr. Eubank or Mr. Patterson can tell you more about those salaries
than I can. But so far as those individual salaries were concerned
we were taking cuts. Would it not clarify it if you asked Mr..
Eubanks about these salaries—how they were handled?

Mr. PECORA. Well, I will ask him a number of questions later on.
I just wanted to see how much you, as president of the group, could
tell us about these things. Now, I notice in the annual report for
the year 1930 filed with the securities commission, an expense item
of interest paid $121.88. Whereas in the annual report filed for
the year 1931 with the commission the item of expense of interest
paid is $18,649.83; and that item of expense of interest paid for
the year 1932, according to the filed report, was $722,164.59. What
was that interest paid on in the year 1932 to that aggregate amount
of $722,000?

Mr. LORD. On the obligations of the Group Co., which I believe L
testified to in connection with the endorsements of Mr. Edsel B.
Ford and Mr. Mott in connection with the funds that the Ford Motor*
Co. loaned to the Group Co., and other loans of the Group Corpora-
tion, Mr. Pecora.

Mr. PECORA. In other words, during the year 1932 the borrowings
that were contracted by the group because of business conditions, or
the condition of its own business, were such that nearly three quar-
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ters of a million dollars in interest charges had to be paid, on those
borrowings for that year; is that right?

Mr. LORD. I would say so; yes, sir.
Mr. PECORA. And in that year, despite that fact, the group paid

dividends to its stockholders in the aggregate sum of $375,134,.
according to the filed report for the year 1932 ?

Mr. LOKD. Yes, sir.
Mr. PECORA. And there was a deficit that year, according to this

filed report, of $714,331.26?
Mr. LORD. Yes, sir.
Mr. PECORA. NOW will you tell the committee, please, why in the

face of these conditions the group paid dividends that year of
$375,000 plus, when it had a deficit of $714,000 for the year?

Mr. LORD. Mr. Pecora, I think to a gjreat extent the group directors,
were influenced in the payment of dividends by the general fear and
unrest and the conditions that were existent at that time. In the
matter of the payment of these dividends, before that April divi-
dend, which was the only one paijd in 1932—before the payment of
that dividend there was a very full discussion with the banks that
were creditors of the Group Co., and it was upon their advice that
that small payment was made. They felt that it was better for the
entire situation that the Group Co. should pay that dividend, in view
of the very serious unrest and unsettlement and fear in the city of
Detroit.

Mr. PECORA. Well, will you explain that more in detail ? Instead
of using general terms such as " Because of the general fear ", tell
us exactly what you mean by that.

Mr. LORD. Mr. Pecora, there were rumors up and down the street
of bank troubles in Chicago, New York, New Orleans, Cleveland^
and particularly in Detroit, in our own city.

Mr. PECORA. Were they mere rumors, or were they observation^
or comments based on fact?

Mr. LORD. They were what I should consider as rumors.
Mr. PECORA. Not based on fact?
Mr. LORD. Well, very few of them.
Mr. PECORA. Which were based on fact ?
Mr. LORD. AS to the condition of the Guardian National Bank of

Commerce, as to it closing its doors; as to a million things that were
absolutely not based upon fact.

Mr. PECORA. I asked you which were based on fact?
Mr. LORD. I do not know any that were based on fact. You

know what rumors are.
Mr. PECORA. I know that very often rumors come pretty near hit-

ting the bull's eye. I wondered if any of these rumors were in that
category.

Mr. LORD. I do not think they did, Mr. Pecora.
Mr. PECORA. Well, you said that, because of fears produced by

these rumors, the board of the group declared and paid out dividends,
amounting to $375,000 approximately in the year 1932, or for part
of that year, in the face of a business that resulted in that year in a
total deficit of $714,000 plus. In other words, you are telling u&
that this dividend was paid in the year 1932 because of rumors. I s
that so?
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Mr. LORD. Very largely.
Mr. PECORA. DO you think that is a safe basis upon which to

declare dividends?
Mr. LORD. Mr. Pecora, the dividend was paid in order to stabilize

the entire situation.
Mf. PECORA. HOW was it being stabilized by the payment of these

dividends?
Mr. LORD. That was the judgment not only of our own directors

but of the banks to whom the Group Co. was indebted.
Mr. PECORA. NOW, how were these conditions stabilized by the

payment of these dividends?
Mr. LORD. I t increased confidence in the institutions.
Mr: PECORA. In order to pay these dividends the group had to

have dividends declared by the unit banks ?
Mr. LORD. Yes, sir.
Mr. PECORA. Then the dividend declaration by the group was

actuated by a desire to allay fears on the part of depositors with
respect to the condition of the banks, is that right?

Mr. LORD. Allay the fears of the depositors—I do not know
whether in respect to the condition of the banks, but certainly allay
the fears of the depositors in respect to the condition of all banks.

Mr. PECORA. Particularly their banks ?
Mr. LORD. Yes; I assume so.
Mr. PECORA. All right. Then the policy adopted by the board,

so far as I am afole to follow you in your present statement of it,
was that the directors of this group in order to inspire or promote or
encourage a faith on the part of the depositors in their banks was
one that operated, as a matter of fact, to weaken the banks through
the declaration and payment of unwise dividends; is that not so?

Mr. LORD. I would say, Mr. Pecora, that a bank would be very
much more weakened, by an increase in the velocity of a run or the
speed of withdrawals than it would by the declaration of a mod-
erate dividend.

Mr. PECORA. Then in order to prevent those runs or to prevent
an acceleration of any run that migh have been started the banks
were weakened financially through the declaration of unwi^S divi-
dends ? Is that not so ?

Mr. LORD. I would not say that they were unwise dividends.
Mr. PECORA. Well, they were unwise to the extent that they were

not dictated by earnings?
Mr. LORD. I do not recall which units paid the dividends that

year.
Mr. PECORA. Was not this a situation where the banks needed a

blood transfusion, and the kind of blood transfusion they got was
by pumping ice water into them?

Mr. LORD. I would not say so, sir. The stockholders pumped
$27,000,000 into the situation. I do not call $27,000,000 ice water.

Mr. PECORA. NOW as a matter of fact the condition of the banks
could be described as anemic at that time, could it not ?

Mr. LORD. Well, I would not use that word. If you want to use
it—the condition of a very large percentage of the banks in this
country was anemic at this time.

Mr. PECORA. Well, that included the banks under your jurisdiction
and supervision?
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Mr. LORD. And elsewhere.
Mr. PECORA. And to relieve them of this anemic condition their

resources were drained to the extent of the dividends that they
declared and paid?

Mr. LORD. I would rather say that they paid out a certain amount
in dividends to improve the condition than to speak of it as draining
the resources.

Mr. PECORA. If it had not been for the declaration of those divi-
dends for the purposes that you have described here there would have
been that much more money available for the depositors, would
there not?

Mr. LORD. Presumably.
Mr. PECORA. I will now call Mr. Eubank.
Mr. LORD. DO you want me to stay here?
Mr. PECORA. Yes.

TESTIMONY OF W. A. ETIBANK—Resumed

Mr. PECORA. HOW long, Mr. Eubank, were you connected with the
Guardian Detroit Union Group, Inc.?

Mr. EURANK. From about August 1930 until, I believe, it was the
latter part of September this year.

.Mr. PECORA. YOU were an auditor?
Mr. EUBANK. NO, sir.
Mr. PECORA. What was your position specifically?
Mr. EUBANK. I had charge of the accounting of the holding com-

pany. I did not attempt to audit, though—to go out and audit units,
if that is the inference.

Mr. PECORA. YOU were in charge of its accounting system?
Mr. EUBANK. The assembly of the figures; yes.
Mr. PECORA. AS the man in charge of the accounting department

of the Group did you compile or gather or marshal the facts and
figures that were embodied or were intended to be embodied or in-
corporated in the annual report for the year 1930 that was issued to
the stockholders of that group and a copy of which report is marked
here as " Committee's Exhibit No. 36 "?

Mr. EUBANK. I am not absolutely certain that I had the absolute
assembly of them, but I think I assisted that year. I am positive
about '31 and '32.

Mr. PECORA. YOU did have charge of the preparation or compila-
tion of the figures for the years 1931 and 1932?

Mr. EURANK. And I also assisted in the assembly of the figures for
'31. At that particular time, I was fairly new at the work, having
been

Mr. PECORA (interposing). You mean for 1930?
Mr. EUBANK. For 1930; pardon me. In 1930,1 was new at it, and

there were some things that I did not comprehend. I was afraid to
assume entire responsibility. At that time I assisted.

Mr. PECORA. And did you render similar services in connection
with the preparation and filing of the annual reports that were filed
in behalf of the group with the Michigan Securities Commission
for the years 1930,1931, and 1932 respectively?

Mr. EUBANK. I believe I did; quite sure.
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Mr. PECORA. What figures in general did you compile and give to
the officers or directors of the group for the purpose of making not
only the reports to the Securities Commission but also the reports to
the stockholders?

Mr. EUBANK. May I explain the nature of the annual report first?
I think that will clear up one thing.

Mr. PECORA. Which annual report, the one for the stockholders or
the report to the Securities Commission?

Mr. EUBANK. The report to the Securities Commission.
Mr. PECORA. All right.
Mr. EUBANK. The Group Co. had approximately 35 or 40 sub-

sidiaries, each of which had to file a separate report to the secretary
of state. The holding company also filed its report to the secretary
of state, which did not include any of the figures of the subsidiaries.
The report was on its own figures. In the annual report to the
stockholders the Group Co. is one component in an adding machine
recap for the whole works. I t is a consolidated picture. In other
words, in the assembly of earnings figures, for instance, the Group
Co. is treated the same as the Guardian National Bank of Com-
merce. I t is just one more unit.

Mr. PECORA. In other words, the Group Co.'s report to the Securi-
ties Commission and the Group Co.'s report to its stockholders were
based upon the same set of figures that you compiled and submitted
to the officers and directors of the Group?

Mr. EUBANK. I t would be physically impossible to make the figures
to the stockholders in a consolidated statement identical with the
figures in the annual report to the secretary of state, as a matter
of mechanics.

Mr. PECORA. Why not? Why couldn't it be done?
Mr. EUBANK. I mean the summary of the figures. For the reason

that in compiling the figures for the consolidated report it is an
adding-machine run of all the units, including the holding company.

Mr. PECORA. Isn't that true of the report to the stockholders as
well as the report to the Securities Commission?

Mr. EUBANK. I am not clear on that.
Mr. PECORA. Well, now, let me put it another way: The Michi-

gan law required the group as a separate corporate entity to file
annually with the Michigan Securities Commission a report showing
finally the net profits or net loss?

Mr. EUBANK. That is right.
Mr. PECORA. And those figures were compiled and presented to the

officers and directors of the group in order to enable them to make
out their annual report required by the laws of the State of
Michigan ?

Mr. EUBANK. Yes, sir.
Mr. PECORA. NOW, in the making of a report by the Group to its

stockholders, would not the same facts, the same figures, be set
forth?

Mr. EUBANK. The same figures would be set forth if w§ had the
Group Co.'s statement in the annual folder as a separate statement.

Mr. PECORA. Didn't you have the Group Co. report issued as a
separate document from the statement to its stockholders ?

Mr. EUBANK. The Group Co. alone?
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Mr. PECORA. Yes.
Mr. EUBANK. In the publication of the Group Co.'s own figures it

-would not be possible to show the balance sheets of banks and trust
companies, unless

Mr. PECORA (interposing). Would it be possible to show the net
profit or loss for the year?

Mr. EUBANK. Yes.
Mr. PECORA. Of the Group as a corporate entity?
Mr. EUBANK. That is right.
Mr. PECORA. And that figure would be the same shown in the

.annual report filed by the Group with the Securities Commission,
would it not?

Mr. EUBANK. I don't see how it is possible. I explained that an
earning of a bank could never be a part of an earning of the holding
company itself. The Group Co. never took into its earnings a bank's

Mr. PECORA. Well, it could only take into its earnings that propor-
tion or part of the bank's earnings that the Group received as
dividend on its stock?

Mr. EUBANK. That is correct.
Mr. PECORA. NOW, when the Group issued a report annually to its

stockholders did you or did you not compile figures, as the man in
charge of the accounting of the Group, and present those figures to
the officers and directors of the Group so that the officers and direc-
tors would be enabled to see whether or not the Group for the year
showed a profit or loss?

Mr. EUBANK. I think we did.
Mr. PECORA. YOU did do that, didn't you ?
Mr. EUBANK. I am quite sure of it; yes.
Mr. PECORA. DO you know why those figures were not included

in any annual report issued by the Group to its stockholders ?
Mr; EUBANK. Well, I will give you my opinion, but I have no

reason to—I am not trying to confuse it with any opinions of others.
I don't think it would be a sensible thing to do under the circum-
stances.

Mr. PECORA. YOU don't think what would be a sensible thing to
do?

Mr. EUBANK. TO publish individual statements of the subsidiaries
along with the banks.

Mr. PECORA. I didn't ask you anything about that.
Mr. EUBANK. I don't comprehend you, I must confess. I have

explained that the figures of the Group Co. are one set of figures and
"the individual banks are separate figures.

Mr. PECORA. I will try to get it in another way, Mr. Eubank. I
have before me the exhibit known as " Committee's Exhibit No. 55 "
of this date, which is a copy of the Annual Report filed by the group
with the Michigan Securities Commission for the year 1931, and it
shows a deficit for the year suffered or incurred by the group as a
separate corporate entity of $288,930.33. You are familiar with
-that'fact, are you not?

Mr. EUBANK. Yes, sir.
Mr. PECORA. NOW, did you, as the man in charge of the account-

ing, for the group, compile and submit to the officers and directors
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of the group figures that showed this deficit of two hundred and
eighty-eight thousand and odd dollars that was set forth in the an-
nual report for that year which was filed by the group with the
securities commission?

Mr. EUBANK. Yes, sir.
Mr. PECORA. Did you also compile, prepare, or submit to the offi-

cers and directors of the group the figures which would have en-
abled that group, through its officers and directors, in its annual
report to its stockholders, to show that deficit that was reported in
the report filed with the securities commission ?

Mr. EUBANK. Yes, sir.
Mr. PECORA. That being the case, do you know why, in its annuaL

report to the stockholders for the year 1931, that deficit of $288,000*
plus is nowhere set forth ?

Mr. EUBANK. I would not say that I have their reasons. I have
my reasons.

Mr. PECORA. Give us what you think were the reasons.
Mr. EUBANK. I t would have had a reactionary effect on the public

and might have caused a collapse of the banking institutions we
were operating.

Mr. PECORA. I think that is a very sensible reason—that is, I think
it is a very accurate reason; but this is the first time I have been
able to get it from anybody, and I thank you very much for it,.
Mr. Eubank.

Now I want to resume my examination of Mr. Lord.

TESTIMONY OF ROBERT 0. LORD—Besumed

Mr. PECORA. Mr. Lord, did you hear the testimony just given by
Mr. Eubank?

Mr. LORD. I did, sir.
Mr. PECORA. Did you hear the reason that he gave as his opinion,

of why the officers and directors of the Group in the annual report
which they caused to be issued to the stockholders for the year
1931 failed to make any mention of the fact that the company for
the year 1931 sustained a deficit of over $288,000?

Mr. LORD. Mr. Eubank's reason ?
Mr. PECORA. Yes.
Mr. LORD. Yes; I heard it.
Mr. PECORA. What would you say about that? Do you think he

was mistaken ?
Mr. LORD. He gave that as his opinion.
Mr. PECORA. Yes. Do you think his opinion was sound?
Mr. LORD. I t was a good reason.
Mr. PECORA. DO you think the opinion was sound ? Or let me

put it another way: Do you think his opinion coincided with the
fact?

Mr. LORD. Mr. Pecora, that question was never discussed with the
directors.

Mr. PECORA. I am discussing it now, Mr. Lord.
Mr. LORD. I am speaking about those figures. Those figures were

never discussed, and I cannot say whether that was the fact or the
opinion of the board. The annual report figures which were fur-
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nished to the committee for incorporation in their report were the
figures that were included in the report.

Senator COUZENS. That is not the testimony of Mr. Eubank.
Mr. LORD. I don't recall
Mr. PECORA (interposing). Mr. Eubank's testimony boils down to

this, that the figures that he presented as the man in charge of the
accounting for the company—by " the company " I mean the Group
Co.—to the officers and directors of the Group showing the condition
of business for the year 1931 included figures which showed a deficit
of $288,000 plus. You heard his testimony to that effect?

Mr. LORD. I heard his testimony, and I didn't think at the time
that he understood the question, because I do not believe that that
annual report was ever discussed by any committee or any board.

Mr. PECORA. Well, how in the world was it gotten up if it was
not gotten up as a result of discussion by anybody ? Was there any
conservatory of a peculiar kind attached to the offices of the Group
where these reports grew and sprouted by themselves and took the
form in which they appear in the printed report that is in evidence
here?

Mr. LORD. I would say no to that.
Mr. PECORA. Because, if there was, I would like to know what kind

of fertilizing material was used on that soil. How were these reports
prepared ?

Mr. LORD. Which are you speaking of, these reports here?
Mr. PECORA. These annual reports to the stockholders.
Mr. LORD. I think I have answered that quetsion. Those reports

were prepared by individuals.
Mr. PECORA. Who were the individuals?
Mr. LORD. Several individuals from the accounting department,

myself, other officers of the institution working on them. They were
then presented for discussion and consideration by the executive
committee.

Mr. PECORA. Well, what discussion was had by any of the executive
committee which led to the decision not to mention in the reports
to the stockholders the deficit that had been incurred for the year?

Mr. LORD. I don't think there was any discussion. I don't re-
call any.

Mr. PECORA. What did the discussion relate to? If it did not
relate to the matter of showing a profit or loss, whatever it might
have been, for the year, what in the world did it relate to?

Mr. LORD. The earnings of the unit institutions, to their state-
ments of condition, to the general facts regarding business, and the
business of the organization.

Mr. PECORA. Aren't all of those things summarized in a deficit
or profit, as the case might be?

Mr. LORD. I don't think your question is clear, Mr. Pecora.
Mr. PECORA. What was the principal purpose of making any report

annually to the stockholders of the group?
Mr. LORD. TO advise the stockholders of the condition of their

Mr. PECORA. And to advise them of the condition of the company
and the business of the cpmpany, wasn't it?

Mr. LORD. I would think so.
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Mr. PECORA. And the principal thing that a stockholder would be
interested in knowing is whether or not his company conducted
business at a profit or at a loss for the year, is it not?

Mr. LORD. I think it was one of the things he should know; yes*
Mr. PECORA. Then why wasn't he told that in the annual report,,

if you think it is one of the things he should have known?
Mr. LORD. Mr. Pecora, I have attempted this morning to answer

that question.
Mr. PECORA. I don't think you have answered it yet. You have

not yet given a single reason why no mention was made of the deficit
incurred in any one of these years in the annual reports issued to
the stockholders, have you?

Mr. LORD. I have not.
Mr. PECORA. Then why do you say you have told me that already?
Mr. LORD. I said I had attempted to answer your question.
Mr. PECORA. NOW will you please make another attempt, and

this time see if you can't answer it?
Mr. LORD. Will you please repeat the question?
The SHORTHAND EEPORTER (reading):
Then why wasn't he told that in the annual report, if you think it is one

of the things he should have known?
Mr. LORD. Mr. Pecora, I dont' know, unless the form of the report

as it was prepared by the committee was the form in which they
thought it should be prepared.

Now, let me say this, that if these reports did not include informa-
tion that the stockholder should have, we were unquestionably sub-
ject to criticism. I will admit that.

The CHAIRMAN. These people who prepared the report knew about
the deficit, didnt' they ?

Mr. LORD. I don't know, at the time when those reports were pre-
pared, but I assume they did, Senator.

The CHAIRMAN. Did you know the deficit?
Mr. LORD. I don't know that I did at the time of the preparation of

the annual report. I don't know when these reports were filed and
when I saw that statement.

Senator COTJZENS. YOU do not agree with Mr. Eubank, then, that
prepared this statement and

Mr. LORD (interposing). Not in that form. He may have had a
lot of different figures that would contain the same information. I
don't recall ever seeing a statement presented at an executive com-
mittee meeting in that form or in that general form.

Mr. PECORA. Well, did you ever see a report, compilation of figures,
that showed definitely that the company for the year had operated
at a loss?

Mr. LORD. I assume I did; yes, sir.
Mr. PECORA. IS that anything more than an assumption?
Mr. LORD. Well, yes; I did. I t was my duty to do it.
Mr. PECORA. If you did, why didn't you, as the executive head of

the company and as the man who signed the report to the stockhold-
ers, see to it that mention of the deficit was made in the report issued
to the stockholders?

Mr. LORD. I suppose I should have, Mr. Pecora.
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Mr. PicoRA. I know you should have. I agree with you. That is
the whole trouble, that you should have. But I am asking you why
you did not?

Mr. LORD. Because I though the information contained in the
report was the pertinent information to the stockholders of the
Group.

Mr. PECORA. Why, in the last few minutes you told this committee
under oath that you felt that the stockholders should have had this
information about the deficit.

Mr. LORD. I do now.
Mr. PECORA. Oh, you did not think so then?
Mr. LORD. I did not; L̂O. I do now. I think the stockholder

should have every bit of information about his corporation that is
possible to give him.

Mr. PECORA. Why didn't you think the stickholders should have
had the information concerning the deficit at the time these annual
reports were sent to the stockholders?

Mr. LORD. Because I thought the information we gave him was the
information he should have had.

Mr. PECORA. Why didn't you think then that the information he
should have had would have been such as would have told him that
the company had operated at a deficit for the year ?

Mr. LORD. I thonght we did give him the information that he was
entitled to have at that time.

Mr. PECORA. NOW, did you, at that time, think he was entitled to
the information that showed the company operated at a loss?

Mr. LORD. I did not, at that time.
Mr. PECORA. Why didn't you ?
Mr. LORD. Because I thought we gave him the information that

showed the picture accurately, showed the earnings of the units,
and the mere fact that the corporation of itself had additional ex-
penses, the statement that was made in the annual report was a state-
ment of the unit earnings, and we did not attempt to cover the
detailed operating set-up.

Mr. PECORA. NOW, Mr. Lord, in view of that answer that you have
just made I am going to read something to you. What I want to
read to you is this extract from letter written by the then chief
national bank examiner for the seventh district, that included banks
in Michigan, to the Comptroller of the Currency under date of
June 14, 1932. This is the extract:

The Guardian Group—

Referring to the Guardian Detroit Union Group, Incorporated—
was somewhat of a 'promotion scheme, and in order to show satisfactory
earnings in the holding company dividends1 were declared far beyond the
point of conservation and losses were not taken in the banks. They have
always been extremely reluctant to charge off losses and have always desired
that they be taken from earnings, but the record of earnings of these banks
is most unsatisfactory, and this plan would not permit the elimination of many
losses.

It is very apparent that Mr. Lord of the Guardian Group is not a banker
and he never has been and never will be one. He is more of a glad-hand
promotion type, and he always chooses the path of least resistance, which
has now created the present problem with the Group.
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Do you think those comments were too severe, unwarranted?
Mr. LORD. DO you think it is for me to answer that?
Mr. PECORA. I would like to have you answer it, in view of the

philosophy you have expressed here.
Mr. LORD. I don't think I should be asked to answer a criticism

like that.
Mr. PECORA. I think that is all of this witness at this time.
Mr. LORD. May I say a few things ?
Mr. PECORA. AH right.
Mr. LORD. In the testimony of yesterday there was considerable

comment on the directors' loans in the Guardian National Bank of
Commerce. I would like to give for the benefit of those directors a
little information as to the status of those loans last summer.

Senator COUZENS. Let us find out whether those records come from
the bank or from the individual statement of the borrower.

Mr. LORD. They come from information received from the
individual.

Senator COUZENS. And are not the records of the bank?
Mr. LORD. They are not, because the records of the bank are not

available to any director.
Senator COUZENS. I just want to make the record clear.
Mr. LORD. This information was compiled by conferring with

these directors.
The CHAIRMAN. I t is really in the nature of hearsay ?
Mr. LORD. I would not call direct contact with a director hearsay.
The CHAIRMAN. He is not making the statement; you are making

the statement.
Mr. LORD. I am making the statement based on information

received from the director.
Senator COTJZENS. I thought yesterday you gave us a long list of

directors who have paid off.
Mr. LORD. Yes; but this rather consolidates some of the informa-

tion which I thought would be of interest to this committee. The
newspapers came out with substantial-sized figures of directors'
loans. I think in justice to those directors this committee should
have the additional information. If you don't care to admit it, I
will not give it.

Senator COUZENS. I am perfectly willing that the directors should
be treated justly, but I understood yesterday that you gave for the
record a long list of directors who had paid.

Mr. LORD. I gave a list of some of the reductions, Senator.
Senator COUZENS. YOU are not going to repeat those?
Mr. LORD. NO, sir; I am not. On November 9 there were 62

directors in the group. Of those 25 had no loans at all. At the
time those loans were originally made all were secured by ample or
more than ample collateral, except in 1 or 2 cases where the loan had
been made on a satisfactory statement of the borrower.

Senator COUZENS. Are you going to separate those ?
Mr. LORD. The only one I recall at this time was Leslie Green,

who made it on a statement of his own holdings of his own private
business.

A check-up made last summer with all of those directors who
could be reached indicated that of the directors who were borrowing
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at the date of the examination at least 16 had paid their direqt loans
in full, 10 had paid their indirect obligations in full, and others
had made very substantial reductions.

Furthermore, based on information given to me by those directors,
an aggregate of approximately $2,100,000 had been paid on those
loans up to last summer, which represented about 50 percent of the
amount of the loans as of November 9,1932.

In addition thereto $1,250,000 had been paid on loans which
directors had endorsed or guaranteed, representing about 40 percent
of such indirect obligations.

It may also be of interest to know that of the $3,700,000 approxi-
mately of direct loans to corporations in which the directors and
officers were largely interested, more than $2,100,000 of such loans
had already been paid by last summer, representing about 60 percent
of the total of such loans.

I t seems to me that that is an indication of a fine record of those
directors' loans, which, in the newspapers at least, were subject to
some criticism.

I would like to make one more statement. I have been severely
criticized in this meeting by Mr. Leyburn. Whether it is a question
of personal antagonism to me or not, I do not know. I feel that
it is entirely unjust. My experience as a banker extended from 1906
to 1932, during which period I started as a clerk or an office boy in(

the Harris Trust & Savings Bank in Chicago and worked up to the
position of one of the senior vice presidents before I went to Detroit.

I would like to say two or three more things before I leave the
stand. In commenting on the general situation as regards the
group, the actions taken by the group managers and by the unit
banks to which reference was made, most, if not all, of those actions
were taken with one purpose in mind—to protect the interest of
all the depositors against the effects of the panic on the part of a
few. So far as I personally know, no one connected with the Group
made a dime out of any of these transactions. Many of the directors
and officers, including' myself, lost sizable fortunes. So far as the
Guardian National Bank of Commerce is concerned, it seems to me
that evidence of the inherent soundness of that institution is indi-
cated by the fact that with only moderate aid from the R.F.C.,
amounting to something less than $28,000,000 or $30,000,000, that
bank has arranged to pay in less than 1 year approximately $105,-
000,000 of its December 31, 1932, deposits out of $138,000,000, and
that during most of this period that bank was closed.

Furthermore, in my opinion under a careful administration of the
remaining assets of that bank, I believe the depositors will receive
100 cents on the dollar in due course.

The CHAIRMAN. Who was the Comptroller who took over the bank?
Mr. LORD. Who was the Comptroller?
The CHAIRMAN. Yes.
Mr. LORD. I did not get the date of that communication
The CHAIRMAN. NO ; when the bank was taken over, who was the

Comptroller ?
Mr. LORD. Mr. Await, Acting Comptroller.
Mr. PECORA. Mr. Lord, I will have some evidence to present to

this committee when sessions are resumed within the next 2 weeks
175541—34—PT 9 17
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with regard to the condition of these banks at the time they were
closed.

(Witness temporarily excused.)

TESTIMONY OF BEET K. PATTERSON, CHICAGO, ILL.

The CHAIRMAN. Mr. Patterson, do you solemnly swear that the
testimony you will give at this hearing will be the truth, the whole
truth, and nothing but the truth, so help you God ?

Mr. PATTERSON. I do.
Mr. PECORA. Your full name and address, please.
Mr. PATTERSON. Bert K. Patterson, 7606 Bosworth Avenue, Chi-

cago.
Mr. PECORA. What at the present time is your business or occu-

pation ?
Mr. PATTERSON. Bank examiner, Federal Reserve Bank of Chicago.
Mr. PECORA. Were you at one time connected with the corporation

called the Guardian Detroit Union Group, Inc. ?
Mr. PATTERSON. Yes, sir.
Mr. PECORA. In what capacity ?
Mr. PATTERSON. Vice president and treasurer.,
Mr. PECORA. Were you executive vice president for a period ?
Mr. PATTERSON. Yes.
Mr. PECORA. When did you first become connected with that cor-

poration ?
Mr. PATTERSON. August 16, 1929.
Mr. PECORA. That was shortly after it was incorporated under

its original corporate name of (ruardian Detroit Group, Inc.?
Mr. PATTERSON. About 3 months afterward.
Senator COUZENS. Prior to that what was your occupation ? Prior

to going with the Guardian Group, what was your occupation?
Mr. PATTERSON. I was chief national bank examiner of the seventh

Federal Eeserve district, at Chicago.
Senator COUZENS. For how long?
Mr. PATTERSON. One year.
Mr. PECORA. Did that take in the Michigan banks?
Mr. PATTERSON. Yes.
Mr. PECORA. That is, the seventh district ?
Mr. PATTERSON. A part of the State of Michigan.
Mr. PECORA. Including the city of Detroit ?
Mr. PATTERSON. Yes, sir.
Senator COUZENS. Prior to being chief bank examiner for the

seventh Federal Eeserve district, what was your occupation?
Mr. PATTERSON. Chief bank examiner at Minneapolis.
Senator COUZENS. For how long?
Mr. PATTERSON. Four years.
Senator COUZENS. Prior to that, what was your occupation?
Mr. PATTERSON. I was national bank examiner bearing the commis-

sion of the Comptroller of the Currency dated June 3, 1918.
Senator COUZENS. For how long were you such examiner?
Mr. PATTERSON. From June 3, 1918, until approximately Septem-

ber 1,1924.
Senator COUZENS. At that time you went with the Minneapolis

Federal Reserve district?
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Mr. PATTERSON. I was promoted.
Mr. PECORA. YOU resigned as a member of the examiner's staff of

the Comptroller of the Currency to become vice president and treas-
urer of the Guardian Detroit Group, did you not?

Mr. PATTERSON. Yes, sir.
Mr. PECORA. Who extended to you the offer to join with the

Guardian Detroit Group as one of its officers?
Mr. PATTERSON. Mr. Kobert O.JLofd.
Mr. PECORA. What was the salary that you were receiving as chief

national bank examiner for the seventh district at the time that you
resigned to become connected with the Guardian Detroit Group ?

Mr. PATTERSON. $14,000 a year.
Mr. PECORA. What was the salary that you received upon becoming

an officer of the group ?
Mr. PATTERSON. $16,000 a year.
Mr. PECORA. Any stock?
Mr. PATTERSON. NO, sir.
Mr. PECORA. Any bonuses?
Mr. PATTERSON. NO, sir. Well, in 1929, at the end of the year; yes,
Mr. PECORA. HOW much of a bonus did you receive ?
Mr. PATTERSON. $3,000 at that time.
Mr. PECORA. At that time did the other officers of the group

receive bonuses in addition to their salaries?
Mr. PATTERSON. I do not know, positively.
Mr. PECORA. Who fixed the bonuses?
Mr. PATTERSON. I do not know that, either.
The CHAIRMAN. Did you have to do with organizing or creating

this Detroit Group ?
Mr. PATTERSON. I believe not, sir.
The CHAIRMAN. YOU did not advise or negotiate or arrange for

the organization of the group ?
Mr. PATTERSON. I do not believe so.
Mr. PECORA. At the time you resigned as chief national bank exam-

iner for the seventh district to become an officer of the Guardian
Detroit Union Group, or, as it was then called, the Guardian Detroit
Group, Ino,, were you promised a bonus in addition to your salary?

Mr. PATTERSON. NO, sir.
Mr. PECORA. Nothing was said about a bonus then ?
Mr. PATTERSON. NO, sir.
Mr. PECORA. Were you given, at the time you became an officer of

the group, any options to acquire any of the stock of the group
at any preferential price?

Mr. PATTERSON. Not an option, Mr. Pecora. I signed a contract
on October 1,1929, to purchase 300 shares of the stock.

Mr. PECORA. At what price?
Mr. PATTERSON. $275 a share.
Mr. PECORA. What was the market price then?
Mr. PATTERSON. I cannot remember now.
Mr. PECORA. Was it more than that?
Mr. PATTERSON. Slightly more than that.
Mr. PECORA. Did you exercise the option?
Mr. PATTERSON. NO, sir; I never purchased it.
Senator ADAMS. When you say you signed a contract, was it an

obligatory contract or an option!
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Mr. PATTERSON. I t was an obligatory contract.
Senator ADAMS. Why was it not carried out, then?
Mr. PATTERSON. Because I could not pay for it.
Senator ADAMS. I think that is a complete answer.
Mr. PECORA. YOU heard the testimony of Mr. Lord given to this

committee during the current week, did you not?
Mr. PATTERSON. Yes, sir.
Mr. PECORA. YOU heard all of it?
Mr. PATTERSON. I believe I did.
Mr. PECORA. Did you also hear the testimony given by Mr. Eubank

this afternoon?
Mr. PATTERSON. Yes, sir.
Mr. PECORA. AS I recall the testimony of Mr. Lord, he referred

to you more than once as one of the officers of the group who helped,
to make up the annual reports that were issued by the group to its
stockholders. Do you recall that reference to you in Mr. Lord's
testimony?

Mr. PATTERSON. Yes, sir; I do.
Mr. PECORA. Were you one of the officers who helped to prepare

the annual reports issued to the stockholders by the group?
Mr. PATTERSON. Yes, sir. I aided.
Mr. PECORA. Can you tell us who actually dictated or drafted the

textual form of these annual reports to the stockholders?
Mr. PATTERSON. Mr. Pecora, the text of the report was prepared by

several individuals, just as Mr. Lord has testified. He did a part
of it. I don't believe I prepared any of the text. There were
probably four or five other people, including some members of dif-
ferent committees, who aided tnem.

Mr. PECORA. DO you know who those persons were, those four or
five other persons?

Mr. PATTERSON. I t occurs to me that Colonel Walsh was one; Mr.
Kanzler, Mr. Bodman; I believe Dr. Murphy was asked at different
times, or suggested.

Mr. PECORA. DO you know any reason why the annual report
issued to th6 stockholders of the group for the year 1930 made no
mention therein of the fact that in that year the group incurred
a deficit of $39,387.57?

Mr. PATTERSON. There was no intention^to make a misstatement in
regard to it.

Mr. PECORA. Was there any intention to omit the statement or any
information concerning a deficit?

Mr. PATTERSON. NO, sir.
Mr. PECORA. Can you account for the fact that no such mention

of the deficit was made in that report ?
Mr. PATTERSON. Except that the report was intended as a consoli-

dated report and as brief a report as possible.
Mr. PECORA. Was it in the interest of brevity that a line or two

was not included in the report setting forth for that year that the
bank showed a deficit of $39,387.57?

Mr. PATTERSON. Yes; I think it was.
Mr. PECORA. Mr. Patterson, do you mean to tell this committee that

in the annual report issued to the stockholders by the group for the
year 1930, which comprises a printed document of 39 pages exclusive
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of the cover, that in the interest of brevity a simple statement was
not included in this 39-page report to the effect, in words or sub-
stance, that the company for that year operated at a loss of thirty-
nine-thousand-and-odd dollars ?

Mr. PATTERSON. There are 39 pages there, but a great deal of it
was made up of bank statements.

Mr. PECORA. I know that.
Mr. PATTERSON. The textual matter is relatively brief.
Mr. PECORA. DO you mean to say that in the preparation or com-

pilation of this 39-page report no room could have been found for
a line or two which simply would have informed the stockholders
of the group that a deficit of thirty-nine-thousand-and-odd dollars
had been incurred?

Mr. PATTERSON. Certainly; I will agree to that.
Mr. PECORA. Then the reason why it was not mentioned was not

because it was desired to abbreviate the report as much as possible,
was it?

Mr. PATTERSON. That was not the main reason; no.
Mr. PECORA. What was the main reason?
Mr. PATTERSON. I don't suppose that
Senator ADAMS. TO abbreviate the information.
Mr. PATTERSON. What was that?
Mr. PECORA. Senator Adams attempted to answer the question for

you by suggesting that it was done to abbreviate the information.
Mr. PATTERSON. I was going to say
Mr. PECORA. What were you going to say ?
Mr. PATTERSON . I was going to say that the whole text of the re-

port was intended as a consolidated one, so far as the earnings were
concerned.

Mr. PECORA. Can you give the committee any reason why there
was entirely omitted from this report to the stockholders any refer-
ence to the fact that the company had incurred a deficit ior that
year of thirty-nine-thousand-and-odd dollars?

Mr. PATTERSON. I cannot give you any reason.
Mr. PECORA. Can you give any reason why in the preparation of

the annual report to the stockholders for the year 1931 no mention
was made of the fact that in that year the group operated at a
loss of $288,930.33?

Mr. PATTERSON. There never was any discussion about that par-
ticular point in the preparation of the report, Mr. Pecora.

Mr. PECORA. Let me ask you your opinion now as to whether or
not the stockholders were entitled to such information from their
company ?

Mr. PATTERSON. Perhaps my opinion would not be worth anything.
Mr. PECORA. I would like to have it, whether it is worth anything

or not.
Mr. PATTERSON. I say they were entitled to it; yes, sir.
Mr. PECORA. Did you participate in the various discussions that,

according to Mr. Lord, were had from time to time in connection
with the preparation and issuance of these annual reports to
stockholders?

Mr. PATTERSON. Yes; I did.
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Mr. PECORA. Did you in any of those discussions tell your other
conferees your view or opinion that the stockholders were entitled
to information showing that the company had operated at a loss ?

Mr. PATTERSON. We had that always in mind. The particular
point that you are speaking of was not discussed, as I say.

Mr. PECORA. What did you have always in mind?
Mr. PATTERSON. That the stockholders were entitled to all the

information.
Mr. PECORA. If you always had it in mind in those discussions,

why was it not mentioned in the reports ?
Mr. PATTERSON. I say it was not discussed as to that particular

point.
Mr. PECORA. DO you know upon whose judgment the reports were

so prepared and drafted as to omit mention of the fact that the
company had operated at a loss ?

Mr. PATTERSON. I do not think there was anyone who suggested
views on that particular point, for the reason that it was not, as I
say, particularly discussed, so far as I recall.

The CHAIRMAN. YOU say that the object of the report was to
advise the stockholders about the earnings of the company ?

Mr. PATTERSON. Yes, sir.
The CHAIRMAN. IS it a fair statement of the earnings if it shows

only earnings and does not show expenses or losses or a deficit ?
Mr. PATTERSON. . The earnings, as I recall them, are expressed net,

I believe, Senator; I am not sure without reference to it.
Senator COUZENS. YOU heard Mr. Eubank's testimony as to his

reason for the deficit being left out. Would you agree with him?
Mr. PATTERSON. I do not recall what he said, now—exactly his

language.
Senator COUZENS. I understand him to express the view—and he

is here and may correct me if I am inaccurate—that they did not
think it was advisable to let the public know that they had been
operating at a deficit. Would that be one of your reasons for not
putting it in the annual report?

Mr. PATTERSON. NO, sir.
The CHAIRMAN. YOU say the report shows the net earnings. If

there was a deficit there were no net earnings.
Mr. PATTERSON. I meant the consolidated figures. Where one unit

would probably show profit and another unit would show a loss, the
aggregate of the two would be a net profit Or loss.

The CHAIRMAN. This is a report by the company. It does not
show any net earnings; it shows a deficit.

Mr. PATTERSON. Which report are you referring to, Senator ?
Mr. PECORA. The report filed with the securities commission.
Mr. PATTERSON. Yes; that is a report by that corporation, which

did not include any of its affiliates.
Mr. PECORA. The report to the stockholders of the group could

easily have shown whether or not the company or the group operated
at a loss ?

Mr. PATTERSON. Yes; it could.
Mr. PECORA. NOW, in view of what you have said, if it was a fact

that there was no discussion among the officers or directors who
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worked on the preparation of the report to the stockholders, let me
for the purpose of possibly refreshing your recollection read to you
the following extract from the minutes of the meeting of the operat-
ing committee of the group held on May 15, 1931, which recites you
as among those present [reading] :

The chairman referred to a resolution passed at the last meeting of the
executive committee providing for the preparation of a composite statement
of condition of all banks and trust companies in the group, to be published
after the next bank call in June. A form was submitted, and after a general
discussion was approved with minor corrections. A small quantity will be
set up in large type on cards 22 by 18 inches for display purposes. It was
the consensus that individual bank statements be prepared along the same
lines as the consolidated form, in large type, and both placed on display in a
favorable position in each unit bank. It was recommended that every cus-
tomer who evidences an interest in the units of the group should be given a
reduced mimeographed copy of these statements with a remark something
along these lines: " We are extremely proud of the statements of this bank
and the Guardian Detroit Union Group, Inc., of which we are a member. We
should like you to go over these figures, for we believe you as a customer of
the bank will be as proud of the excellent showing as we are."

The next sentence in the minutes is—
The reason for this is obvious.
Is it not also equally obvious to you now, Mr. Patterson if it was

not in 1930 and 1931, when you collaborated in the preparation of
these annual reports to the stockholders of the group, why no men-
tion was made in those annual reports to the stockholders of the fact
that the company was operating at a loss, and hence a fact that
might not make a stockholder or a customer of the unit bank proud
of the group ?

Mr. PATTERSON. The term " obvious " there—I don't know what is
meant by it.

Mr. PECORA. Well, answer my question.
Mr. PATTERSON. What is the question?
(The pending question was read by the reporter as above re-

corded.)
Mr. PATTERSON. I do not believe the consolidated companies were

operating at a loss in 1931, Mr. Pecora.
Mr. PECORA. All I know is that the report filed by the group

with the Michigan Securities Commission for the year 1931 reports
a deficit of $288,000 plus.

Mr. PATTERSON. I referred to the units of the group when I said I
did not believe they were operating at a loss in 1931.

Mr. PECORA. The group was operating at a loss in 1931, was it not?
Mr. PATTERSON. The Group Corporation, as one of the component

parts of the entire organization; yes.
Mr. PECORA. The Group Corporation was the big corporation of

which the other companies were units. In other words, the Group
Corporation was the entire entity that comprised twenty-odd com-
panies, including banks, as units, was it not?

Mr. PATTERSON. I suppose a construction of that sort is per-
missible.

Mr. PECORA. Therefore it was this large corporate entity that
comprised the smaller units.

Mr. PATTERSON. Yes.
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Mr. PECOBA. And it was operated at a loss not only in 1930 but
in 1931 and 1932?

Mr. PATTERSON. That is correct.
Mr. PECORA. And we are discussing here the report of that

corporate entity known as the " group " ?
Mr. PATTERSON. That is correct.
Mr. PECORA. I t is obvious to you now why the group officers arid

directors in publishing to their stockholders their annual reports did
not mention the fact that the group operated at a loss in each of
those years?

Mr. PATTERSON. I say again that the subject of reporting that sep-
arately was never discussed, to my knowledge. There was never
any intention of making a misstatement regarding it when the report
to the stockholders was made.

Mr. PECORA. Why was emphasis placed in these annual reports
upon consolidated statements of earnings and profits of the banking
units of the group if it was not to instill in the stockholders a faith
and a confidence and a reliance upon the security and the stability
and the soundness of the group ?

Mr. PATTERSON. I do not think it was emphasized.
Mr. PECORA. I t was mentioned. Whether emphasized or not, it

was mentioned, and no mention was made of the net deficit.
Mr. PATTERSON. That is true.
Mr. PECORA. Was that done by design or by accident?
Mr. PATTERSON. Not by design.
Mr. PECORA. Then it was done by accident?
Mr. PATTERSON. I t was never discussed.
Mr. PECORA. What was the reason that you never discussed it?
Mr. PATTERSON. I do not know.
Mr. PECORA. YOU were there for the purpose of discussing the

things that would be told to the stockholders in the annual report,
were you not?

Mr. PATTERSON. Part of the time; yes.
Mr. PECORA. Did it not ever occur to you to bring xxp for discussion

the question of reporting to the stockholders the deficit under which
the company operated?

Mr. PATTERSON. The whole report, Mr. Pecora, was arranged on
the basis of consolidated figures, and those figures were given to the
stockholders in good faith in that manner.

Mr. PECORA. Mr. Chairman, I am tired of hearing answers of that
sort, and I suggest that we adjourn—it is half past three—until
January 3.

The CHAIRMAN. Did you continue as vice president of this group
until the receivership was begun ?

Mr. PATTERSON. Until March 11, 1933.
The CHAIRMAN. What happened then?
Mr. PATTERSON. I resigned.
Senator COXJZENS. Who was your superior officer in the Federal

Reserve bank?
Mr. PATTERSON. I had the commission of Mr. Stephens.
Senator COUZENS. What is his position?
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Mr. PATTERSON. Federal Reserve agent.
Mr. PECORA. Mr. Chairman, I respectfully ask that you announce

to the witnesses who are under subpena, with the exception of Mr,
Eubank, to return here on January 3. We do not need Mr. Stalker
either.

The CHAIRMAN. We will excuse Mr. Stalker and Mr. Eubank. All
other witnesses under subpena wilj. appear here at 10 a.m. on
January 3 next. The committee will now adjourn to meet again on
January 3, 1934, at 10 o'clock, in this room when we will resume the
hearings.

(Whereupon, at 3:30 p.m., the subcommittee adjourned until
Wednesday, Jan. 3, 1934, at 10 a.m.)

COMMITTEE EXHIBIT NO. 54, DECEMBER 22, 1933

{This report must be on file before March 1st, 1931. A filing fee of ONE
DOLLAR must accompany this report.)

ANNUAL REPORT 1930

(Name of Corporation) GUARDIAN DETROIT UNION GROUP, INC.;
{Street Address) Griswold at Fort; City, Detroit; State, Michigan.

Date of Incorporation, May 10, 1929.
MICHIGAN SECURITIES COMMISSION,

SIRS:—In accordance with Section 28 of Act 220, Public Acts of 1923, as
amended, the undersigned Secretary of the above Company, respectfully submits
the following report of its condition on the thirty-first day of December, 1930.
1. Financial Statement.

Common Stock
Preferred Stock-
No Par Stock

Par Value.
$20.00
$

Authorized. Issued.
$50,000,000 $3(
$ none $
Shs. none Shs.-

This statement should reflect the condition of Company after closing current
year, and must balance.

Issued
During

Year.
$4,843,360
$ _
Shs.—,

Assets Amount Liabilities Amount

Cash _
Notes Receivable
Accounts Receivable
Inventory—Materials
Inventory—Mfd. Products
Real Estate & Buildings
Machinery & Equipment
Office Equipment _
Patterns
Prepaid Expense
Advances
Investments
Interest & Dividends Receivable
Goodwill
Commissions.
Organization Expenses
Promotion
Patents
Deficit—12-31-30

$45,883.96

647.~94

202.02
40,947,540.00

47,322.93

204,060.51

"§9,"387."57

Total. 41,285,044.93

Common Stock Outstanding—.
Preferred Stock Out s t and ing-
No Par Stock Outstanding
Notes Payable
Mortgages _
Trade Acceptances
Accounts Payable
Sinking Fund -
Reserve for
Other Liabilities , — .
Capital Surplus
Paid in Surplus
Surplus (after closing 12-31-30).

$30,896,880.00

8,095,664.93
2,292,500.00

Total. 41,285,044.93
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2. Statement of Profit and Loss Account for the past twelve months. (If a new
corporation, from date of organization.) The footing MUST BALANCE.

Expense. Income.

To Deficit in Surplus 12-31-29
Returns and Allowances
Cost of Sales
Manufacturing Expense
Administrative Expense
Miscellaneous Expense
Commission Stock Sales
Repairs & Replacements
Interest Paid
Insurance
Sta., Printing & Off. Supp
Advertising
Salaries
Taxes—other than Fed. Income
Dividends, Common Stock..
Dividends, Preferred Stock
Dividends, No Par Stock
Net Surplus, 12-31-30

$67,155.84

121.88
1,039.56

17,942.26
39,900.32
86,575.95
75,735.03

4,930,991.28

Total- l y 219.462.12

By Surplus 12-31-29.

Services
Rents -
Commissions
Miscellaneous
Interest &.Discount....

Div. Received or Accrued-
Appreciation

Profits on Sales of Sec

Deficit—12-31-30..

Total

$39,905.07
'5,123,372.60

16,796.88

39,387.57

$5,219,462.12

Any entries affecting Surplus account and not passing through Profit and
Loss account must be explained in a statement or letter attached.

3. Statement, showing the consideration received from the stock issued since
date of filing original application. (From date of last report if previous
report has been filed.)

10,000-._
1,500—

30,000—
10,000—
6,000—
7,500—

12,600—
1,500—
2,328—

Peoples National Bank of Jackson
City Nat'l Bank & Trust Co., Niles
Capital National Bank of Lansing
Grand Rapids National Bank
First National Bank & Trust Co., Kalamazoo.
Qrand Rapids Trust Company
Second Nat'l Bank & Trust Co., Saginaw
National Bank of Ionia _
3/20ths miscellaneous.. .__

$20.00
100.00
20.00

100.00
100.00
100.00
100.00
100.00

17,500
4,126

36,000
45,000
36.000
22,500
75,000
5,250

793

242,168

were given in to the company and carried on the books.
4. Has license to sell your Securities in any other state been revoked? No.

Withdrawn? No If so give reason
5. Have any changes been made in the following particulars since ycur applica-

tion was filed?
A—in the name, nature, or plan of business: No
B—In the plan adopted for sale of its Securities: No
C—In the price at which they are being sold: No
D—In the amount of per cent of commission paid on their sale: No
E—In the amount allowed for promotion or intangibles: No

6. Have you employed Broker to sell your Stock in Michigan during the year?
No If so, who?

7. Is your company dormant or inactive? No. If so explain
B—Date of order giving permission to sell securities. (Since last report:)

1-7-30 98, 500 shares
1-22-30 62,625 "
1-28-30 75,000 "
4-9-30 6,043 "

242,168 shares
C—State amount given permission to sell and class of same
D—State amount still unsold: None. Stock issued in each instance to acquire

the capital stock of banks and other financial institutions.
(The above questions must be answered in every instance.)Digitized for FRASER 
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8. At what price have Securities been sold in Michigan?
Price Amount Sold Commission Paid

Preferred Stock $ $ none $
Common Stock $ $ none $
No Par Stock $ $ none $

Total $ Total $
9. A—What commission paid on stock sold in Michigan % none.

B—What commission paid in other states % none.
C—Who has paid for advertising of sale of stock, Company or Broker? none.

10. Cash disbursements made since last report for the following:
For ̂ patents $ none
For Advertising Stock Sales $ none
For Promotion $ none
For any other Intangibles $ none

(The above questions must be answered! in every instance.)
Explanations:

11. Business engaged in: The Company owns shares of stock of various Bank,
Trust Companies, and other corporations.

12. The following is a list of officers of the company and the salaries paid to
each:

We. the President and Secretary of the GUARDIAN DETROIT UNION
GROUP, INC., do solemnly swear that the above statement is true to the best
of our knowledge and belief and that this report has been carefully filled out
and fully and correctly exhibits the true state of the several matters contained,
as,, shown by the books of the ̂ Company.
State of Michigan, ALBERT O. LOED,

President.
County of Wayne A. A. F. MAXWELL,

Secretary.
Subscribed and sworn to before me this the day of 19

Notary Public.
My commission expires

(See that CORPORATE SEAL is affixed.)

ALL QUESTIONS MUST BE ANSWERED FULLY OR REPORT WILL BE RETURNED FOR
CORRECTION.

[Endorsement on back]
File No. .
Name, —— ; Street, Penobscot Bldg.; Detroit.
Annual report, 1930; filed , 1931, with Michigan Securities Com-

mission.
Form 16.

SECTION 28, ACT NO. 220, P.A. 1923, AS AMENDED

SEC. 28. Every essuer of securities (filed under this act shall, uritil such time
as is otherwise ordered by the commission, or before March first of each year,
file with the commission, on blanks to be provided by it, a detailed statement-
showing the condition of said issuer on the thirty-first day of December preced-
ing, and shall at the same time pay a filing fee therefor of $1.

COMMITTEE EXHIBIT NO. 55, DECEMBER 22, 1933

(This report must be on file before March 1st, 1932. A filing fee of one dollar
must accompany this report.)

ANNUAL REPORT 1931

(Name of Corporation) Guardian Detroit Union Group, Inc.; Fill in (Street
Address) Fort & Griswold Sts.; City Detroit; State Michigan.

Date of Incorporation, May 10th, 1929.
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MICHIGAN SECURITIES COMMISSION.

SIRS:—In accordance with Section 28 of Act 220, Public Acts of 1923, as
amended, the undersigned Secretary of the above Company, respectfully submits
the following report of its condition on the thirty-first day of December, 1931.

Issued
During p n l . vaina

1. Financial Statement. Authorized. Issued. Year. rA v u"
Common stock $50,000,000 $30,896,800 $ None $20.00
Preferred stock $ None $ $ $
No par stock Shs. None Shs Shs

This statement should reflect the condition of company after closing current
year, and must balance.

Assets.

Cash
Notes receivable
Accounts Receivable... __
Inventory—Materials._
Inventory—Mfd. Products
Real Estate & Buildings...
Machinery & Equipment- .-
Office Equipment
Patterns -- - - - - - -
Prepaid Expense
Advances
Investments ._
Interest & Prepaid Exp
Goodwill
Commissions
Organization _
Promotion
Patents
Deficit—12-31-31

Total

Amount.

$2,118.213.67
5,817,428.10

30,000.00

7,861.77

260.00
33,111,616.76

111,509.64

288,930.33

$41,485,820.27

Liabilities.

Common Stock Outstanding
Preferred Stock Outstanding
No Par Stock Outstanding *
Notes Payable _.
Mortgages. . . .
Trade Acceptances _
Accounts P&yabla
Sinking Fund
Reserve for
Other Liabilities: _.__ ._. .

Capital Surplus
Paid fa Surplus __
Surplus (after closing 12-31-31)

Total

Amount.

$30,896,880.00

7,500,000.00

3,375.34

793,064.93
2,292,500.00

$41,485,820.27

* Liability on non par stock must be set up at the amount the company received for the issuance of same.

2. Statement of Profit and Loss Account for the past twelve months. (If a
new corporation, from date of organization.) The footing MUST BALANCE.

Expense.

To Deficit in Surplus 12-31-30
Returns and Allowances
Cost of Sales _ . . . _
Manufacturing Expense
Administrative Expense_ .
Miscellaneous Expense
Commission Stock Sales
Repairs & Replacements
Interest Paid
Bond Amortization
Advertising
Insurance .,
Stationery & Ptg
Salaries .
Taxes - . . . . . .
Organization Expense
Dividends, Common Stock..
Dividends, Preferred Stock
Dividends, No Par Stock
Net Surplus, 12-31-31

Total

$39,387.57

80,108.33

18,649.83
2,319.35

32,102.80
1,696.14
8,394.26

136,624.24
20,973.50

204,060.51
3,085,416.38

3,629,732.91

Income.

By Surplus, 12-31-30
Sales
Services
Rents
Commissions
Miscellaneous .
Interest & Discount
Dividends

Profits—Sale of Secur..
Apprec'n of Investment

Appreciation

Deficit—12^31-31

Total

$500.00

61,479.74
3,231,587.40

5,580.35
41,655.00

288,930.33

3,629,732.91

Any entries affecting Surplus account and not passing through Profit and Losa
account must be explained in a statement or letter attached.
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S. Statement, showing the consideration received from the stock issued since
date of filing original application. (From date of last report if previous
report has been filed.)

Actual Cash
Notes
Real Estate
Plant
lSntiipiTMftit
Salaries
Dividends
Commissions _ _

Organization..
Promotion
Patents

Totals*

Preferred

No.
Shares Amount

$

*$

Common

No.
Shares

Amount

$

*$

No par

No.
Shares

Amount

$

*$

* This column should specify the actual amount of cash or notes received, or*the actual value of real
estate, etc., received in exchange for stock issued, and should correspond with the value at which these
different items were given in to the company and carried on the books.

4. Has license to sell your Securities in any other state been revoked? No.
Withdraw? No. If so give reason

5. Have any changes been madfe in the following particulars since your
application was filed?

A—In the name, nature, or plan of business: No.
B—In the plan adopted for sale of its Securities: No.
C—In the price at which they are being sold: No.
D—In the amount of per cent of commission paid on their sale: No.
E-^-In the amount allowed for promotion or intangibles: No.

6. Have you employed Broker to sell your Stock in Michigan during the year?
No. If so, who?

7. Is your company dormant or inactive? No. If so explain —
B—Date of order giving permission to sell securities
C—State amount given permission to sell and class of same
D—State amount still unsold
(The above questions must be answered in every instance.)

8. At what price have Securities been sold in Michigan?
Price

Preferred Stock
Common Stock
No Par Stock

Amount Sold
$Nohe
$None
$None

Commission Paid
$
$

,Total $ Total $
9. A—What commission paid on stock sold in Michigan % None.

B—What commission paid in other states % None.
C—Who has, paid for advertising of sale of stock, Company or Broker?

None.
10. Cash disbursements made since last report for the following:

For patents $ None
For Advertising. Stock Sales $ None
For Promotion $ None
For any other Intangibles $ None

(The above questions must be answered in every instance.)
.Explanations:

11. Business engaged in: The Company owns shares of stock of various Banks
and Trust Companies and other Corporations.
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12. The following is a list of officers of the company and the salaries paid
to each:

Name.

President - -

Secretary _._.'.
Treasurer
General Manaser - - -
Directors:

1 .2. _
3
4.
5 . . . . .
6. ___
7
8. .__

Residence Address. Salary.

We, the President and Secretary of the GUARDIAN DETROIT UNION
GROUP, INC. Company, do solemnly swear that the above statement is true
to the best of our knowledge and belief and that this report has been carefully
filled out and fully and correctly exhibits the true state of the several matters
contained, as shown by the books of the Company.

ROBERT O. BONE,
President.

C. H. HABEBKOBN, Jr.,
Secretary.

STATE OP MICHIGAN
County of Waytw

Subscribed and sworn to before me this 24th day of February, 1932.

Notary Publio.
My commission expires
(See that CORPORATE SEAL is affixed.)
ALL QUESTIONS MUST BE ANSWEREDFULLY OB REPORT WILL BE RETURNED WOB

CORRECTION.
OFFICERS

Name 1 Residence Address (Michigan) Salary

Chairman of Board, Frank W. Blair
Chairman Advisory Committee, Fred T.

Murphy.
Chairman. Executive Committee, Henry E.

Bodman.
President, Robert O. Lord
Vice Chmn. of Board, C. H. Haberkorn, Jr
Vice President, Ernest Kanzler
Vice President, James L. Walsh
Vice Pres. & Treas., Bert K. Patterson
Vice President Herbert S. Reynolds J
Vice President, R. Perry Shorts.
Vice President, Frank J. Maurice .
Vice President, Phelps Newberry .. .
Vice President, John N. Stalker.
Vice President, Henry H. Sanger.
Vice President, Harry S. Covington.-
Vice President, Charles A. Kanter :
Vice President, Andrew L. Malott
Vice President, Lewis K. Walker
Vice President, Joel H. Prescott
Vice President, Samuel R. Kingston
Secretary, A; A. F. Maxwelh
Asst. Treasurer, W. J. Penningrothl
Comptroller, O. A. Waldow

1716 W.Boston Blvd., Detroit
17620 E. Jefferson Ave., Grosse Pte—.
20 McKinley Place, Grosse Pte

17 McKinley Place, Grosse Pte
15440 Windmill Pte., Grosse Pte . . .
2501 Iroquois Ave., Detroit
8162 E. Jefferson Ave., Detroit
700 Seward Avenue, Detroit—
300 So. Brown St., Jackson.
438 N. Jefferson Ave., Saginaw
RFD-3, Manor Rd.,_Birmingham..
36 Cloverly, Grosse Pte
677 Lakeshore Drive, Grosse Pte. .:
333 University PI., Grosse Pte-.
7 Cloverly, Grosse Pte
1481 Seminole, Detroit;
Statler Hotel. Detroit
19519 Shrewsbury, Detroit
9200 Dwight Ave., Detroit
1971 Longfellow. Detroit...
1550 Lawrence 4ve.,' Detroit
2929 Wibb, Detroit
3025 Cortland, Detroit

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



STOCK EXCHANGE PKACT1CES

DIRECTORS

4467

Name

Frank W, Blair
Arthur C. Bloomfield.
Henry E. Bodman
Clarence H. Booth
Joseph H. Brewer
Walter O. Briggs
Daniel D. Brown
Harry C. Bulkley
Charles S. Campbell—.
Roy D. Chapin
George R. Cooke
Harry S. Covington....
George R. Fink
William A. Fisher
EdselB. Ford
John H. French.
Frank E. Gorman
Stephen A, Graham
C. H. Haberkorn, Jr...
Carlton M. Higbie
Sherwin A. Hill
Charles H. Hodges
James Inglis
George B. Judson

Ernest Kanzler
Jerome E. J.. Keane.
Dwight B. Lee
Robert O. Lord
Clifford B. Longley
Alvan Macauley
Frank J. Maurice
Francis C. McMath :„
Duncan'J: McNabbi^—
George B. Morley—
Edwin R. Morton
Charles S. Mott
Fred T. Murphy (Dr.)—
Edwin H. Nelson
Phelps Newberry
Ransom E. Olds
Bert K. Patterson
Herbert S. Reynolds
John R. Russel
Murray W. Sales
Henry H. Sanger
R. Perry Shorts
Hal H. Smith
Oscar W. Smith—
John N. Stalker
James L. Walsh
Charels Beecher Warren.
Herbert R. WiUrin-1

Residence Address (Michigan)

1716 W. Boston Blvd., Detroit
750 Michigan Ave. W., Jackson
20 McKinloy Place, Grosse Pte
Lone Pine Road, Bloomfield Hills
Blythefield Farms, Belmont, Mich
700 Boston Blvd. W., Detroit
2458 Military St., Pt. Huron
749 Seminole, Detroit
Whites Road, Kalamazoo
447 Lake Shore Rd., Grosse Pte
64 Country Club Lane, Grosse Pte
7 Cloverly, Grosse Pte— _
17 Cloverly Rd., Grosse Pte
1791 Wellesley Dr., Palmer Woods, Detroit.
Gaukler Pte., Grosse Pte. ̂ Shores
936 Lakeshore Rd., Grosse Pte
1224 N. Genessee Dr., Lansing
4000 Gratiot Ave., Pt. Huron
15440 Windmill Pte., Grosse Pte
246 Lakeland Ave., Grosse Pte
"Greenmead", Northville, Mich
354 Washington Road, Grosse Pte
2301 Highland Ave., Ann Arbor
19233 Woodston Rd., Palmer Woods,

Detroit.
2501 Iroquois Ave., Detroit
379 Lakeland Ave., Grosse Pte
P.O. Box No. 643, Detroit
17 McKinley Place. Grosse Pte
11 Touraine, Detroit.
735 Lake Shore Rd., Grosse Pte
RFD-3, Manor Rd., Birmingham
1037 Iroquois Ave., Detroit
Grosse He, Michigan
316 N. Washington Ave., Saginaw
88 Orchard Place, Battle Creek
1400 E. Kearsley 8V, Flint
17620 E. Jefferson Ave., Detroit
3 D. Garden Court Apts., Detroit
36 Cloverly Road, Grosse Pte
720 S. Washington Ave., Lansing
700 Seward Ave., Detriot
300 S. Brown St., Jackson
4 Woodland Place, Grosse Pte
17743 E. Jefferson Ave., Detroit
333 University Place, Grosse Pte
438 N. Jefferson Ave., Saginaw
15530 Windmill Pte. Drive, Grosse Pte
8120 E. Jefferson Ave., Detroit
677 Lake Shore Road, Grosse Pte
8162 E. Jefferson Ave., Detroit
273 Lake Shore Road, Grosse Pte
1144 Woodside Drive, Flint

Salary

File No.
Name —

[Endorsement]

-; Street- -; City

SECTION 28, ACT NO. 220, P.A. 1923 AS AMENDED.

SEC. 28. Every issuer of securities, filed under this act, shall until such
time as is otherwise ordered by the commission, or before March first of each
year, file with the commission, on blanks to be provided by it, a detailed
statement showing the condition of said issuer on the thirty-first day of
December preceding, and shall at the same time pay a filing fee therefor of one
dollar.

Annual Report, 1931; Filed (Leave Blank), 1932 with Michigan Securities
Commission; Form 16.
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COMMITTEE EXHIBIT NO. 56, DECEMBER

(Office Copy)
1933

THIS REPORT MUST BE ON FILE BEFORE MARCH 1st, 1933.
fee of ONE DOLLAR must accompany this report.

ANNUAL REPORT 1932

A filing

GUARDIAN DETROIT UNION GROUP, INC.
c GRISWOLD STS.; City, DETROIT; State,

(Name of Corpora tion)
(Street Address) FORT
MICHIGAN.

Date of Incorporation May 10th, 1929.
MICHIGAN SECURITIES COMMISSION,

SIRS :—In accordance with Section 28 of Act 220, Public Acts of 1923, as
amended, the undersigend Secretary of the above Company, respectfully sub-
mits the following report of its condition on the thirty-first day of December,
1932
1. Financial Statement.

Authorized. Issued.
Common Stock $50,000,000 $30,896, 880
Preferred Stock $ None $
No Par Stock Srs. None Shs

During
Year.

$ None
Par Value*

$20.00
$

Shs
This statement should reflect the condition of Company after closing current

year, and must balance.

Amount Liabilities Amount

Cash
Notes Beceivable
Accounts Receivable
Inventory—Materials
Inventory—Mfd. Products-
Real Estate & Buildings
Machinery & Equipment
Office Equipment
Patterns
Prepaid Expense
Investments
Good Will
Commissions . - _-_
Organization
Promotion
Patents
Deficit—12-31-32

$627,182.34
17,643,155.38

30,445.17

31,390,637.88

Common Stock Outstanding...
Preferred Stock Outstanding-
No Par Stock Outstanding*...
Notes Payable...
Mortgages
Trade Acceptances
Accounts Payable
Sinking Fund
Reserve for _
Other Liabilities:
Accrued Interest & Expense
Capital Surplus
Paid In Surplus
Surplus (after closing 12-31-32).

$30,896,880.00

16,"259,"543."68

126,597.32
689,182.93

2,332,901.01

714,331.26
Total. $50,205,752.03

Total $50,205,752.03

* Liability on non par stock must be set up at the amount the company received for the issuance of same

2. Statement of Profit and Loss Account for the past twelve months. (If a
new corporation, frqm date of organization.) The footing MUST BALANCE.

Income.

To deficit in Surplus 12-31-31-
Returns and Allowances
Cost of Sales
Manufacturing Expense
Administrative Expense
Miscellaneous Expense
Commission Stock Sales
Repairs & Replacements
Interest Paid
Loss on Sale of Sec
Advertising
Insurance -
Stationery & Printing
Salaries
Taxes —
Rent
Legal Expense
Loss from Bad Debts
Dividends, Common Stock
Dividends, Preferred Stock
Dividends, No Par Stock
Net Surplus, 12-31-32

$288,930.33

35,494.06

722,164.5
78,739.29
16,236.46
1,657.38
7,837.89

161,280.65
60,280.90
14,081.70
61,072.93

143,849.87
375,134.00

By Surplus 12-31-31
Sales
Services
Rents
Commissions
Miscellaneous
Interest & Discount-
Dividends
Appreciation

$579,428.79
663,000.00

Deficit—12-31-32 714,331.26

Total 1,956,760.05 Total 1,956,760.05
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Any entries affecting Surplus account and not passing through Profit and
Loss account must be explained in a statement or letter attached.
3. Statement, showing the consideration received from the stock issued since

date of filing original application. (From date of last report if previous
report has been filed.)

Actual Cash-
Notes^
Real Estate
Plant
Equipment _
Salaries
Dividends
^ommissionis

Organization _ _ _.
Promotion
Patents

Totals *

Preferred

No.
Shares Amount

$

$*

Common

No.
Shares Amount

$

No Par

No.
Shares Amount

$

$*

* This column should specify the actual amount of cash or notes received, or the actual value of real estate,
etc., received in exchange for stock issued, and should correspond with the value at which these different
items were given in to the company and carried on the books.

4. Has license to sell your securities in any other State been revoked? No.
Withdrawn? No. If so, give reason

5. Have any changes been made in the following particulars since your applica-
tion was filed?

A—In the name, nature, or plan of business: No.
B—In the plan adopted for sale of its securities: No.
C—In the price at which they are being sold: No.
D—In the amount of percent of commission paid on their sale: No.
E—In the amount allowed for promotion or intangibles: No.

@. Have you employed broker to sell your stock in Michigan during the year?
No. If so, who?

7. Is your company dormant or inactive? No. If so, explain
B—Date of order giving permission to sell securities
C—State amount given permission to sell, and class of same
D—State amount still unsold :—
(The above questions must be answered in every instance.)

8. At what price have Securities been sold in Michigan?

Price
Preferred Stock-
Common Stock
No Par S tock-

Amount Sold
$ None
$ None
$ None

Commission Paid
$
$

Total $ Total $
9. A—What commission paid on stock sold in Michigan % None

B—What commission paid in other states % None
C—Who has paid for advertising of sale of stock, Company or Broker? None

10. Cash disbursements made since last report for the following:
For patents $ None
For Promotion $ None
For Advertising Stock Sales $ None
For any other Intangibles $ None

(The above questions must be answered in every instance.)
Explanations

11. Business engaged in: The Company owns shares of stock of various Banks
and Trust Companies and other corporations.
175541—34—PT 9 18
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12. The following is a list of officers of the company and the salaries paid to
each:

Name.

President - _ _ _ _ _
Vice President
Secretary
Treasurer
General Manager
Directors:

1. _ _2.
3
4.
5.___
6.
7
8. . .„

Residence Address. Salary.

We, the President and Secretary of the GUARDIAN DETROIT UNION
GROUP, INC. Company, do solemnly swear that the above statement is true to
the best of our knowledge and belief and that this report has been carefully
filled out and fully and correctly exhibits the true state of the several matters
contained, as shown by the books of the Company.
STATE OF MICHIGAN 1 ROBERT O. LORD, President.

County of Wayne] C. H. HABERKORN, JR., Secretary.
Subscribed and sworn to before me this the 28th day of February, 1933.

PAULINE P. MOSIER, Notary Public,
My commission expires, June 17, 1935.

(See that CORPORATE SEAL is affixed.)
ALL QUESTIONS MUST B E ANSWERED FULLY OR REPORT WILL B E RETURNED FOR

CORRECTION.
OFFICERS

Name Residence address (Michigan) Salary

Chairman of Board Ernest Kanzler..
" of Executive Committee R. Perry

Shorts.
Counsel Henry E. Bodman
President Robert O. Lord
Exec. Vice President James L. Walsh

" " " Bert K. Patterson
" " Herbert R. Wilkin

*' " " Ralph E. Badger_-_._
Vice Pres. & Sec'y. C. H. Haberkorn, Jr.

" " & Comptroller Richard C. Huelsman.
Asst. Vice President Norman H. Moysey

" W. C. Goddard
Treas. & Asst. Sec'y. Harvey C. Emery.
General Auditor Ottmar A. Waldo

2501 Iroquois Ave., Detroit
438 N. Jefferson Ave., Saginaw
20 McKinley Place, Grosse Pte
17 McKinley Place, Grosse Pte..
8162 E. Jefferson Ave., Detroit
700 Seward Avenue, Detroit
8120 E. Jefferson Ave., Detroit
17595 WMeme*e Av&, Detroit.
15440 Windmill Place, Grosse Pte
17525 Wildemere Ave., Detroit
2252 Yorkshire Avenue, Birmingham..
16913 Maumee Ave., Grosse Pte
Ann Arbor
3023 Cortland Ave., Detroit

DIRECTORS

Arthur C. Bloomfield
Henry E. Bodman...
Clarence H. Booth...
Joseph H. Brewer
Walter O. Briggs
Harry C. Bulkley.—
Charles I. Campbell-.
Roy D. Chapin
George R. Cooke
Harry S. Covington..
George m F inki . . : . .
William A. Fisher. . .
EdselB. Ford
John H. French
Frank E. Gorman...
Stephen A. Graham..
C. H. Haberkorn, Jr.

750 Michigan Ave., W., Jackson...
20 McKinley Place, Grosse Pte
Lone Pine Road, Bloomfield Hills _
Blythefleld Farms, Belmont
700 Boston Blvd., w. , Detroit
749 Seminole Ave., Detroit
Whites Road, Kalamazoo
447 Lakeshore Road, Grosse Pte—.
64 Country Club Lane, Grosse Pte.
7 Cloverly Road, Grosse Pte
17 Cloverly Road, Grosse £>te_
1791 Wellesley Drive, Detroit.
Gaukler Pointe, Grosse Pte
936 Lakeshore Road, Grosse Pte.—
1224 N. Genesee Drive, Lansing....
4000 Gratiot Avenue, Port Huron..
15440 Windmill Place, Grosse Pte_.
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DIRECTORS—Continued

Name

JSherwin A. Hill
Charles H. Hodges...
James Inglis
George B. Judson
Ernest Kanzler
Dwight B. Lee
Cliffords. Longley..
Robert O. Lord
Alvan Macauley
Frank J. Maurice—..
•George B. Morley....
-Charles S. Mott
Fred J. Murphy
PhelpsNewberry...
Ransom E. Olds
Bert K. Patterson...
Herbert S. Reynolds
.Murray W. Sales....
Henry H. Sanger
JUger Sheldon
R. Perry Shorts
Hal H. Smith
Oscar W. Smith
James L. Walsh
Charles B. Warren-
Herbert R. Wilkin-

Residence address (Michigan)

Greenmead—Northville
364 Washington Road, Grosse Pte
2301 Highland Ave., Ann Arbor
19233 Woodston Road, Detroit
2501 Lroquois Avenue, Detroit
P. O. Box 643, Detroit
11 Touraine, Detroit
17 McKindly Place, Grosse Pte
735 Lakeshore Road, Grosse Pte
R.F.D. No. 3 Manor Road, Birmingham.—
316 N. Washington Avenue, Detroit
1400 E. Kearsley Street, Flint..
17620 E. Jefferson Avenue, Detroit
36 Cloverly Road, Grosse Pte
720 So. Washington Ave., Lansing
700 Seward Avenue, Detroit
300 So. Brown Street, Jackson
17743 E. Jefferson Ave., Detroit
333 University Place, Grosse Pte
525 Lakeshore Road, Grosse Pte
438 North Jefferson Ave., Saginaw
15530 Windmill Pte. Drive, Grosse Pte _
8120 E. Jefferson Ave., Detroit
8162 E. Jefferson Ave., Detroit
273 Lakeshore Road, Grosse Pte
8120 E. Jefferson Ave., Detroit

Salary

[Endorsement]

File No.
Name Guardian Detroit Union Group, Inc.; Street Penobscot Bldg.; City

.Detroit.
Annual report, 19S2; Filed (Leave Blank), 1933 With Michigan Securities

Commission; Form 16.

SECTION 28, ACT NO. 220, P.A. 1923 AS AMENDED

SEC. 28. Every issuer of securities, filed under this act, shall until such time
AS is otherwise ordered by the commission, or* before March first of each year,
file with the commission, on blanks to be provided by it, a detailed state-
ment showing the condition of said issuer on the thirty-first day of December
preceding, and shall at the same time pay a filing fee therefor of one dollar.
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