
STOCK EXCHANGE PRACTICES

TUESDAY, JANUARY 16, 1934

UNITED STATES SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON

BANKING AND CURRENCY,
Washington, D.O.

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

Present: Senators Fletcher (chairman), Adams, Townsend, and
Couzens.

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

The CHAIRMAN. The subcommittee will come to order, please.
Mr. Pecora, who will you have first this morning?

Mr. PECORA. Mr. Blair.
The CHAIRMAN. Mr. Blair, will you please come forward to the

committee table, 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 invesiga-
tion by the committee. So help you God.

Mr. BLAIR. I do.

TESTIMONY OF FRANK W. BLAIR, DETROIT, MICH., PRESIDENT
OF THE UNION JOINT STOCK LAND BANK OF DETROIT

Mr. PECORA. Mr. Blair, will you kindly give your name, address,
and business occupation to the committee reporter?

Mr. BLAIR. My name is Frank W. Blair; residence, Lake Orion,
Mich.; office, 640 Free Press Building, Detroit.

Mr. PECORA. What is your business or occupation ?
Mr. BLAIR. At the present time and for the past 10 years, since it

was organized, I have been president of the Union Joint Stock Land
Bank of Detroit. From 1908 until 1930 I was president of the
Union Trust Co. of Detroit, and in 1930 and 1931 I was chairman
of the board, first of the Union Trust Co. and then of its successor,
the Union Guardian Trust Co.

Mr. PECORA. Were you also connected as officer or director, or both,
with the Guardian Detroit Union Group, Inc. ?

Mr. BLAIR. Yes. I was chairman of the board of the Guardian
Detroit Union Group, Inc., from the time it became the Guardian
Detroit Union Group, Inc., until the annual meeting in 1932.

4759

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



4 7 6 0 STOCK EXCHANGE PEACTICES

Mr. PECORA. Did you continue to serve as a director of the Guard-
ian Detroit Union Group, Inc., after you ceased being chairman of
the board ?

Mr. BLAIR. Yes; for 1 year.
The CHAIRMAN. When was the annual meeting in 1932?
Mr. BLAIR. Why, it was some time in the latter part of January,

and I have forgotten the exact date, Senator Fletcher.
Mr. PECORA. It was usually held in January of each year?
Mr. BLAIR. Yes.
Mr. PECORA. I want to ask you particularly at this time about the

Union Guardian Trust Co., formerly known as the Union Trust Co.,
of which you have just stated you were president from 1908 up to
1931, both inclusive.

Mr. BLAIR. I was president up to
Mr. PECORA (interposing). Up to 1930.
Mr. BLAIR. Yes; and
Mr. PECORA (continuing). And in 1930 and 1931 you became chair-

man of the board ?
Mr. BLAIR. Yes, sir.
Mr. PECORA. DO you know when the Union Trust Co. of Detroit

was organized ?
Mr. BLAIR. In 1891.
Mr. PECORA. Was it organized or incorporated under the banking-

laws of the State of Michigan ?
Mr. BLAIR. NO. I t was organized under what was known as the

" trust company law ", which was a separate law from the banking
law.

Mr. PECORA. From its inception did it engage in any commercial
banking business ?

Mr. BLAIR. NO. I t was prohibited from doing a general banking
business.

The CHAIRMAN. Did it receive deposits ?
Mr. BLAIR. I t received deposits, yes; on certificates.
The CHAIRMAN. All right.
Mr. PECORA. I have before me what purports to be a photostatic

copy of the articles of association of the Union Trust Co., and I
will read from article I I I therof:

The purpose and object of the corporation is to carry on a trust, deposit,
and security business, and any other business authorized by the provisions of
act 108 of the public acts of 1889 and acts amendatory thereof.

Does that confirm your recollection of the fact ?
Mr. BLAIR. Yes.
Mr. PEOORA. And act no. 108 of the public acts of 1889 of the

State of Michigan were what?
Mr. BLAIR. What they called the Trust Company Act.
Mr. PECORA. After the organization in 1891 of this trust company

did it, under authority conferred upon it so to do, engage in the
banking business as distinguished from the trust business?

Mr. BLAIR. I t received deposits on certificate.
Mr. PECORA. On certificates of deposit?
Mr. BLAIR. On certificates of deposit, and it accepted deposits for

investment.
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Mr. PECORA. Were any of those deposits that it received payable
on demand?

Mr. BLAIR. At first they were not, but latterly practically all of
them were payable on demand.

Mr. PECORA. NOW, when did the Union Trust Co. begin to receive
deposits payable on demand?

Mr. BLAIR. Prior to my connection with the company.
Mr. PECORA. Which was prior to 1908 ?
Mr. BLAIR. Yes.
Mr. PECORA. And you do not know when it was?
Mr. BLAIR. NO.
Mr. PECORA. Well, from 1908 down it was customary for it to

receive demand deposits?
Mr. BLAIR. I wouldn't say that it was customary to receive demand

deposits, just in that way. I t did take deposits payable on demand
when it could not get them in some other way. Perhaps I might
say that.

Mr. PECORA. And issued its certificates of deposits?
Mr. BLAIR. Not certificates of deposit, generally, when it received

deposits that way. There were deposits received in open accounts,
not subject however to check.

Mr. PECORA. Well, how were they made payable; on demand? Or,
how was withdrawal effected ?

Mr. BLAIR. By letter, ordinarily.
The CHAIRMAN. By what ?
Mr. BLAIR. By letter, ordinarily.
Mr. PECORA. By letter ordinarily, he said.
Mr. BLAIR. Yes.
Mr. PECORA. Or on oral demand?
Mr. BLAIR. Yes.
The CHAIRMAN. But with no checks drawn?
Mr. BLAIR. NO checks; no.
Mr. PECORA. NOW, Mr. Blair, did the trust company, after it com-

menced to receive deposits, both deposits payable on demand and
time deposits, segregate those funds into any classifications?

Mr. BLAIR. I do not know that I get the purpose of the question ?
Mr. PECORA. Well, how were those funds received from depositors,

treated by the trust company?
Mr. BLAIR. AS general funds of the company. Perhaps what is

in your mind is that sometime subsequent to my becoming connected
with the company, we seggregated the balances held for the account
of trusts, in a separate classification, and deposited those balances
in outside banks.

Mr. PECORA. Well, when did it commence to treat and deal with
those deposits in that fashion?

Mr. BLAIR. I should say about 1910, perhaps, but I cannot give
you the exact date.

Mr. PECORA. Did it use any terminology in classifying those
deposit funds in that fashion?

Mr. BLAIR. AS class A funds.
Mr. PECORA. They were class A funds?
Mr. BLAIR. Yes, sir. *
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Mr. PECORA. NOW, Mr. Blair, did it also maintain a classification,
of deposit funds known as class B funds ?

Mr. BLAIR. Yes.
Mr. PECORA. Will you describe, briefly, to the committee the at-

tributes of the class A funds and the attributes of the class B funds?
Mr. BLAIR. Class A funds were pure trust funds, where the rela-

tionship between the trust company and the owner of the funds was
a purely trust relationship. Class B funds were more in the nature
of deposit funds, or they were balances belonging to so-called
" trusts ", where the owner of the trust maintained the right—or I
should say retained the right to determine to what use the money
should be put and how it should be invested.

Mr. PECORA. Would you agree to the following definition of the
class A funds as contained in the report of the State bank examiner,,
which report is dated November 6, 1931, and in which he referred
to the class A funds as u class A trust funds ", and defined them
as follows:

And a trust is a court trust, executor, administrator, guardian, etc.r
and a collection trust where the funds on deposit are of a fiduciary character
or represent deposits with the company of a temporary nature. It is con-
tended that the trusts classed under this heading have been very carefully
selected and that special care has been taken to place in this classification all
trusts in which the trust company has no right to make use of the cash balances,,
and on these trusts a 100-percent reserve is carried.

Mr. BLAIR. Practically so; yes.
Mr. PECORA. And would you subscribe to this designation or

definition of the class B trust funds, also contained in that same
report of the State bank examiner :

A B trust is a voluntary or revenue trust, in which the trust indenture give&
the company power to invest trust balances. A 10-percent reserve is supposed
to be maintained on these cash balances. According to a recent ruling of the-
commissioner, the percentage of reserve on the B funds should be 20 percent.
The A funds are payable on demand, and about 10 percent of the B fund&
are payable on demand.

Mr. BLAIR. I would not subscribe to that part which indicates
that the commissioner has the right to fix the percentage of reserve.
The trust company law of the State of Michigan fixes the reserve
which a trust company shall keep as 20 percent of its matured ob-
ligations. Nobody has ever been able to tell me just exactly what
the legislature had in mind when it made that provision for a reserve,
because I never could find, outside of the A funds, any obligation of
the trust company which has matured.

Mr. PECORA. In other respects would you subscribe to this defini-
tion of the class B trust funds?

Mr. BLAIR. Very generally; yes, sir.
Mr. PECORA. In addition to these class A and class B trust fundsy

the trust company, if I correctly understood your testimony as it
has been given so far, received on deposit general funds and issued
therefor its certificates of deposit.

Mr. BLAIR. Yes; and for some years in addition to that it had a
form of deposit which was called investment deposits, which were
in a smiall book, with an agreement in the front of the book. Those
funds, however, disappeared from the trust company after the Union
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Commerce Corporation was formed, when they were transferred to
the National Bank of Commerce in one block.

Mr. PECORA. When did that happen?
Mr. BLAIR. The transfer?
Mr. PECORA. Yes.
Mr. BLAIR. Oh, I should say either late in 1928 or perhaps early

in 1929.
Mr. PECORA. NOW, what disposition was made by the trust com-

pany during the period of time that you were its president and for
the 2 subsequent years when you were chairman of its board, of the
class A trust funds?

Mr. BLAIR. Well
Mr. PECORA. I believe you said, if I correctly understood you,

those funds were placed on deposit with other banks.
Mr. BLAIR. Yes, sir.
Mr. PECORA. Was that always the case?
Mr. BLAIR. We kept none in the trust company.
Mr. PEOORA. Were they kept in any banks after the organization

of the Guardian Detroit Union Group, Inc., and its predecessor
than banks that were units of the group ?

Mr. BLAIR. We found ourselves, of course, when the groups were
formed, with balances in banks which became our associates, and
it took some time, and I don't know just when it was entirely done,
to transfer those balances from banks with which the trust company
was closely associated to outside institutions.

Mr. PECORA. By " outside institutions " you mean banks that had
no affiliation with the group ?

Mr. BLAIR. Yes.
Mr. PECORA. When was that effected ?
Mr. BLAIR. I don't know. It had not been completely effected

when I left the trust company.
Senator COTTZENS. Didn't Mr. Bodman give an opinion that you

should not have those trust funds in any of your affiliates?
Mr. BLAIR. I don't know. But I should think it very likely he

would, because we all felt that was the correct way.
Mr. PECORA. Had you finished your answer?
Mr. BLAIR. Yes.
Mr. PECORA. Mr. Bodman was a director of the trust company,

was he not ?
Mr. BLAIR. He was a director of the Guardian Trust Co., and after

the consolidation a director of the Union Guardian Trust Co. He
was not a director of the Union Trust Co.

Mr. PECORA. Well, now, was this transfer of those class A trust
funds by your trust company effected before or after the creation of
the Union Guardian Trust Co. ?

Mr. BLAIR. Afterwards.
Mr. PECORA. YOU say it was afterwards?
Mr. BLAIR. Yes, sir.
Mr. PECORA. When was the Union Guardian Trust Co. organized,,

or when was it created ?
Mr. BLAIR. Well, the Union Guardian Trust Co. was a continua-

tion of the Union Trust Co. under the name of Union Guardian
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Trust Co. After the consolidation was effected—well, as I re-
member it, that was as of March 31,1930.

Mr. PECORA. Prior to March 31, 1930, did the Union Trust Co.
maintain on deposit in banks connected with the Group, those class A
trust funds ?

Mr. BLAIR. I t had some funds of that kind with the National Bank
of Commerce; Yes.

Senator COUZENS. When you issued your statements, Mr. Blair,
did you classify your deposits in your published statements as A and
B deposits?

Mr. BLAIR. ~NO ; we did not. ,
Senator COUZENS. They were just in one gross sum?
Mr. BLAIR. Yes.
Mr. PECORA. NOW, Mr. Blair, the class A trust funds were those

funds with respect to which the trust company merely bore a fiduciary
or trust relationship ?

Mr. BLAIR. Yes.
Senator COUZENS. Mr. Blair, or I will ask Mr. Pecora: As I under-

stood the definition given by the State bank examiner, he made some
reference to temporary deposits, deposits outside of those that bore
a fiduciary relationship. Is that correct ?

Mr. PECORA. Yes, Senator Couzens. He said that the A trust is a
court trust, and a collection trust were funds on deposit rather of a
fiduciary character or representing deposits with the company of a
temporary nature.

Senator COUZENS. That is what I thought.
Mr. BLAIR. Oh, then I did not get that when you read it.
Mr. PECORA. Well, that is the definition embodied in his report of

November 6,1931.
Senator COUZENS. That is where I thought you were mistaken,

Mr. Blair. I did not understand that those temporary deposits bore
any fiduciary relationship.

Mr. BLAIR. NO. And I did not get that last part of it when Mr.
Pecora read it.

Mr. PECORA. DO you disagree with that?
Mr. BLAIR. I disagree as far as temporary deposits are concerned.
Mr. PECORA. Deposits of a temporary nature?
Mr. BLAIR. Yes. I t is possible we might receive deposits and

arbitrarily put them in class A funds, so that we would not loan
the money, but it was not intended generally to include temporary
deposits in class A funds.

Senator COUZENS. Did you pay interest on temporary deposits?
Mr. BLAIR. Oh, I think that would all depend upon the deposit.
Senator COUZENS. Did you pay interest on some of them?
Mr. BLAIR. Yes.
Senator COUZENS. For whatever period the deposit remained with

you?
Mr. BLAIR . Yes. We had a constantly changing situation with

respect to trust-company deposits. The rates changed from time to
time by agreement among the trust companies.

Senator COUZENS. Well, you know it has been a practice that de-
posits are made with a trust company with a stipulation that if
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withdrawn in less than 30 days no interest is paid, and if left for
60 days a certain amount of interest is paid, and if left for 90 days
a certain amount of interest is paid, and if left for a year a certain
amount of interest is paid.

Mr. BLAIR. The arrangement for that kind of deposit was one
that was made in later years, not in the earlier years.

Senator COTJZENS. And they were not class A deposits, were they?
Mr. BLAIR. Oh, no.
Senator COUZENS. All right.
Mr. PECORA. Class A trust funds were as a rule funds that were

entrusted to the trust company for investment purposes, or for
some specified purpose and not for the account of the depositor.

Mr. BLAIR. The most of those funds represented income on trusts
which had been created; that is, it was the cash income received.

Mr. PECORA. In its annual reports it is disclosed that those funds
were carried as a part of the general deposit accounts, isn't it?

Mr. BLAIR. I think they called everything trust funds in the most
of our reports. (After looking through some papers.) I find in
February 1928

Mr. PECORA. What year did you say?
Mr. BLAIR. 1928. We called them trust deposits.
Mr. PECORA. And all deposits, whether they fell under class A

or class B
Mr. BLAIR. Were included.
Mr. PECORA. Were grouped in the reports under the head of trust

deposits ?
Mr. BLAIR. Yes. In the published statements I think the depart-

ment in Lansing, that is, the banking department, required some
different classification. I have forgotten just what it was.

Mr. PECORA. NOW, was a 100 percent reserve maintained by the
trust company against the class A deposits ?

Mr. BLAIR. Yes, sir.
Mr. PECORA. At all times?
Mr. BLAIR. Yes; from 1910 on.
The CHAIRMAN. What did you do with those other funds? How

did you invest them or loan them?
Mr. BLAIR. The deposits?
The CHAIRMAN. Yes.
Mr. BLAIR. In mortgages, collateral loans, bonds
The CHAIRMAN. Mortgages on real estate?
Mr BLAIR. Yes.
The CHAIRMAN. Collateral loans, bonds, and what?
Mr. BLAIR. And bonds.
The CHAIRMAN. NO commercial business?
Mr. BLAIR. Oh, no commercial business whatever.
Mr. PECORA. And to what extent was a reserve maintained by the

trust company against class B trust funds or deposits ?
Mr. BLAIR (after looking through some papers). We maintained,,

or we attempted to keep, a 10-percent reserve against B funds.
Mr. PECORA. YOU say you attempted to do it. Did you succeed?
Mr. BLAIR. Not always. That was purely a voluntary thing on

our part. The law did not require it.
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Mr. PECORA. Referring again to the definition in the statement of
the examiner's report of November 6, 1931, in which he said
[reading] :

A " B " trust is a voluntary or living trust in which the trust indenture gives
the company the power to invest the trust balances. A 10-percent reserve is
supposed to be maintained on these cash balances.

What do you understand by that reference by the State examiner
in his report to the 10-percent reserve being supposed to be main-
tained on these cash balances?

Mr. BLAIR. That is what I stated just a little while ago, that we
attempted to maintain either cash or quick assets amounting to 10
percent of such funds.

Mr. PECORA. What was the initial capital structure of the Union
Trust Co., do you know?

Mr. BLAIR. I t had a capital of $500,000.
Mr. PECORA. Eepresented by 5,000 snares of stock of a par value

of $100?
Mr. BLAIR. I have no doubt that is so.
Mr. PECORA. Subsequently, at various times, there were increases

in the capital structure of the trust company, were there not ?
Mr. BLAIR. Yes, sir.
Mr. PECORA. Can you give the committee a brief history of those

increases; that is to say, when they were effected, how, and at what
times ?

Mr. BLAIR. May I go to some length in making an answer to that ?
Mr. PECORA. Yes, sir.
Mr. BLAIR. My answer begins with my first connection with the

company.
Senator COTJZENS. What year was that?
Mr. PECORA. 1908.
Mr. BLAIR. 1908. On the last day of
Mr. PECORA. Pardon me a moment, Senator. Mr. Blair has testi-

fied that from 1908 to 1930 he was president of the Union Trust Co.,
and in 1930-31 he was chairman of the board; that on March 31,
1930, the trust company consolidated with the Guardian Trust Co.
and became known thereafter as the Union Guardian Trust Co.

Go ahead, Mr. Blair, please.
Mr. BLAIR. On the last day of December 1907 the board of direc-

tors of the trust company were in a panic. This is hearsay, of
course, because I was not present at the meeting. A motion was
made to place the company in receivership. Two or three men who
liad been with the trust company for a great many years—I think
all of them, perhaps, from the beginning—asked for time in which
to endeavor to work out the affairs of the trust company. A com-
mittee was appointed, of which Mr. Henry Eussel, who was then
general counsel for the Michigan Central Eailroad, was chairman.

Mr. Russell interviewed some members of the board of directors
and secured from them outright gifts to the company amounting to
something like $1,100,000 in securities and property. That money,
or rather those securities and property were turned over without
any strings attached to them whatever. The trust company at that
time had bad assets amounting to its capital and surplus. It had
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•uninvested trust funds considerably in excess of its cash on hand.
In other words, the situation was very bad.

Some time was spent in getting this fund together, and some time
was spent in finding someone to head the trust company. About 20
:men, I think, were asked to take the job before I was asked to take it.

Senator COUZENS. Who was the head of the trust company at the
period 3̂ ou are describing now?

Mr. BLAIR. Mr. Ferry was president, but inactive. Mr. Hance was
-executive vice president.

Senator COUZENS. Elwood Hance?
Mr. BLAIR. Elwood T. Hance. I went in on February 13, 1908,

.and immediately, with Mr. Eussel's help, began to try to build up
the cash balances. We used the securities which had been given the
company to borrow money. We borrowed most of the money at the
Guaranty Trust Co. in New York. It took 2 years, as I remember it,
for us to get enough money accumulated to make the segregation,
which we carried on after that, of "A" funds from all other funds
of the company.

Having done that, we went to the stockholders in 1912 with a
request that they furnish us with an additional $500,000 capital in
<order that we might return to the people who had given the securi-
ties to the company, those securities. That accounts for the increase
in capital in 1912 from $500,000 to $1,000,000.

Mr. PECORA. Was that accomplished through the issuance of 5,000
.additional shares having a pair value of $100?

Mr. BLAIR. Yes.
Mr. PECORA. When was the next increase in the capital structure

of the trust company ?
Mr. BLAIR. I should say in 1923. The $1,000,000 capital then

existing was doubled.
Senator COUZENS. By what means?
Mr. BLAIR. The sale of an additional amount of capital stock, I

think, at par.
Mr. PECORA. With regard to that, Mr. Blair, let me read to you

what purports to be an extract from the minutes of the meeting of
the stockholders of the Union Trust Co. held on August 29, 1923.
This excerpt is taken from page 213 of the minute book at that
time [reading] :

Whereas it is desirable and beneficial that the capital stock of the
company be increased from $1,000,000 to $2,000,000; now, therefore
be it

Resolved, That we, the stockholders of the Union Trust Co. of
Detroit, Mich., at a special meeting of stockholders duly called and
held this 29th day of August, A.D. 1923, at the office of the company,
do hereby approve and authorize increasing the capital stock of
this company from 10,000 shares of $100 each par value to $2,000,000
in all. such increase to take effect as of the first day of October,
A.D. 1923; and do further authorize and direct the issuance and
execution of all proper documents and certificates and the filing
thereof to carry the said increase into full force and effect: Be it
further

Resolved, That the issuance to the present stockholders of the company of
Tecord at the close of business August 29, 1923, of warrants in the following
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form, evidencing their right to subscribe to the increased stock, be and it is-
hereby authorized and approved.

This was August 29, 1923. Does that accord with your recol-
lection ?

Mr. BLAIR. I think so; yes.
Mr. PECORA. Additional stock was issued to the existing stock-

holders of record?
Mr. BLAIR. Yes.
The CHAIRMAN. Was there double liability on that stock?
Mr. BLAIR. Yes.
Mr. PECORA. When did the next increase in the capital of the

trust company take place?
Mr. BLAIR. In 1927 there was a stock dividend of 25 percent.
Mr. PECORA. That is 5,000 shares?
Mr. BLAIR. Yes. Those would be $100 shares.
Mr. PECORA. Still having a par value of $100?
Mr. BLAIR. $100.
Mr. PECORA. That operated to increase the capital structure to

$2,500,000?
Mr. BLAIR. That is the capital account proper; yes.
Mr. PECORA. According to the minute book of the stockholders of

the Union Trust Co., that took effect on January 12,1927. Does that
accord with your recollection ?

Mr. BLAIR. I think so; yes. It was during that year.
Mr. PECORA. And that dividend, of course, was declared out of

the company's undivided profits?
Mr. BLAIR. Yes, I think so—or surplus, possibly.
Mr. PECORA. In that connection, let me read to you this excerpt

from the minutes of the stockholders' meeting of the trust company
held on January 12, 1927, pages 53 and 54 of the minute book of
that time. The following resolution was then offered [reading] :

Whereas it appears that a stock dividend of 25 percent may be properly
declared and paid out of the company's undivided profits, it is hereby resolved
that the board of directors of this company be, and are hereby, authorized to
declare at this time a dividend of 25 percent to the stockholders of the company,
payable in the company's stock, on the basis of the par value thereof, and to be
distributed in proportion to their respective stockholdings; and to acquire and
dispose of fractional shares resulting from said distribution in its discretion,

Which resolution was on motion duly supported and unanimously adopted,

That accords with yonr recollection?
Mr. BLAIR. Yes.
The CHAIRMAN. Apparently you had got the company in better

shape by that time ?
Mr. BLAIR. We thought it was.
The CHAIRMAN. Did your chief difficulty arise out of loans on real

estate ?
Mr. BLAIR. On all loans of all kinds.
Mr. PECORA. When did the next increase in the capital structure

of the trust company take place ?
Mr. BLAIR. Some time in the year 1929.
Mr. PEOORA. January 29 of that year ?
Mr. BLAIR. I do not know. I t might possibly have been.
Mr. PECORA. I have what purports to be an extract from the

minutes of the meeting of the stockholders of the Union Trust Co.?
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held on January 29, 1929, pages 228 and 229 of the minute book of
that time, from which it appears that the following resolution was
offered and adopted [reading] :

Be it resolved, That under the provisions of section 2 of the act 108, public
acts of 1889, the capital stock of this corporation be increased in the sum of
$2,500,000, making the total capital $5,000,000; and that the fourth subdivision
of the original articles of incorporation of said corporation be amended so as
to read as follows:

" Fourth. The capital stock of this corporation shall be $5,000,000, and the
same shall be divided into 50,000 shares of $100 each."

Be it further resolved, That said additional stock of said Union Trust Co.
be offered for sale to the stockholders thereof at the close of business on
February 6, 1929, at $300 per share, said offer to be ratably in accordance with
their respective holdings as the same may appear on the books of the corpora-
tion, payment therefor to be made to said Union Trust Co. on or before the
31st day of March 1929, and in the event payment at the rate aforesaid is not
made for said stock on or before the said last mentioned date, the right to
subscribe therefor shall cease and terminate.

And be it further resolved that the board of directors of this corporation be,
and they are hereby authorized and directed to sell, at not less than. $300 per
share, such part of said 25,000 shares of stock of said Union Trust Co. as shall
not be subscribed by the stockholders on or before the said 31st day of March
1929.

Be it further resolved, That the officers and directors of this corporation be,
and the same are hereby authorized and directed to take all necessary and ap-
propriate proceedings as may be required by law to advise stockholders to
make provision for calling in and canceling the old and issuing the new cer-
tificates of stock, and to otherwise make such increase effective.

Which resolution was, on motion, duly supported and adopted by the unani-
mous vote of the entire 23,584 shares of stock present or represented at the
meeting.

The following resolution was then offered [reading] :
Be it resolved, That in view of the previous action of the stockholders and

directors of this corporation unifying the shares of stock of this corporation
with the shares of stock of Union Co. of Detroit, in the letter of the secretary
of this company advising stockholders of their rights to subscribe to the in-
creased stock of this company, that said secretary advise said stockholders that
subscriptions to such increase will only be accepted subject to stockholders also
exercising their rights to subscribe to the increased stock of said Union Co. of
Detroit.

Which resolution was on motion duly supported and adopted by unanimous
vote.

Does that accord with your recollection of the fact?
Mr. BLAIR. Yes.
Mr. PECORA. That operated to increase the capital to $5,000,000,

represented by 50,000 shares having a par value of $100 each?
Mr. BLAIR. Yes, sir.
Mr. PECORA. When was the Union Co. of Detroit, referred to in

the resolution that I last read to you, incorporated?
Mr. BLAIR. About 1923. I cannot remember the exact date.
Mr. PECORA. Was it incorporated at the instance of the Union

Trust Co.?
Mr. BLAIR. Yes.
Mr. PECORA. What kind of business was the Union Co. of Detroit

designed to transact?
Mr. BLAIR. There is a little story connected with it.
Mr. PECORA. Well, give it to us.
The CHAIRMAN. Before you take that up, may I ask if, in this

increase of stock, these shares were taken by the stockholders or
sold to the public?

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



4770 STOCK EXCHANGE PRACTICES

Mr. BLAIR. I cannot tell you whether all of them were taken or-
not, but I assume that they were all taken by the people who had
the first right to take them. All the shares were sold. Whether or
not any of them were reoffered after.the first offering, I do not know.

For a year or two prior to 1923 the trust company had been
making loans for insurance companies and other outside companies—
mortgage loans. They were getting some profits from the making:
of those loans.

Mr. PECORA. AS trustee ?
Mr. BLAIR. Not as trustee, but making them as agent for the

lender.
The CHAIRMAN. Getting a commission?
Mr. BLAIR. On a commission. We did not think—and when I

say " we " I refer to the officers and the members of the executive
committee—that it was well to include those earnings as a part of
the general earnings of the trust company, so we established a trust.
I have forgotten what we called it, but as these earnings came in
they were transferred to this trust. They were, we will say, hidden,
profits of the company. About 1923 the banking department objected,
to that way of carrying these profits.

Mr. PECORA. What was the objection, Mr. Blair?
Mr. BLAIR. That possibly some stockholder might transfer his

stock at the market price, without knowing of the existence of these-
hidden profits.

Mr. PECORA. What was the purpose of keeping those profits in a
so-called hidden profits account?

Mr. BLAIR. SO that if we had any losses, we could charge then*
direct, without affecting our undivided profits.

Mr. PECORA. Could not that have been done by adding the profits
to the profits account as they accrued and accumulated ?

Mr. BLAIR. Oh, yes. I t could have been done that way, but i t
was a general practice with banks in those days to carry hidden
reserves against which losses could be charged, in order that the
undivided-profits account would not show violent fluctuations and
possibly disturb depositors and stockholders.

Mr. PECORA. Were those hidden profits reported in the annual
statements or reports to stockholders?

Mr. BLAIR. We made no reports in written form, but at the annual:
meetings we were very careful to tell them what they as stock-
holders of the trust company owned.

Mr. PECORA. That practice was objected to by the State banking
department some time in 1923 ?

Mr. BLAIR. I should say so; yes.- We then formed the Union Co.y
with the capital furnished by these profits, and put the Union Co.
certificate on the back of the trust company certificate.

Mr. PECORA. Mr. Blair, let me -interrupt you for a moment, I
have before me what purports to be a photostatic reproduction of
the articles of association of this Union Co. of Detroit. Article &
thereof reads as follows [reading] :

ARTICLE 3. The purpose or purposes of this corporation are as follows:
To engage in the business of buying, selling, holding, mortgaging, hypothe-

cating, and pledging of land contracts, stocks, bonds, mortgages, promissory
notes, bills of exchange, trade acceptances, and other commercial paper in
evidence of indebtedness, including invoices and book accounts; and dealing
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in and holding and loaning on securities of every name and nature; and to
engage in the business of buying, improving, holding, selling, and dealing in
real estate, and to do a general building and contracting business.

Mr. BLAIR. If we left anything out, it was not done intentionally.
Mr. PECORA. Does this accord with your recollection of the pur-

poses for which this company was organized, as embodied in its
articles of association?

Mr. BLAIR. If you mean by that question the purpose we had in
mind for using the company, then this authority was a great deal
broader than was necessary; but it was thought well to get authority
to do anything we might find it necessary in future years to do.
The primary purpose, I might say—I won't—the purpose of organ-
izing, but what we had in mind as investments for this company
were second mortgages and land contracts.

About that time, as the Senator will remember, the Detroit Eve-
ning News put on a great campaign for the building of homes, and
made an arrangement with us—by " us " I mean the Union Trust
Co.—to make first- and second-mortgage loans to people who wanted
to build homes. We made the first-mortgage loans for the trust com-
pany, and took a great many second-mortgage loans for the Union
Co. I think those second-mortgage loans went as high as $1,000,000
at one time.

Senator COUZENS. Was it the Michigan charter you got under those
articles?

Mr. BLAIR. Yes, sir.
Mr. PECORA. Let me read to you the following extract from the

minutes of the meeting of the stockholders of the Union Trust Co.
held on December 9, 1924. I am reading from an excerpt appearing
at page 301 of the minute book of that time. You were then the
president of the company?

Mr. BLAIR, jfes, sir.
Mr. PECORA. The excerpt reads as follows [reading] :
The president submitted a statement of the earnings and expenses of the

Union Trust Co., of the Union Title & Guaranty Co., the Union Go. of Detroit,
and the so-called " Real Estate Trust", for the month of November, and also
a similar statement for the 11 months ended November 30, 1924, as compared
to the corresponding periods in the preceding year; and also submitted a bal-
ance sheet of the Union Co. of Detroit, of the Union Title & Guaranty Go.,
and of the so-called " Real Estate Trust", and briefly explained these several
accounts and the earnings accumulated therein which had not been taken up
in the books of the Union Trust Co.

The president made further reference to the fact that the commissioner of
the banking department had objected to the Union Trust Co. carrying oin,
through the medium of the Union Co. of Detroit, certain activities which it
could not properly carry on in its own name; that, without necessarily accept-
ing the correctness of the commissioner's position, it had been proposed, for
the purpose of meeting his objection, that the stock of the Union Co. of Detroit
be distributed among the shareholders of the Union Trust Co., and that the
executive committee, at its meeting held Friday, December 5, 1924, had recom-
mended to the stockholders that this step be taken.

The president emphasized, however, the extreme importance of
continuing in one ownership the stocks of the Union Trust Co. and
the Union Co. of Detroit.

The following resolution was accordingly introduced:
"Resolved, That the board of directors of this corporation be, and they

are herebj^, requested to distribute to the shareholders of this corporation, in
proportion to their respective holdings, the stock of the Union Co. of Detroit
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held by this corporation; that such distribution be made at such time or
times, and to the shareholders of such date, as the board of directors may
deem desirable;

"That the board of directors be given further authority to cause to be
increased or decreased the total capital of the said Union Go. of Detroit, to any
extent they may deem desirable to facilitate its proportional distribution;
that in making such distribution the board are hereby directed to do it
in such manner as to require any transfer, by operation of law or other-
wise, of the stock of either corporation to carry with it the stock of the
other, so that at all times the shares of both corporations shall continue
to be held individually in one ownership and in the same relative propor-
tion ; and that they be further authorized and empowered to take all steps
and do all things necessary or appropriate in their judgment to carry into
effect the purpose and intent of this resolution."

On motion duly supported and carried by the unanimous vote of all the
stock of the company present or represented, the said resolution was adopted.

Do you recall those proceedings at the meeting of the stockholders
of the Union Trust Co. held on December 9,1924?

Mr. BLAIR. I do not know that I remember them exactly, but I
have no doubt that that is an exact statement of what took place.
As I re,member now, after we organized the Union Co. out of the
profits, we still held the stock in a trust for the benefit of our stock-
holders, and the banking commissioner objected to that, as hidden
profits, as well as the other, so we took this method of distributing
this profit to the stockholders.

Senator COUZENS. HOW much money did you take out of the Union
Trust Co. to organize the Union Co. with: do you remember ?

Mr. BLAIR. I suppose there must have been $200,000 of hidden
profits taken in, because one $10 share of Union Co. stock was
printed on the back of a $100 share of trust company stock, so that
it would require, in 1924, $200,000 capital for the Union Co.

Senator COUZENS. That was its capital, was it—$200,000?
Mr. PEOORA. N*O. According to the Articles of Association from

which I heretofore read, a photostatic copy of which I have in my
hand, the total capital stock authorized originally for the Union
Co. was $100,000, represented by 10,000 shares having a par value of
$10 each.

Mr. BLAIR. I think you .will find that when we made the distribu-
tion its capital stock was $200,000, because my remembrance is—I am
quite certain it was distributed on the basis of one share for one
share.

Senator COUZENS. I t must have been increased later, after the
articles of incorporation.

Mr. BLAIR. Yes.
The CHAIRMAN. What was your experience with this $1,000,000

of second mortgages ?
Mr. BLAIR. I have been told that those original mortgages have

been paid down to something less than $100,000. I have no accurate
knowledge myself.

Senator COUZENS. When did you leave as executive officer of the
Union Guardian Trust Co.?

Mr. BLAIR. On January 13, 1932.
Senator COUZENS. Who succeeded you?
Mr. BLAIR. Mr. Bodman succeeded me as chairman, though I

believe there was some change in the bylaws affecting his duties. I
am not just positive about that. I doubt if his duties were the
same as mine.
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Senator COUZENS. Did you remain on the board after that?
Mr. BLAIR. Yes.
Mr. PECORA. There has been a reference made to a corporation

called the Union Title & Guaranty Co. That was a wholly owned
subsidiary of the Union Trust Co., was it not?

Mr. BLAIR. Yes.
Mr. PECORA. And will you tell the committee briefly the history

of the Union Title & Guaranty Co.?
Mr. BLAIR. Beginning very early in its career the Union Trust

Co. maintained an abstract business and title guaranty business also.
I don't remember when the Union Title & Guaranty Co. was formed.

Mr. PECORA. My information is it was in 1917.
Mr. BLAIR. Well, I have no doubt that that is correct.
Mr. PECORA. And it was incorporated under the laws of the State

of Michigan.
Mr. BLAIR. Yes.
Mr. PECORA. With an original authorized capital of $500,000.
Mr. BLAIR. Yes. And that company took over the abstract busi-

ness of the trust company, which was paid for with capital of the
company.

Mr. PECORA. Of the trust company?
Mr. BLAIR. NO; paid for with capital of the title company.
Mr. PECORA. Subsequently the original capitalization of $500,000

was increased to a million dollars?
Mr. BLAIR. Yes. I believe that was increased out of earnings.

as I remember it.
Mr. PECORA. All of the capital stock of the Union Title & Guar-

anty Co. was owned, with the exception of directors' qualifying
shares, by the trust company ?

Mr. BLAIR. Yes, sir.
Senator COUZENS. And was the money taken out of the trust

company to create the title company ?
Mr. BLAIR. Originally, you see, the trust company built up the

abstract books and title business and had invested several hundred
thousand dollars in those books and records. The trust company
itself had issued title policies, a great many of them, but I did not
like to have the trust company liable for that sort of a guaranty.

Mr. PECORA. That was a title insurance business?
Mr. BLAIR. Yes; title insurance. And finally I told our people

that we must if we continued the business, publish with our
statements the amount of title insurance which the trust company
made itself responsible for, and that set us all thinking, and we de-
cided then to form this title company to assume those obligations and
to issue title policies in the future.

Senator COUZENS. I was asking how you got the capital or where
you got it to organize the title company.

Mr. BLAIR. Out of the trust company.
Mr. PECORA. This title company had title business covering real

property in three counties, namely, Wayne, Macomb, and Oakland
Counties ?

Mr. BLAIR. Yes.
Mr. PECORA. And conducted a general title insurance business in

those three counties?
175541—34—PT 10 13
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Mr. BLAIR. And all over Michigan as well, through contracts with
abstract companies in other localities.

Mr. PECORA. When was the consolidation of the National Bank
of Commerce effected?

Mr. BLAIR. I don't know that I like to call it a consolidation.
Mr. PECORA. Well, call it a merger.
Mr. BLAIR. NO.
Mr. PECORA. What would you call it ?
Mr. BLAIR. An affiliation.
Mr. PECORA. When was it effected?
Mr. BLAIR. I think in May 1928.
Mr. PECORA. On what basis? [After a pause:] Pardon me; be-

fore you come to that let me ask you this: You have already testified
that in January 1929 the capital structure of the Union Trust Co»
was increased from $2,500,000 to $5,000,000 through the issuance
of 25,000 additional shares having a par value of $100 each, but
which 25,000 additional shares were sold at a price not less than
$300 per share. In other words, sold for $7,500,000. Was 5 million
dollars of that sum set aside and allocated to surplus ?

Mr. BLAIR. I believe it was.
Mr. PECORA. And the other 2% million added to the capital

structure ?
Mr. BLAIR. Yes.
Mr. PECORA. Bringing the total capital outside of surplus of the

Union Trust Co. up to 5 million dallars ?
Mr. BLAIR. I believe so; yes, sir.
Mr. PECORA. NOW, tell us about the affiliation of the Union Trust

Co. with the National Bank of Commerce in May 1928.
Mr. BLAIR. The talks leading up to the arrangement which we

made culminated on October 24, 1927, in a memorandum, of which
I have a copy, reading like this [reading] :

OoTOBEte 24, 1927.
It is agreed between the signers of this paper that they will recommend to

their respective boards of directors a consolidation of the interests they repre-
sent on the basis of pooling of stock on an equal share-for-share basis.

This is signed by Mr. Richard P. Joy, and Frank W. Blair, and
below is a memorandum:

" The interests represented are Union Trust Co. and the National
Bank of Commerce of Detroit."

At that time I believe we had in mind a plan of unification of
stock rather than the formation of a holding company. Of courser
neither Mr. Joy nor myself were lawyers. We turned this point
over to counsel for the bank and for the trust company to work out
a plan which would accomplish our purpose.

Senator COUZENS. Was Mr. Joy a member of the board of direc-
tors of the trust company at that time ?

Mr. BLAIR. He was not.
Senator COUZENS. When did he leave the board of directors of the

trust company, do you remember? He had been at one time a
director.

Mr. BLAIR. Well, Mr. Joy was a director for a few minutes in
1911.

Senator COTIZENS. From that time on he was not a director?
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Mr. BLAIR. NO. He became a director after this arrangement.
Senator COTJZENS. Yes.
Mr. BLAIR. He was a director of the Detroit Trust Co. at the time

this arrangement was made.
Senator COUZENS. In 1911; was that the time that Mr. Ledyard

was chairman of your board?
Mr. BLAIR. Yes, sir.
Mr. PECORA. That affiliation between the National Bank of Com-

merce and the Union Trust Co. was effected in the manner that you
have just indicated?

Mr. BLAIR. By the formation of a holding company, yes.
Mr. PECORA. And what was the name of that holding company?
Mr. BLAIR. Originally it was called the Union Commerce Invest-

ment Co. The name was later changed.
Mr. PECORA. TO Union Commerce Investment Corporation?
Mr. BLAIR. I don't remember that. I t was later changed to Union

Commerce Corporation, I believe.
Mr. PECORA. When was the Union Commerce Investment Corpo-

ration organized or incorporated?
Mr. BLAIR. The only way I have of guessing at that is by looking:

at the subpena, which says May 24, 1928, and I rather suspect that is
the date of organization. I have no records to show it.

Mr. PECORA. On May 17, 1928, according to the certificate of in-
corporation of the Union Commerce Investment Co.

Mr. BLAIR. That is probably correct.
Mr. PECORA. That was incorporated under the laws of the State

of Delaware, was it not?
Mr. BLAIR. Yes.
Mr. PECORA. I have before me what purports to be a photostatie

copy of the certificate of incorporation of the Union Commerce In-
vestment Co., and in the third paragraph thereof the nature of the
business or the object or purposes for which it was incorporated are
referred to as follows [reading] :

Third. The nature of the business or objects or purposes proposed to be
transacted, promoted, or carried on, are:

To subscribe for, purchase, acquire, invest in, hold for investment or other-
wise, own, trade, and generally deal in, and to use, sell, assign, transfer, pledge,.
mortgage, exchange, or otherwise dispose of, stocks, bonds, and' other evi-
dences of indebtedness of any corporation, domestic or foreign, public, quisi-
public, or private, and to possess and exercise in respect thereof all rights,
powers, and privileges of individual owners or holders of such stock, including,
the right to vote thereon and to execute proxies therefor.

Senator COUZENS. Just what was the purpose of that? Pardon
me; I did not mean to interrupt.

Mr. PECORA. I have not finished. There is quite an enumeration
of powers, objects, and purposes. I might just as well complete
the record with respect thereto [reading] :

To do any and all things for the protection, improvement, and enhancement"
in value of such securities or evidences of indebtedness or of any thereof,, or
designed to accomplish any such purposes, to issue in exchange therefor its-
own stocks, bonds, or other obligations or securities, or otherwise pay therefor..

To aid by loan, subsidy, or in any other lawful manner whatsoever those
issuing, creating, or responsible for any such securities and to do any and'
all lawful acts and things designed to protect, preserve, improve,, or enhance
the value of the property or enterprise represented by such securities or evi-
dences of indebtedness.
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To protect and assist, financially or otherwise, corporations, domestic or
foreign, public, quasi-public, or private, firms, syndicates, associations, indi-
viduals, and otherwise, and to the extent permitted by law to give any guarantee
in connection therewith for the payment of money or for the performance of
any other undertaking or obligation.

To manufacture, purchase, or otherwise acquire, own, mortgage, pledge, sell,
assign, transfer, or otherwise dispose of; to invest, trade, deal in, and deal
with goods, wares, and merchandise, and real and personal property of every
class and description.

To acquire and pay for cash, stock, or bonds of this corporation, or otherwise,
the goodwill, rights, assets, and property, and to undertake or assume the
whole or any part of the obligations or liabilities of any person, firm, associa-
tion or corporation.

To issue bonds, debentures, or obligations of this corporation from time to
time for any of the objects or purposes of the crporation and to secure the
same by mortgage, pledge, deed of trust, or otherwise.

To purchase, hold, sell, and transfer the shares of its own capital stock,
provided it shall not use its funds or property for the purchase of its own
shares of capital stock when such use would cause any impairment of its
capital, and provided further that shares of its own capital stock belonging
to it shall not be voted upon directly or indirectly.

To have one or more offices to carry on all or any of its operations and busi-
ness without restrictions or limit, as to amount, to purchase or otherwise
aqquire, hold, own, mortgage, sell, or otherwise dispose of, real and personal
property of every class and description, in any of the States, Districts, Terri-
tories, or possessions of the United States and any and all foreign countries,
subject to the laws of such State, District, territorial possession, or country.

In general, to carry on any other business in connection with the foregoing,
and to have and exercise all the powers conferred by the laws of Delaware
upon corporations formed under the act hereinafter referred to, and to do
any or all of the things hereinbefore set forth to the same extent as natural
persons might or could do.

The foregoing clauses shall be construed both as objeqts and powers; and
it is hereby expressly provided that the foregoing enumeration of specific
powers shall not be held to limit or restrict in any manner the powers of
this corporation.

Pretty broad.
Mr. BLAIR. We left it up to our lawyers to get for us a charter, and

I find usually that when we leave such matter to lawyers they take
care of us.

Mr. PECORA. YOU could do almost anything under this charter but
solemnize marriages or hold religious services ?

Mr. BLAIR. Yes, sir.
Senator COTTZENS. Who drew that, Mr. Blair %
Mr. BLAIR. That was drawn by Messrs. Warren, Hill & Hamblen,

representing the National Bank of Commerce, and I think the firm
was then called, probably, Campbell, Buckley & Ledyard, attorneys
for the Union Trust Co.

Mr. PECORA. NOW, Mr. Blair, will you be good enough to tell this
committee why this corporation was incorporated under the laws
of the State of Delaware?

Mr, BLAIR. I don't think I can. I rather have an idea that it was
not thought that the Michigan corporation law authorized the for-
mation of a corporation which could do what we wanted to do.

Mr. PECORA. What were the actual purposes which were effected by
the Union Commerce Investment Co. on and after its incorporation ?
I mean what business did it actually transact? What kind of busi-
ness did it conduct ?

Mr. BLAIR. YOU mean the Union Commerce Corporation itself ?
Mr. PEOORA. Yes.
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Mr. BLAIR. I t simply held the stocks of its subsidiary companies.
Mr. PECORA. What were its subsidiary companies ?
Mr. BLAIR. Originally the Union Trust Co., the Union Co. of

Detroit, and the National Bank of Commerce. Of course, the Union
Trust Co. owned all of the capital of the Union Title & Guaranty
Co. Some time later the stock of the Griswold First State Bank
was acquired.

Mr. PECORA. By this Union Commerce Investment Co. ?
Mr. BLAIR. Yes.
Mr. PECORA. Through an exchange of stock?
Mr. BLAIR. Yes.
Mr. PECORA. HOW did this Union Commerce Investment Co.

acquire the Union Trust Co. ?
Mr. BLAIR. By an exchange of stock.
Mr. PECORA. And did it also acquire the Union Co. of Detroit iim

the same manner ?
Mr. BLAIR. Yes.
Mr. PECORA. Isn't it a fact, Mr. Blair, that this Union Commerce

Investment Co., incorporated under the laws of the State of Dela-
ware, was the beginning of the adoption of group banking in the
State of Michigan ?

Mr. BLAIR. I don't think any other company had been formed
prior to that time.

Mr. PECORA. Then would you say that it marked the origin of
group banking in the State of Michigan ?

Mr. BLAIR. Yes.
Mr. PECORA. And it was essentially designed to effectuate that,,

wasn't it ?
Mr. BLAIR. I t was so designed but at the time it was organized

its organizers had no intention of going outside of the city of Detroit
and Wayne Coiinty.

Mr. PECORA. I t did eventually?
Mr. BLAIR. Yes, sir.
Senator COTJZENS. Will you let him proceed with his other acqui-

sitions outside of the Griswold ?
Mr. PECORA. Yes.
Mr. BLAIR. I don't know, Senator, that I have anything to show

that [after referring to papers] : I find that on March 19, 1930,.
it owned the Union Trust Co. of Detroit, the Union Co. of Detroit,,
the National Bank of Commerce of Detroit. That can't be right,,
because the Union Commerce Corporation was out of business in
March 1930.

Mr. PECORA. I t had merged in December 1929 ?
Mr. BLAIR. Yes.
Mr. PECORA. With the Guardian Detroit Co., had it not?
MR. BLAIR. It merged in December 1929 with the Guardian

Detroit Group.
Mr. PECORA. I t merged in May 1929 with the Guardian Detroit

Co., Inc.
Mr. BLAIR. NO.
Mr. PECORA. Under the title of the Guardian Detroit Union Groupv

Inc.?
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Mr. BLAIR. That was clone in either December of 1929 or 1930.
Mr. PECORA. December 16, 1929.
Mr. BLAIR. Yes.
Mr. PECORA. I t was merged then with what was then known as

the Guardian Detroit Grouj), Inc.?
Mr. BLAIR. Yes; that is right.
Mr. PECORA. Under the name of the Guardian Detroit Union

Group, Inc.?
Mr. BLAIR. Yes.
Mr. PECORA. All right. Now, prior to that merger or consolidation

what banks, trust companies, and other kinds of corporations had
been acquired by this holding company originally incorporated as the
Union Commerce Investment Co.?

Mr. BLAIR. Prior to that time it owned 49,475 shares of the Union
Trust Co. of Detroit and the same number of shares of the Union
Co. of Detroit. It owned 49,660 shares of the National Bank of
Commerce, 4,727 shares of Michigan Industrial Bank, 1,887 shares
-of the Union State Bank of Dearborn, 1,875 shares of the Bank of
Commerce of Dearborn, 390 shares of the Trenton State Bank, 910
.shares of the Jefferson Savings Bank, 5,963 shares of the Union
Joint Stock Land Bank, 7,676 shares of the Ohio-Pennsylvania Joint
Stock Land Bank, 56,264 shares of the City National Bank &
Trust Co. of Battle Creek, 100,000 shares of Keane, Higbie & Co.,
19,559 shares of the Union Industrial Bank of Flint, and 2,695.35
shares of the Union Industrial Trust Co. of Flint. It owned minor-
ity interests in the following banks

Mr. PECORA. Pardon me before you get to the minority interests
there. With regard to the banks or corporations that you have just
enumerated, do the holdings of stock that you have given us repre-
sent practically all of the capital stock of those various banks and
corporations with the exception of directors' qualifying shares?

Mr. BLAIR. In all cases except the City National Bank & Trust
Co. of Battle Creek. There was quite a strong minority interest in
that. We owned 56,264 shares, and there were 2,230 snares owned
by outsiders and 1,500 shares owned by directors.

Senator COUZENS. YOU did not mention the Griswold Co. When
was that acquired, the Griswold Bank?

Mr. BLAIR. The Griswold Bank was acquired in 1928 and had
been merged prior to this time with the National Bank of Commerce.

Senator COUZENS. I t had gone out of business, disposed of its
charter ?

Mr. BLAIR. Yes.
Mr. PECORA. Who conceived the idea of this holding company

called originally the Union Commerce Investment Co. ?
Mr. BLAIR. DO you mean, Mr. Pecora, who conceived the idea of

consolidating the interests of the stockholders, or who conceived the
idea of putting those interests in the form of a corporation?

Mr. PECORA. Yes; who conceived the idea of the creation or organi-
zation of a holding company to acquire through the stock ownership
the banks and other corporations that it subsequently did acquire?

Mr. BLAIR. Still I am not just sure what you want, whether you
want to distinguish as between a unification of stock and the holding
company idea.
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Mr. PECORA. I am confining myself for the time being to the
holding company idea, represented by the incorporation of the
Union Commerce Investment Co. in May 1928.

Mr. BLAIR. That was done by our counsel.
Mr. PECORA. Who conceived the idea of it? I t was effectuated,

as I understand, that is, the legal details were handled by counsel.
Who conceived the idea of such a holding company?

Mr. BLAIR. Of merging the interests of the two institutions? Is
that what your question is?

Mr. PECORA. NO. AS I understand it, shortly after the Union
Commerce Investment Co. was created it acquired various banks
and other corporations through the exchange of its stock for the
capital stock of such banks and other corporations; isn't that so ?

Mr. BLAIR. Yes.
Mr. PECORA. This Union Commerce Investment Co. was organized

or designed eventually for that purpose, was it not?
Mr. BLAIR. Yes.
Mr. PECORA. Who conceived that idea?
Mr. BLAIR. A group of men who were directors of the trust com-

pany and the directors of the bank.
Mr. PECORA. Were you one of that group ?
Mr. BLAIR. Yes, sir.
Mr. PECORA. NOW, tell us what advantages in the minds, or what

were the opinions of the members of that group, lay in the organiza-
tion of this kind of a holding company ?

Mr. BLAIR. I can tell you what was in my mind as a trust company
man.

Mr. PECORA. All right, sir.
Mr. BLAIR. I will have to go back some time to show you how

the idea grew.
Mr. PECORA. All right. No doubt that will be interesting.
Mr. BLAIR. In 1913 when the new Federal Reserve Act was passed

a change was made in the National Bank Act permitting national
banks to do a trust business providing they should get the per-
mission of the Federal Reserve Board. Sometime after that a
charter was granted to the First National Bank of Bay City to do
a trust business. The Union Trust Co. attacked that in the courts
and carried it to the United States Supreme Court. This authority
was given under what we call section 11 (k). The United States
Supreme Court upheld the right of a national bank to do a trust
business even in a State like Michigan where State banks were pro-
hibited from doing a trust business, and trust companies were pro-
hibited from doing a general banking business.

We then attempted, with the State banks, to get our State laws
so amended that we could meet on an equal competitive basis with
national banks. Quite a campaign was carried on, and in 1925 State
banks received certain limited trust powers, but the companion bill,
beaten in the State Senate or vetoed by the Governor, I have for-
gotten which.

Well, the Union Trust Co. and other trust companies in the State
of Michigan found themselves then in more difficulties than before
so far as competition was concerned, because they had as competitors
not only national banks, which could do a general banking business
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and take care of the many needs of customers, but also the State
banks. We went back to the legislature of 1927 and again asked
that trust companies be authorized to do a banking business. That
legislature gave State banks additional trust powers—well, they
were given full trust powers at that time, and the companion bill
was defeated.

We found ourselves then, as trust companies, in imminent danger
of having a great deal of our business taken away from us, and

Mr. PECORA (interposing). Now, in what year had that stage been
reached ?

Mr. BLAIR. In 1927.
Mr. PECORA. All right. You may proceed.
Mr. BLAIR. In the city of Detroit the National Bank of Com-

merce had received authority to do some trust business, but had
not taken many trusts. I think it was acting as trustee in some
cases. Along in June of 1927, that is, after the adjournment of the
State legislature, it so happened that Mr. John Russel, who was a
director both of the Union Trust Co. and of the National Bank of
Commerce, Mr. Harry Sanger, who was vice president of the Na-
tional Bank of Commerce, and myself, went to Europe together.
I do not know how it came up, but during that trip we three decided
that it would be greatly to the advantage of the stockholders of both
the bank and the trust company if an affiliation could be brought
about in such a way that the stockholders could receive the benefit
of our being able to give to customers full financial service.

When we came back to the United States
Mr. PECORA (interposing). By "full financial service" do you

mean doing a general banking business and a trust company busi-
ness as well?

Mr. BLAIR. AS well as a savings business; yes, sir.
Mr. PECORA. All right.
Mr. BLAIR. When we came back Mr. Russel, particularly, became

quite active in that direction, and approached Mr. Joy, who was
president of the National Bank of Commerce, and other directors
both of the bank and of the trust company. Eventually, in October y
this arrangement, or this agreement [pointing to a paper] was
signed by Mr. Joy and myself, and

Mr. PECORA (interposing). That is, the agreement that brought
about the affiliation between the Trust Co. and the National Bank
of Commerce?

Mr. BLAIR. Yes, sir.
Mr. PECORA. Well, then, that was followed in the following

spring, that is to say, in May of 1928, by the incorporation of the
Union Commerce Investment Co.?

Mr. BLAIR. Yes, sir.
Mr. PECORA. NOW, would you say that you, Mr. Sanger, and Mr.

Russel originated, among the three of you on this European trip,
the idea of a holding company signalizing the advent of group
banking in Michigan?

Mr. BLAIR. NO, because we did not have a holding company in
mind at that time. We had in mind the unification of stock, the
printing of certificates of stock of

Mr. PECORA (interposing). Representing a proportionate interest
in the affiliated companies or banks; is that right ?
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Mr. BLAIR. Yes, sir.
Mr. PECORA. That was the so-called " unified trust plan", or

unified stock plan, was it?
Mr. BLAIR. Yes. And that had been in operation in Michigan

for several years.
Mr. PECORA. Who were the trustees who held the unified stock, or

wasn't it put in the names of trustees?
Mr. BLAIR. NO.
Mr. PECORA. Well, was that plan actually consummated?
Mr. BLAIR. DO you mean for a unification?
Mr. PECORA. Yes.
Mr. BLAIR. NO. AS I tried
Mr. PECORA (interposing). Well, tell us what took place, then.
Mr. BLAIR. AS I tried to explain earlier, we put the matter up to

our lawyers, and they saw obstacles in the way. I don't know what
those obstacles were, but they proposed the organization of a corpo-
ration holding the shares, rather than to have unified stock certificates
issued.

Mr. PECORA. DO you recall who those lawyers were ?
Mr. BLAIR. Well, it was the members of those two firms whose

names I gave earlier, Warren, Hill & Hamblin and Campbell, Bulkley
& Ledyard.

The CHAIRMAN. Was there any voting trust connected with that
plan?

Mr. BLAIR. NO.
Mr. PECORA. Was that how this holding company was born?
Mr. BLAIR. That is the way.
Senator COUZENS. When you came to an exchange of shares for

this holding-company stock, were there any stockholders in the
original banks or trust companies who declined to exchange their
stock for holding-company stock ?

Mr. BLAIR. NO ; I think not. I think there was some delay, but I
don't think—well, I am sure that there were none.

Senator COTJZENS. Everybody was willing to exchange bank and
trust company stock foi* holding-company stock?

Mr. BLAIR. Yes.
Mr. PECORA. NOW, Mr. Blair, do you recall what the original

capital structure was of the Union Commerce Investment Co. ?
Mr. BLAIR. I do not.
Mr. PECORA. According to the photostatic copy I have of the cer-

tificate of incorporation of the Union Commerce Investment Co., the
authorized capital stock is referred to in paragraph 4 of such articles,
reading as follows :

4. The amount of total authorized capital stock of this corporation is 5 million
dollars, divided into 50,000 shares of the par value of $100 each.

Is that according to your recollection?
Mr. BLAIR. I think that is probably true, because the capital of each

of the institutions entering the original company was 2y2 million
dollars.

Mr. PECORA. And according to paragraph 5 of these articles of in-
corporation of the Union Commerce Investment Co., the provision
was as follows:

The amount of capital with which this corporation will commence business
business is $242,400 and upwards.
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Do you recall that?
Mr. BLAIR. I do not remember that part of it. I cannot imagine

why that amount should be put in.
Mr. PECORA. NOW, the incorporators, or rather the original sub-

scribers, to the capital stock of the Union Commerce Investment Co.,
are named in paragraph 6 of the articles of incorporation, to be as
follows, together with the number of shares subscribed by them
respectively:

Frank W. Blair, 740 shares; Richard P. Joy, 718 shares; Charles B. Warren,
508 shares; Joel H. Prescott, 80 shares; Harry C. Bulkley, 90 shares; H. H.
Sanger, 288 shares.

Mr. BLAIR. Yes; I imagine that is the amount of stock that each of
us owned in our institutions, less qualifying shares.

Mr. PECORA. And this investment holding company was to have
a perpetual existence under the terms of its charter, do you recall
that?

Mr. BLAIR. I don't remember that.
Mr. PEOORA. Well, that appears from paragraph 7 of the articles

of incorporation, reading as follows:
7. This corporation is to have a perpetual existence.

Now, do you recall the following provision of the articles of in-
corporation of this Union Commerce Investment Co.:

8. Private property of the stockholders shall not be subject to the payment
of corporate debts, except that the holder of each share of the stock of this
corporation shall be individually and severally liable for such stockholders'
ratable and proportionate part (determined on the basis of their respective
holdings of the total issued and outstanding stock of this corporation) of any
statutory liability which may be determined, imposed upon, or assessed against,
this corporation.

(a) By reason of its ownership of any stock in any bank now or hereafter
organized and existing under the National Bank Act of the United States of
America, and any amendment thereto, and/or under any present or future law
or laws of the United States of America governing and controlling the organ-
ization and regulation of capitalized national banks.

(&) By reason of its ownership of any stock in any trust company now or
hereafter organized and existing under the Trust, Deposit, and Security Com-
panies Act of the State of Michigan, and any amendment thereto, and/or under
any present or future law or laws of the State of Michigan governing and con-
trolling the organization and regulation of trust companies.

(c) By reason of its ownership of any stock in any bank now or hereafter
organized and existing under the law of the State of Michigan authorizing the
business of banking and to establish a banking department for the supervision
of such business and any amendment thereto, and/or under any present or
future law or laws of the State of Michigan governing and controlling the
organization and regulation of banks.

Do you recall that provision?
Mr. BLAIR. Yes, sir.
Mr. PECORA. Was any reference to this pro'vision made upon the

certificates of stock of this investment or holding company ?
Mr. BLAIR. I believe so; yes.
Mr. PECORA. NOW, do you recall a company known as the new

Union Building Co.?
Mr. BLAIR. Yes, sir.
Mr. PECORA. Did the Union Trust Co. have anything to do with

this new Union Building Co. ?
Mr. BLAIR. I t originally owned its capital.
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Mr. PECORA. Did it cause that new Union Building Co. to be
incorporated ?

Mr. BLAIR. Yes.
Mr. PECORA. DO you remember when it was incorporated?
Mr. BLAIR. I do not.
Mr. PECORA. I understand that it was on or about June 1, 1927.
Mr. BLAIR. That is probably so.
Mr. PECORA. And it was incorporated under the laws of the State

of Michigan ?
Mr. BLAIR. I think so.
Mr. PECORA. NOW, Mr. Blair, what were the purposes for which

the New Union Building Co. was formed at the instance or by the
Union Trust Co in 1927?

Mr. BLAIR. The building occupied by the trust company prior ta
that time had become entirely inadequate for its needs, and it was
renting another building to take care of some of its departments,
making it very hard to do business. Some time, I should say, after
that corporation—or I should say in 1925, or perhaps 2 years
before

Mr. PECORA (interposing). In 1927 that was.
Mr. BLAIR. I meant in 1927, and perhaps 2 years before that I

asked the board of directors of the trust company to appoint a build-
ing committee, or a committee which should look into the matter of
housing the trust company. That committee, of which- Mr, Warren
was chairman, made quite an extensive investigation, and finally
recommended that the trust company acquire a part of the block
of land immediately south of the old trust company building. That
property was acquired with the thought in mind of constructing OB
it a new building.

Mr. PECORA. And such new building was eventually erected on that
block?

Mr. BLAIR. Yes, sir.
Mr. PECORA. Was that building known as the Aztec Tower?
Mr. BLAIR. Not officially; no.
Mr. PECORA. Well, is it commonly known as the Aztec Tower?
Mr. BLAIR. I think it is commonly known as the Union Guardian

Building. But I think there is a restaurant in the tower which called
itself the Aztec Tower Restaurant. However, I do not think any-
body around Detroit called the building the Aztec Tower Building.

Mr. PECORA. This New Union Building Co., in other words, was
virtually organized for the purpose of enabling the Union Trust
Co. to acquire real estate and to construct upon it a building for
its home?

Mr. BLAIR. Yes.
Mr. PECORA. NOW, what did that investment cost, I mean the in-

vestment in land and building?
Mr. BLAIR. Eventually, do you mean?
Mr. PECORA. Yes.
Mr. BLAIR. Including the equipment my remembrance is some-

where between 11 and 12 million dollars.
Mr. PECORA. HOW did it raise the money with which to acquire

that plot of ground and erect the building thereon ?
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Mr. BLAIR. A first mortgage to the Metropolitan Trust Co. of
$5,000,000, second-mortgage bonds, which were offered to the stock-
holders of the trust company, of $2,000,000, and

Mr. PECORA (interposing). Were they taken by the stockholders?
Mr. BLAIR. Practically all of them were.
Mr. PECORA. All right.
Mr. BLAIR. And the capital, which was originally $2,000,000 but

afterwards increased to $5,000,000, owned by the trust company
itself.

Mr. PECORA. That increase of capital was necessary in order to
meet the increased cost of the building, wasn't it ?

Mr. BLAIR. Yes, and some changes were made after the building
was started.

Senator COTJZENS. For that $5,000,000 of stock, was the money
taken out of the trust company?

Mr. BLAIR. I t was furnished by the stockholders of the trust
company; yes.

Mr. DECORA. It was not taken out of the funds of the trust
company, was it?

Mr. BLAIR. Oh, no. But the trust company stockholders increased
their holdings—well, it was a part of this $7,500,000—no, let me
see, three times—yes, it was a part of the $7,500,000 subscribed by
stockholders in 1929.

Senator COTJZENS. I understood you to say the building was owned
by the trust company. I t was really owned by the stockholders, then,
wasn't it?

Mr. BLAIR. NO ; it was owned by the trust company as a corpora-
tion. That is, the trust company owned all of the stock of the
building company.

Mr. PECORA. Of the New Union Building Co. ?
Mr. BLAIR. Yes, sir.
Senator COTJZENS. But the stock was subscribed for separately by

each stockholder in order to augment the stock of the trust company?
Mr. BLAIR. Not just the way that sounds.
Mr. PECORA. I t was through the issuance and sale of second mort-

gage bonds in part?
Mr. BLAIR. NO.
The CHAIRMAN. I t was stock in the trust company, and the pro-

ceeds of that stock went into this building.
Mr. BLAIR. The increased capital of the trust company was used

partly to carry this stock of the building company.
Senator COTTZENS. What portion of that which it did not carry

was carried by others ? In other words, did the trust company carry
the stock in the amount of the excess of what you were able to
raise ?

Mr. BLAIR. We raised all of it.
Senator COTJZENS. By additional sales of stock to your stock-

holders ?
Mr. BLAIR. Yes.
Senator COUZENS. All of it ?
Mr. BLAIR. Yes.
Mr. PECORA. But the stockholders of the trust company pur-

chased the $2,000,000 of second-mortgage bonds ?
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Mr. BLAIR. Yes.
Mr. PECORA. That were issued by the new Union Building Co.?
Mr. BLAIR. Yes.
Mr. PECORA. I see. Now, Mr. Blair, you have already referred

to the fact, in passing, that on or about December 16, 1929, there
was a merger or consolidation, whichever you are pleased to call it.
of the Union Commerce Investment Co. and the Guardian Detroit
Co. Inc.?

Mr. BLAIR. The Guardian Detroit group. The Guardian Detroit
Co. was a separate corporation.

Mr. PECORA. The Guardian Detroit Group, Inc., was a holding
company generally similar in scope and purposes and formation ta
the Union Commerce Investment Co., was it not?

Mr. BLAIR. Yes, except that it was a Michigan corporation, the
Michigan law having been changed, as I understand, early in 1929.

Mr. PECORA. TO make it feasible and practicable and legal under
the laws of Michigan for the incorporation of a company such as
the Union Commercial Investment Co. ?

Mr. BLAIR. Yes.
Mr. PECORA. NOW, the record here already shows that the Guard-

ian Detroit Group, Inc., was incorporated in May of 1929 under
the laws of the State of Michigan, and that the Union Commerce
Investment Co. was incorporated in 1928 under the laws of Dela-
ware. Now, who initiated the proceedings or negotiations that re-
sulted in the consolidation in December of 1929 of these two holding
companies under the name and title of the Guardian Detroit Union
Group, Inc.?

Mr. BLAIR. DO you mean, who did the talking?
Mr. PECORA. Well, who initiated the proposition which resulted'

in the consolidation of the two companies?
Mr. BLAIR. AS I remember it, the first suggestion which came to

me was from Mr. Lord.
Mr. PECORA. Mr. Lord was then the president of the Guardian

Detroit Group, Inc., was he not?
Mr. BLAIR. Yes.
Mr. PECORA. HOW long prior to the effecting of the consolidation

on December 16, 1929, was the proposition for such consolidation
first submitted, proposed, or advanced?

Mr. BLAIR. Well, my memory may be a little bit faulty on that?
but as I remember we had some talks about it in the early summer,
but those talks came to nothing. Then along about midsummer the
subject came up again, and we didn't get anywhere; but finally,
along some time in the middle or latter part of September, we earne
to an agreement. I remember quite well that the agreement was
reached at a meeting held at my house out in the country.

Senator COUZENS. Were you the chief negotiator for your groups
and was Mr. Lord the chief negotiator for his group ?

Mr. BLAIR. Yes.
Mr. PECORA. Well, the proposition must have originated, theny

very, very, shortly after the birth of the Guardian Detroit Groupy
Inc., which took place in May of 1929.

Mr. BLAIR. AS we look back it would seem that it didr but: the
way things were going then I suppose we thought it was a. long
time afterward.
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Mr. PECORA. On what terms was the consolidation effected ?
Mr. BLAIR. On a share-for-share basis after the Guardian Detroit

Group stockholders received a 20 percent dividend,
Mr. PECORA. NOW, before this consolidation was effected had there

been any competition between those two groups or holding com-
panies, known respectively as the Guardian Detroit Group, Inc.,
and the Union Commerce Investment Co., in the matter of acquir-
ing, through purchase of capital stock, bank units in the State of
Michigan ?

Mr. BLAIR. Only in one case.
Mr. PECORA. In which case was that?
Mr. BLAIR. At Flint.
Mr. PECORA. In the case of the Flint bank?
Mr. BLAIR. Yes; and I don't know that that was serious competi-

tion at all.
Mr. PECORA. What were the advantages that were claimed for

the consolidation of those two holding companies?
Mr. BLAIR. Well, I think we felt that there could be quite a sav-

ing through the merging of the two trust companies in Detroit and
the two commercial banks, and also of the two investment houses.

Mr. PECORA. What were those two investment houses?
Mr. BLAIR. The Guardian Detroit Co. and Keane, Higbie & Co.
Mr. PECORA. Keane, Higbie & Co. had been acquired by your

original holding company?
Mr. BLAIR. Yes, sir.
Mr. PECORA. Namely, the Union Commerce Investment Co. ?
Mr. BLAIR. Yes.
Mr. PECORA. When was that done ?
Mr. BLAIR. About the 1st of September.
Mr. PECORA. Of 1929?
Mr. BLAIR. Of 1929; yes.
Mr. PECORA. NOW, what was the business of Keane, Higbie & Co.

at that time?
Mr. BLAIR. Keane, Higbie & Co. have been referred to in these

hearings two or three times as a brokerage house. That is not a
proper designation of that firm. It had some brokerage business,
but by far the larger part of its business was investment banking.

Senator COUZENS. The buying and selling of securities?
Mr. BLAIR. The buying and selling of securities, yes.
Senator COUZENS. They held considerable securities in their port-

folio, didn't they?
Mr. BLAIR. Yes. But most investment houses did, of course.
Mr. PECORA. NOW, Mr. Blair, you took an active part, didn't you,

in the negotiations that led to the acquisition of Keane, Higbie &
Co., Inc., by the Union Commerce Corporation?

Mr. BLAIR. I did.
Mr. PECORA. What advantages did you see in your corporation

acquiring Keane, Higbie & Co. at that time ?
Mr. BLAIR. May I read a statement I have prepared? I rather

expected I would be asked that very question; and then I will be
very glad to answer any questions.

Mr, PECORA. Well, have you a copy of that statement ?
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Mr. BLAIR. I will give this to you.
Mr. PECORA. I mean, if you could let me have a copy so that I

might follow you through.
Mr. BLAIR. I am not sure that I have a copy. I will look. [After

looking through his papers]. I do not seem to have another copy,
Mr. Pecora.

Mr. PECORA. I will be with you in just a moment.
Senator COUZENS. When was the Guardian Trust Co. organized,

Mr. Blair?
Mr. BLAIR. I think in the year 1925.
Senator COUZENS. That belonged to your group at the time of the

consolidation now under discussion, the Guardian Trust Co.?
Mr. BLAIR. NO; it belonged to the Guardian Detroit Group, not

to our group.
Senator COUZENS. Oh, the Union belonged to your group?
Mr. BLAIR. Yes.
Senator COUZENS. Who organized the Guardian Trust Co.? That

was organized after I left, and I do not recall it.
Mr. BLAIR. Well, I would not dare to say who did that. I remem-

ber that Fred Murphy and Harry Bodman were among the men
associated with it in early days, but I would not attempt to say who
were responsible for its formation.

The CHAIRMAN. Did this combination have the effect of reducing
overhead and saving expense?

Mr. BLAIR. Yes.
Senator COUZENS. Why did you resign as the head of the Union

Trust Co.?
Mr. BLAIR. Well, in the fall of 1931 I found my own financial

position, because of endorsements I had made, to be such as to give
me a good deal of worry, and I did not think that it was proper for
me to continue.

Senator COUZENS. And your resignation from the
Mr. BLAIR. I did not resign, Senator; I was retired.
Senator COUZENS. Voluntarily?
Mr. BLAIR. Yes; I asked to be retired.
Senator COUZENS. That was the time that Mr. Bodman succeeded

you?
Mr. BLAIR. Yes.
Mr. PECORA. Will you let me look at the statement that you had

prepared in order to enable you to answer questions concerning the
acquisition of Keane, Higbie & Co., by the Union Commerce Co.?

Mr. BLAIR. Certainly [handing a paper to Mr. Pecora].
Mr. PECORA. YOU say you have not a copy of this statement?
Mr. BLAIR. I thought I had, Mr. Pecora, but I have not here.
Mr. PECORA. May I ask you who prepared it ?
Mr. BLAIR. I did.
Mr. PECORA. Without any assistance from anyone else?
Mr. BLAIR. Without any assistance.
Senator COUZENS. When did you prepare it ?
Mr. BLAIR. Oh, I suppose
Senator COUZENS. At the beginning of these hearings ?
Mr. BLAIR. It was after two gentlemen representing Mr. Pecora

called on me at my office in Detroit.

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



4 7 8 8 STOCK EXCHANGE PRACTICES

Mr. PECORA. Prior to the commencement of these hearings and
after you had learned that this committee was going to inquire into
the Detroit banking situation?

Mr. BLAIR. Yes, sir; and these gentlemen asked me about Keane,
Higbie & Co., and I said that deal was carried on entirely between
Mr. Higbie and myself as far as the preliminary negotiations were
concerned; and then I thought it well to bring my thoughts to-
gether on it and try to get them marshaled.

Mr. PECORA. Unless you have any reason to object to it, I would
like to read this statement of yours into the record.

Mr. BLAIR. I have no objection whatever.
Mr. PECORA. And I will assure you that I will read every word

of it just as it appears.
Mr. BLAIR. I have no objection.
Mr. PECORA. The only reason I propose doing that is that I will

be able to have it before me in black and white as I read it, and can
make notations for subsequent questions.

Mr. BLAIR. That is alright.
Mr. PECORA. The statement presented by the witness reads as

follows [reading] :
Because a more thorough understanding may be had of each deal, by treat-

ing the two together, I propose, with your permission to so treat, the Goldman,
Sachs and Keane, Higbie transactions.

I want to explain at the outset that I have no records or correspondence
relative to either deal except some rough memorandums and must rely largely
on memory. In general, the facts, as I remember them, are that some time
during the midsummer of 1929, probably in July, word came to me through
Mr. Covington, one of the vice presidents of the National Bank of Commerce,
that he had been approached by a gentleman representing a large New York
banking house with the suggestion that that house, or some allied interest,
would be interested in making a purchase of a good-sized block of Union Com-
merce Corporation stock. It was represented that the house referred to was in
position to influence a considerable volume of deposits in our direction if it
should acquire a stock interest in the Union Commerce Corporation, and the
oames of a number of large corporations were mentioned. Through Mr. Cov-
ington, an interview was arranged and the suggestion was discussed more in
detail between Mr. Covington, the other gentleman (who proved to be Clarence
M. Bitting), and myself. At this interview it developed that the New York
firm to which Mr. Covington referred was Goldman, Sachs1 and Co. At the
conclusion of this interview, a meeting in the office of Goldman, Sachs in
New York was arranged for. Some days later such a meeting was held at
which there were present Messrs. C'atchings and Wineberg representing Gold-
man, Sachs & Co., and Messrs. Sanger, Covington and myself representing the
Union Commerce Corporation. This conference lasted throughout most of
1 day and at its conclusion we who represented the Union Commerce Corpo-
ration received a definite offer from the Goldman, Sachs Trading Corporation
of $120 per share for 30,000' shares of Union Commerce stock. The bid price
of the stock, which was inactive on the Detroit Stock Exchange, was on that
day, as I remember it, about $110 per share.

Mr. Sanger and I were staying at the Biltmore Hotel and while eating
breakfast there the next morning with Harry Finkenstaedt, a vice president
of the bank, saw Carl M. Higbie, president of Keane, Higbie & Co., and a
director of the Union Commerce Corporation and of the National Bank of
Commerce, come into the dining room. We called him and he sat with us.
During breakfast we told him of the Goldman, Sachs offer and asked him
to think it over and give us some advice regarding it when he returned to
Detroit. I gained the impression he thought well of the connection and the
offer.

Just as we left the table Mr. Higbie said to me in a jocular way:
"Why don't you buy Keane, Higbie & Co.?" To which I replied:
" Give us a chance. Come and see me "
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Mr. Sanger, Mr. Oovington, and I returned to Detroit and discussed the
Goldman, Sachs offer with several associates and then submitted it to the
board of directors of the Union Commerce Corporation, by whom it was
approved, subject, of course, to stockholders waiving their rights to subscribe
to the increased capital which would have to be provided for. Following this,
the market for Union Commerce stock, which had been rather dormant, became
quite active and the stock was bid up to something more than $120 per share.

Meantime, Mr. Higbie returned to Detroit and came to see me. After some
verbal sparring he came out with the suggestion that Keane, Higbie & Co.
might be a valuable addition to the Union Commerce Corporation as an
affiliate which would be able to contribute trusteeships from the companies they
financed, bank accounts from industries with which they were in close rela-
tionship, and lastly as one which would contribute very substantial earning
power under conditions as they then prevailed. As I remember, we had two
interviews before I told Mr. Higbie that if he wished to submit a proposal I
would take it up with our people and that I was sure it would be considered
on its merits.

We then went into the matter of book values and earnings. As I remember,
the book value of Union Commercial stock was about $52 and that of Keane,
Higbie & Co. about $64 or $65 per share. During the first 6 months of the
year 1929 the Union Commerce Corporation had earned about $2.50 and Keane,
Higbie & Co. about $17 per share. There was a good deal of discussion, and
finally Mr. Higbie proposed a trade on the basis of share for share, i.e., 100,000
shares of Union Commerce stock to be given to the shareholders of Keane,
Higbie & Co. for all of the stock of that company, no cash to be involved in
the transaction.

I told Mr. Higbie I would recommend the deal if the stockholders of Keane,
Higbie & Co. would sell, out of the Union Commerce Corporation stock going
to them, 30,000 shares to the Goldman, Sachs Trading Corporation to fulfill
the terms of our tentative contract. He agreed to this and subsequently, after
interviewing many of the members individually and getting universally favor-
able reactions, I submitted the matter to the board of directors of the Union
Commerce Corporation, which in turn submitted it to the stockholders. The
latter approved the transaction by waiving their rights to subscribe to the
increase of capital necessary to put it through.

During the time which elapsed between the origination of negotiations and
the public announcement of their completion, the news leaked out and the
public's reception of it was indicated by the avidity with which it pushed the
market price of Union Commerce Corporation stock up day after day until
at the time the transaction was completed, the bid price of stock was $240
or $250 a share.

During the conversations which were had prior to the arrangement whereby
the Union Commerce Corporation and the Guardian Group were consolidated
it developed that inasmuch as the Guardian Detroit Co. had a large invest-
ment banking business which extended throughout the United States and had
developed certain affiliations with a number of strong New York investment
banking houses, its officers felt that a definite affiliation with a single New
York house, Goldman, Sachs Co. would be distinctly disadvantageous to the
Guardian Detroit Co. They felt that the ownership of such a large block of
stock by Goldman, Sachs would be looked upon as giving the latter a pre-
ferred position as against other New York houses even though it did not in
fact do so.

In the merger, therefore, it was made a condition that the effort should be
made to reacquire the stock owned by the Goldman, Sachs Trading Corpora-
tion for distribution to Detroit and Michigan people.

Mr. Higbie consented to negotiate • with the Goldman, Sachs people, and I
believe made a trip to New York for that purpose. What took place at the
interview I do not know except as reported by Mr. Higbie.

Inasmuch as he is to give testimony at this hearing, I would rather he
would speak for himself.

Some days after Mr. Higbie told me of his trip to New York I was called
on the long-distance phone from New York by Mr. Covington, who said he
had had an interview with Mr. Wineberg. I told Covington I would rather
he should talk with Mr. Higbie and called the latter to my office. We then
called Covington, who told us he had induced Wineberg to agree to sell
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25,000 shares of the stock at $184 per share but that Wineberg wanted to keep
the other 5,000 for investment.

I have no accurate remembrance of the manner in which the repurchase
was accomplished but I am sure the records of Keane, Higbie & Co. and
for the Guardian Detroit) Go. will show.

That is the end of the statement; and I will offer it in evidence.
The CHAIRMAN. Let it be admitted.
(The statement referred to, prepared by the witness, and read

into the record by Mr. Pecora as appears above, was received in
evidence as " Committee Exhibit No. 80, January 16, 1934.")

Mr. PECORA. When did the acquisition of Keane, Higbie & Co.
by the Union Commerce Corporation take place?

Mr. BLAIR. I have sort of a rough memorandum here which
indicates that it was put up to the board of directors of the Union
Commerce Corporation on the 3d of September; I am not sure.

Mr. PECORA. Of 1929?
Mr. BLAIR. Yes.
Mr. PECORA. And it was approved by the board ?
Mr. BLAIR. Yes.
Mr. PECORA. And the acquisition took place later that month, or

some time later?
Mr. BLAIR. Some time later.
Mr. PECORA. In order to effect that acquisition it was found neces-

sary to increase the outstanding capital stock of the Union Com-
merce Corporation, was it not?

Mr. BLAIR. Yes, sir.
Mr. PECORA. And such an increase was effected to the extent of and

by the issuance of 121,500 new shares ?
Mr. BLAIR. I do not remember the amount. One hundred thou-

sand, of course, was the amount which was received by Keane,
Higbie & Co.

Mr. PECORA. One hundred thousand of those new shares were
issued to the stockholders of Keane, Higbie & Co. for all of the
capital stock of Keane, Higbie & Co., which also amounted to
100,000 shares?

Mr. BLAIR. Yes.
Mr. PECORA. The par value of the Union Commerce Corporation

stock was
Mr. BLAIR. At that time it was $20; and Keane & Higbie was $10.
Mr. PECORA. And the par value of the Keane, Higbie & Co. stock

was $10?
Mr. BLAIR. Yes, sir.
Mr. PECORA. Can you recall any other facts or circumstances in-

volving the acquisition of Keane, Higbie & Co. by Union Commerce
Corporation than those set forth in your prepared statement which
has been received in evidence as " Committee's Exhibit No. 80 " ?

Mr. BLAIR. I cannot, except that I have here, as I said, a rough
memorandum, which apparently was made at the time, of the profits
of Keane, Higbie & Co. for the first 6 months of 1929.

Mr. PECORA. I show you what purports to be a photostatic copy of
a letter bearing your signature as president of the Union Commerce
Corporation, addressed to the stockholders of the Union Commerce
Corporation, dated Detroit, Mich., August 21, 1929. Will you look
at it and tell me if you recognize it to be a true and correct copy

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



STOCK EXCHANGE PRACTICES 4 7 9 1

of such a letter which you as president of the Union Commerce Cor-
poration at that time caused to be addressed to the stockholders of
that corporation?

Mr. BLAIR. I do not remember it, but I have no doubt of it.
Mr. PECORA. YOU recognize the signature of Frank W. Blair as

being your signature?
Mr. BLAIR. Yes.
Mr. PECORA. I offer it in evidence.
The CHAIRMAN. Let it be admitted and entered on the record.
(Photostatic copy of letter dated Aug. 21, 1929, from Frank W.

Blair to the stockholders of the Union Commerce Corporation was
received in evidence, marked " Committee's Exhibit No. 81, Janu-
ary 16, 1934.")

Mr. PECORA. The letter written on the letterhead of the Union
Commerce Corporation, received in evidence as " Committee's Ex-
hibit No. 81 ", reads as follows [reading] :

To accomplish the above and also to make provision for taking over other
institutions from time to time, if such course may seem desirable, the author-
ized capital stock of the company should be substantially increased.

Your company has also made tentative arrangements to take over the fol-
lowing banks on bases of exchange which are bslieved to be advantageous for
us in each case, namely, the Union Joint Stock Land Bank of Detroit, Union
State Bank of Dearborn, Bank of Commerce of Dearborn, Trenton State Bank
of Trenton and Jefferson Savings Bank of Grosse Pointe Park. To make these
transactions possible and others of a similar character, it is necessary that
your Board of Directors should have authority to make exchanges from our
unissued capital for the stock of the institution to be acquired without first
securing waivers from our stockholders. We are accordingly asking the stock-
holders to confer upon f̂che Board of Directors authority for so issuing stock in
the case of the acquisition of banks and trust companies, but in the case of
other corporations only with the approval of a majority of the stockholders.

A notice of the special meeting of the stockholders to be held September
10th for the purpose of taking the necessary corporate action is herewith
enclosed in proper legal form. We also enclose a form of proxy and waiver,
which latter, it it meets with your approval, should be promptly executed and
returned in the enclosed stamped envelope. Your prompt attention will be
personally appreciated by the undersigned.

FRANK W. BLAIR, President.

COMMITTEE EXHIBIT NO. 81

UNION COMMERCE CORPORATION,
Detroit, Mich., August 21, 1929.

To the Stockholders of the Union Commerce Corporation:
With no small pleasure and gratification, we beg to lay before you certain

plans, which we believe will add greatly to the growth and prosperity of your
company.

A financial group such as ours to be thoroughly rounded out must be equipped
to hand7e stock issues and underwritings. To this end we have made arrange-
ments for the affiliation with our company of Keane, Higbee & Company, one of
the foremost financial houses in this section of the country, by the exchange of
stock of that company for stock of the Union Commerce Corporation on a
share for share basis. Both from the standpoint of book value and earning
power, this exchange is presently advantageous to the Union Commerce Cor-
poration and its potential advantages for the future are very apparent. The
immediate response of our stock in the market to the rumors and final announce-
ment of this prospective affiliation are sufficient indication as to how it is
regarded in financial circles.

In order to have stock available to make this exchange, it is desired that the
stockholders of the Union Commerce Corporation waive their subscription rights
thereto. The officers of the constituent companies have agreed to do so as have
also the directors insofar as the latter have been seen. There is no doubt
in my mind that they will all waive.
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Mr. PECORA. I show you what purports to be a photostatic copy of
a letter referred to in committee's Exhibit No. 81 as the accompanying
or enclosed letter. Will you look at it and tell me if you recognize
it to be a true and correct copy of such an enclosure which accom-
panied the letter marked in evidence as " Committee's Exhibit No.
81?"

Mr. BLAIR. I do not remember it, but I think it is correct; I have no
doubt about it whatever.

Mr. PECORA. I offer it in evidence.
The CHAIRMAN. Let it be admitted and entered in the record.
(Photostatic copy of letter dated August 21, 1929, on letterhead of

Union Commerce Corporation, signed by John N. Stalker, Secretary,
and addressed to the stockholders of the Union Commerce Corpora-
tion, was received in evidence, marked " Committee Exhibit No. 82,
January 16, 1934.")

Mr. PECORA. The letter received in evidence as " Committee's Ex-
hibit No. 82 " is written on the letterhead of the Union Commerce
Corporation, and reads as follows—it seems to be a printed copy
[reading] :

COMMITTEE EXHIBIT NO. 82

UNION COMMERCE CORPORATION

DETROIT, MICH., August 21, 1929.
To the stockholders of the Union Commerce Corporation:

By order of the Board of Directors of this corporation, a special meeting of
the stockholders of the Union Commerce Corporation will be held in the Direc-
tors' Room of the Union Trust Company, on the Sixth Floor of the Union
Trust Building, Detroit, Michigan, on the 10th day of September, 1929, at one-
o'clock p.m., Eastern Standard Time, on said day.

This meeting is called for the following purposes:
(1) To consider and act upon recommendation of the Board of Directors of"

this corporation to amend the corporation's Certificate of Incorporation by
striking out all of Article Fourth thereof and inserting in lieu thereof a new
Article Fourth to be and to read as follows:

" Fourth: The amount of the total authorized Capita} Stock of this corpora-
tion is Twenty-Five Million Dollars ($25,000,000.00), divided into One Million
Two Hundred Fifty Thousand (1,250,000) shares of the par value of Twenty
Dollars ($20.00) each.

" No stockholder of this corporation shall have any preemptive or prefer-
ential right of subscription to any share of any stock of this corporation or to
any obligations convertible into stock of this corporation, except as herein pro-
vided, and this corporation reserves, and shall have the right from time to
time, upon the affirmative vote of a majority of all of its directors, to issue
and dispose of all or any of its unissued or increased stock for the purpose
of acquiring stock of banks or trust companies without offering to the stock-
holders of this corporation for subscription any stock so to be issued and
disposed of. This corporation further reserves and shall have the right, from
time to time, if recommended by the affirmative vote of a majority of all of
its Directors, upon the affirmative vote of a majority in amount of its stock-
holders, to issue and dispose of all or any part of its unissued or increased
stock for the purpose of acquiring the capital stock of corporations other than
banks or trust companies without offering to the stockholders of this corpora-
tion for subscription any of the stock so to be issued and disposed of."
and to call in all outstanding certificates of stock for cancellation and to issue
and deliver to the holders thereof new certificates of stock containing state-
ment of the revised aapitalization of the corporation and other endorsements
defining the stockholders' rights.

(2) To present to the stockholders of this corporation for ratification and
approval, the matter of the acquisition, by this corporation, of the capital
stock of Keane, Higbie & Company of Detroit, Michigan, from its stockholders,.
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or at least seventy-five percent (75%) of said capital stock, by the exchange of
one share of the capital stock of this corporation, having a par value of Twenty
Dollars ($20.00) for one share of the capital stock of Keane, Higbie & Company,
having a par value of Ten Dollars ($10.00) and to secure the waiver by the
stockholders of this corporation of the special right to subscribe for the stock
of this corporation required in effecting such exchange.

If you are unable to be present in person, will you please promptly sign and
return the enclosed proxy and waiver.

Yours respectfully,
JOHN N. STALKER, Secretary.

Now, on September 10,1929, the stockholders, at the meeting called
for and referred to in this letter, approved the acquisition of the
Keane, Higbie & Co. stock on a share-for-share exchange basis?

Mr. BLAIR. I believe they did.
Mr. PECQRA. And that exchange was thereupon effected ?
Mr. BLAIR. Yes.
Mr. PECORA. Who were the stockholders of Keane, Higbie & Co.

at that time ?
Mr. BLAIR. I do not think I can say.
Mr. PECORA. DO you recall the names of any of the largest in*

dividual stockholders of Keane, Higbie & Co. at that time?
Mr. BLAIR. Mr. Higbie was by far the largest stockholder; I am

sure of that.
Mr. PECORA. DO you recall the extent of his holdings of Keane,

Higbie & Co. stock at that time?
Mr. BLAIR. NO, but I am quite sure it was much more than half.
Mr. PECORA. He was a large majority stockholder?
Mr. BLAIR. Yes, sir.
Mr. PECORA. Mr. Higbie was also one of the officers of Keane,

Higbie & Co at that time, was he not, or a director ?
Mr. BLAIR. He was either president or chairman; I have forgotten

which.
Mr. PECORA. The first time it was proposed to you as the executive

head of the Union Commerce Corporation that that corporation
acquire Keane, Higbie & Co. was when you were having breakfast
at the Hotel Biltmore in New York City, some time in the summer
of 1929?

Mr. BLAIR. Yes.
Mr. PECORA. YOU had gone to New York on that occasion to confer

with representatives of Goldman-Sachs & Co.?
Mr. BLAIR. Yes.
Mr. PECORA. Goldman-Sachs & Co. had indicated to you previously

its desire to acquire something like 30,000 shares of the capital stock
of the Union Commerce Corporation?

Mr. BLAIR. Yes.
Mr. PECORA. Did the Union Commerce Corporation at that time

have authority to issue those 30,000 shares?
Mr. BLAIR. I t did not.
Mr. PECORA. Did you tell that to the representatives of Goldman-

Sachs & Co.?
Mr. BLAIR. Certainly.
Mr. PECORA. What specific offer did Goldman-Sachs & Co. make

to you for those 30,000 shares?
Mr. BLAIR. $120 a share.
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Mr. PECORA. And that was made some time in July 1929, if I cor-
rectly understand your prepared statement which is marked " Com-
mittee's Exhibit No. 80"?

Mr. BLAIR. I do not remember exactly, but I should think it was
some time in July. I could not say definitely. I remember the
occasion but not the date.

Mr. PECORA. That offer was originally suggested to you by Mr.
Covington, one of the vice presidents of the National Bank of Com-
merce at that time?

Mr. BLAIR. He did not suggest the offer; he suggested that a man
whom he knew was in touch with or a representative of a New York
banking house. He gave me no information as to the name of the
house or the individual he referred to.

Mr. PECORA. Well, it subsequently developed that the New York
banking house he referred to was Goldman-Sachs & Co.?

Mr. BLAIR. Yes, sir.
Mr. PECORA. Did the individual that he referred to meet you in

connection with this offer?
Mr. BLAIR. Oh, yes; we met in his office.
Mr. PECORA. Who was it?
Mr. BLAIR. Mr. Clarence M. Bitting.
Senator COTTZENS. Was he with the Fisher Co. at that time?
Mr. BLAIR. Yes, sir.
Mr. PECORA. What was the total amount of capital stock which

the Union Commerce Corporation had issued and outstanding at
that time when you received this offer for 30,000 shares at $120 a
share ?

Mr. BLAIR. Of course it was1 something more than half a million
shares, because the original amount as stated here was 500,000 shares.

Mr. PECORA. I think it was just about 478,866 shares, was it not—
the total number of shares outstanding ?

Mr. BLAIR. I rather think it was more than that, because we had
taken in the Griswold First State Bank prior to that, and something
like 20,000 shares had been issued at that time.

Mr. PECORA. Was Mr. Carl Higbie a director at that time of the
Union Commerce Corporation?

Mr. BLAIR. Yes.
Mr. PECORA. And a large stockholder ?
Mr. BLAIR. NO.
Mr. PECORA. YOU say in your prepared statement which is marked

" Committee's Exhibit No. 80," referring to your original conversa-
tion with Mr. Higbie in which he first suggested that the Union
Commerce Corporation acquire Keane, Higbie & Co., that " Mr,
Sanger and I were staying at the Biltmore Hotel, and while eating-
breakfast there the next morning " and Mr. Higbie came into the
dining room; that " we called him and he sat with us. During break-
fast we told him of the Goldman-Sachs offer and asked him to think
it over and give us some advice regarding it when he returned to De-
troit. I gained the impression he thought well of the connection and
the offer."

You gained that impression, I presume, from the conversation you
had at breakfast that morning with Mr. Higbie ?

Mr. BLAIR. Yes.
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Mr. PECORA. Did he indicate that the first he knew of this offer
of Goldman-Sachs & Co. was when you told him that morning?

Mr. BLAIR. I do not think he could have known anything about
it before that, because we did not receive the offer until late in the
afternoon of the day before.

Mr. PECORA. Well, after you and Mr. Sanger returned to Detroit
from New York following this conference you had with representa-
tives of Goldman-Sachs & Co., did you meet Mr. Higbie in Detroit?

Mr. BLAIR. He came to see me sometime after; I don't know how
long after.

Mr. PECORA. Did he then express to you his opinion of the offer
that you had received from Goldman-Sachs & Co. for these 30,000
shares of Union Commerce Corporation stock ?

Mr. BLAIR. I do not remember. I know that he never opposed

Mr. PECORA. YOU say in your prepared statement from that point
on as follows:

" Just as we left the table "—meaning the breakfast table—" Mr.
Higbie said to me in a jocular way, ' Why don't you buy Keane,
Higbie & Co.?' To which I replied, 4 Give us a chance. Come and
see me.'"

Was that the first time anyone had ever proposed to you that the
Union Commerce Corporation acquire all the capital stock of Keane,
Higbie & Co.?

Mr. BLAIR. AS far as I remember; yes.
Mr. PECORA. YOU said in your prepared statement that Higbie

asked you in a jocular way, "Why don't you buy Keane, Higbie
&Co.?"

Mr. BLAIR. That is the way Mr. Higbie would approach any busi-
ness proposition.

Mr. PECORA. Did you answer him, equally in a jocular way, " Give
us a chance. Come and see me " ?

Mr. BLAIR. I think probably I did. We were both smiling, but
both probably thinking a lot of things.

Mr. PECORA. Did you attach any seriousness to his jocular way
of asking you why you did not buy Keane, Higbie & Co. ?

Mr. BLAIR. I think I did. I expected he would come and see me,
and he did come.

Mr. PECORA. He came?
Mr. BLAIR. Yes.
Mr. PECORA. Shortly after you returned to Detroit?
Mr. BLAIR. I don't remember just how long after; I should say

2 or 3 weeks.
Mr. PECORA. Then did you and he discuss in full detail the matter

or plan of Union Commerce Corporation acquiring all of the capital
stock of Keane, Higbie & Co. ?

Mr. BLAIR. Before we got through with our negotiations we did;
yes.

Mr. PECORA. Will you give this committee as briefly as you can
the substance of the negotiations and conversation that took place
between you as the representative of the Union Commerce Corpora-
tion and Mr. Higbie as the representative of Keane, Higbie & Co.
which led ultimately to the acquisition of the capital stock of Keane,
Higbie & Co. by the Union Commerce Co.?
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Mr. BLAIR. I do not believe I can remember the details of the
conversation.

Mr. PECORA. YOU conducted those negotiations actively in behalf
of the Union Commerce Corporation, did you not ?

Mr. BLAIR. I did. I remember this, that during these negotiations
Mr. Higbie submitted a balance sheet and an inventory of the com-
pany's holdings. I remember we took the latest quotations of the
securities and fixed from that a book value on Keane, Higbie & Co.'s
stock. My remembrance is that that book value was something like
63 or 64 or 65 dollars. I remember that Mr. Higbie submitted a
statement of the earnings for the first 6 months. I think that state-
ment was made by Ernst & Ernst; he had some Ernst & Ernst
statement with him at that time. Whether it was for the prior year or
for that 6 months I do not remember. I do remember that I said to
him, " Where did you make these earnings ? Where did you get
all of them? " And he went down through some papers he had;
and I find this slip (indicating) with my papers, which I probably
made at the time, indicating approximately where the earnings for
the prior 6 months had come. Following all that we came down
to the question of price and method of payment, and Mr. Higbie's
suggestion was, as I stated. Whether that was his first suggestion
or final one I cannot remember at this time. I rather think it was
"the first suggestion he made.

Mr. PECORA. What was it ?
Mr. BLAIR. That we had reached a point where our minds met

closely enough so that he proposed that we make an exchange on a
share-for-share basis. Then I had been somewhat concerned about
the Goldman-Sachs matter as to whether or not our stockholders
would agree to waive; and I made it a part of the proposition that
if our stockholders agreed to this, the stockholders of Keane, Higbie
& Co. would assume that—I will not call it a contract; it was not
a contract, but that arrangement which the directors had approved
of with Goldman-Sachs & Co.

Mr. PECORA. The stock of Keane, Higbie & Co. outstanding at
that time was very closely held, was it not?

Mr. BLAIR. I rather think so; yes. I never knew exactly, Mr.
Pecora, how it was held. I never concerned myself with that par-
ticularly.

Mr. PECORA. DO you know how many stockholders there were at
the time, of Keane, Higbie & Co. ?

Mr. BLAIR. I had an impression in some way that there were not
more than a dozen, but I do not know that. I do not think I ever
knew accurately. I was not concerned so much with individuals
as I was with the proposition itself.

The CHAIRMAN. The committee will now take a recess until 2
o'clock.

(Whereupon, at 1 p.m., a recess was taken until 2 p.m. of the same
day, Tuesday, Jan. 16, 1934.)

AFTERNOON SESSION

The subcommittee reconvened at the expiration of the recess at 2
p.m., Tuesday, January 16, 1934.
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TESTIMONY OF FKANK W. BLAIE—Eesumed

Mr. PECORA. When did you bring to the notice of the board of
directors of the Union Commerce Corporation the proposition that
that corporation acquire the capital stock of Keane, Higbie & Co. on
a share-f or-share basis ?

Mr. BLAIR. I cannot give the date, Mr. Pecora. After the con-
versations with Mr. Higbie I talked with several of the directors..
I do not ever remember the ones I talked with now, but we arranged
for a meeting of the board very soon after that. I think it would be
a very few days.

Mr. PECORA. I think it was on August 20,1929.
Mr. BLAIR. Possibly that is so.
Mr. PECORA. Was the Keane, Higbie & Co. stock actively traded in

at that time ?
Mr. BLAIR. Oh, no; I do not think so. I think it was very closely

held, and I do not think it was on the market at all.
Mr. PECORA. HOW did you determine, for the purpose of submit-

ting a proposal for the acquisition of the stock to your board, the
value of the Keane, Higbie & Co. capital stock ?

Mr. BLAIR. We took the statement of Keane, Higbie & Co. and
the inventory of Keane, Higbie & Co., applied the prices prevailingy
as near as we could determine at the date we made the computation,
and in that way arrived at what we thought was the book value of
the company, and, as I remember, it was somewhere around $63 or
$64 or $65 a share.

Mr. PECORA. Did its book value at that time, computed by that
method, approximate the book value of the Union Commerce Cor-
poration stock?

Mr. BLAIR. It was, as I remember, $10 or $12 a share more than
the Union Commerce.

Mr. PECORA. What did Mr. Higbie indicate to you, at the outset of
the negotiations, would be the advantages accruing to the stock-
holders of Keane, Higbie & Co. from this contemplated sale, did he
say?

Mr. BLAIR. NO. I doubt if he would tell me what advantage he
thought they might receive. I think he would tell me what advan-
tage he thought our stockholders might receive.

Mr. PECORA. What advantage did he say your stockholders would
receive ?

Mr. BLAIR. Well, he said that Keane, Higbie & Co. could bring to<
us, that is, to the trust company, trusteeships in corporations in
which Keane, Higbie & Co. had a part in refinancing. He could
bring to the bank bank accounts from these corporations; and that
they could provide considerable earnings to the stockholders.
. Mr. PECORA. Did he say by what methods those earnings would be

obtained—what kind of business?
Mr. BLAIR. Oh, yes; through the investment banking business.
Mr. PECORA. Were those results achieved after the acquisition of

Keane, Higbie & Co. by your Union Commerce Corporation?
Mr. BLAIR. For perhaps 2 or 3 months, and then the cataclysm

came that made it impossible for any investment house to make any
money.
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Mr. PECORA. Did you cause any independent audit to be made of
the books of Keane, Higbie & Co. before you agreed upon the ex-
change basis?

Mr. BLAIR. Yes; not an audit. An audit of the company by Ernst
*& Ernst was submitted by Mr. Higbie. Whether that audit was for
the 6 months' period ending June 30, 1929, or for the year ending
December 31,1928,1 cannot say. However, Mr. Stalker was selected
by me to go over the affairs of Keane, Higbie & Co. and satisfy him-
self that the assets were there, and he did that.

Mr. PECORA. Were the stockholders of the Union Commerce Cor-
poration ever told at any time before the stockholders approved the
plan of consolidation, that Mr. Higbie was the majority stockholder
of Keane, Higbie & Co.?

Mr. BLAIR. I think the press carried the story, but I am not sure.
Mr. PECORA. Before the stockholders' meeting or after?
Mr. BLAIR. I think if the press missed anything of that story, I am

disappointed in Detroit newspapermen, because they were around us
like flies for 2 or 3 days after the announcement came out.

Mr. PECORA. In any communication that you, as president, caused
to be sent to the stockholders of the Union Commerce Corporation,
in which reference was made to this contemplated acquisition of
Keane, Higbie's capital stock by that corporation, did you mention
the fact that Mr. Higbie individually owned the large majority
of the outstanding capital stock of Keane, Higbie & Co. ?

Mr. BLAIR. I do not think I would do that. I do not think I
would think it was necessary to do that.

Mr. PECORA. Mr. Higbie was a director of the Union Commerce
Corporation at that time, was he not?

Mr. BLAIR. Yes, sir.
Mr. PECORA. Did you not think it would be well to tell your

stockholders, in asking them to approve a certain transaction, that
the principal beneficiary of that transaction on the other side was
a man who was a director of the Union Commerce Corporation at
the time ?

Mr. BLAIR. That was told at both the directors' meeting, and
at the stockholders' meeting, and Mr. Higbie was present and asked
if we thought that he had better go out of the room while the vote
was taken.

Mr. PECORA. That was at the directors' meeting that that occurred,
was it not?

Mr. BLAIR. And I believe the stockholders' meeting also, I re-
member it happened on one occasion.

Mr. PECORA. That occasion, according to the minute book of
the directors' meeting, was at the meeting of the directors held on
August 20, 1929—the directors of the Union Commerce Corporation.

Mr. BLAIR. I might say, in passing, that the directors of the Union
Commerce Corporation represented directly a large percentage of
the stock. The stock of the bank and the trust company was not
widely distributed. The trust company, at the time of the associa-
tion of the National Bank of Commerce, had only about 300 stock-
holders.

Mr. PECORA. HOW many stockholders did the Union Commerce
Corporation have in August 1929? It had then been in existence
more than a year.
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Mr. BLAIR. That would be purely a guess, Mr. Pecora, but I should
say 700 or 800. That is purely a guess, however.

Mr. PECORA. DO you recall what the market quotation was for the
capital stock of the Union Commerce Corporation on August 20,
1929, when this plan of acquiring Keane, Higbie & Co. was ap-
proved by the board of directors of the Union Commerce Cor-
poration ?

Mr. BLAIR. No; I do not.
Mr. PECORA. I understand that the Union Commerce Corpora-

tion stock, in June 1929, sold in the open market, principally
through the Detroit Stock Exchange, for between $120 and $130
a share.

Mr. BLAIR. I thought it was a little lower than that, but I am not
positive.

Mr. PECORA. And that on August 20, or thereabouts, at the time
the plan was approved by the board of directors of the Union Com-
merce Corporation, it had gone up to $180 a share.

Mr. BLAIR. Can you say when it went up ? I t went up about $60
one day. I think that was right after I began to talk to the di-
rectors, prior to the meeting of the board, and some of them
" leaked."

Mr. PECORA. Was that the increase that you had in mind when
you said, in your letter to the stockholders of the Union Commerce
Corporation of August 21, 1929, which is marked " Exhibit No. 8 1 "
in evidence here, as follows [reading] :

The immediate response of our stock in the market to the rumors and final
announcement of this prospective affiliation was sufficient indication as to
how it is regarded in financial circles.

Mr. BLAIR. Yes, sir.
Mr. PECORA. Then it had that effect?
Mr. BLAIR. I t had that effect on the market; yes.
Mr. PECORA. The increase had taken place by that time?
Mr. BLAIR. Yes, sir.
Mr. PECORA. The transfer of the stock of the Union Commerce

Corporation to Keane, Higbie & Co. was actually consummated in
September 1929, was it not? I think September 10 is the precise
date.

Mr. BLAIR. I cannot say definitely, but I should say something
like that.

Mr. PECORA. DO you recall what the stock of the Union Commerce
Corporation was then quoted at?

Mr. BLAIR. I do not. I t went up.
Mr. PECORA. YOU recall it had undergone a tremendous increase.
Mr. BLAIR. Yes; I think $240 or $250 a share. One day it went to

the high point, I think, of $320.
Mr. PECORA. That was between August 20 and September 10,

which was the date when the exchange was made.
Mr. BLAIR. I cannot give dates, Mr. Pecora, but it was along about

that time.
Mr. PECORA. Can you account for that very substantial sudden in-

crease in the market quotation?
Mr. BLAIR. Only by saying that the speculating public thought

that was a chance for a killing.
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Senator COUZENS. There was, was there not?
Mr. PECORA. But the speculating public were those that were led

to the slaughter.
Mr. BLAIR. I would not say that they were led. They were just

ahead of everybody else. They surely were not led by any officers of
the Union Commerce Corporation.

The CHAIRMAN. There was no pool or syndicate formed for stock
manipulation?

Mr. BLAIR. NO, sir.
Mr. PECORA. YOU referred previously to a report of examination

or audit of Keane, Higbie & Co., made by Ernst & Ernst.
Mr. BLAIR. Yes, sir.
Mr. PECORA. A copy of which was submitted to you in the course

of your conferences with Mr. Higbie.
Mr. BLAIR. Yes, sir.
Mr. PECORA. I have what purports to be a copy of that report. I t

is made as of April 30, 1929, and it would give a book value to the
capital stock of Keane, Higbie & Co., of $30.93 a share, approxi-
mately, instead of $60 or $65 a share.

Mr. BLAIR. Possibly the statement would show that way. As I
remember, the book value as shown by the statement at the time we
made the deal was something around $35 a share, or perhaps $40, but
when we took the inventory and applied the values of securities, the
market values of securities of that time

Mr. PECORA. Securities in the portfolio of Keane, Higbie & Co. ?
Mr. BLAIR. Yes. This value greatly increased, though it had not

been entered on the books.
Mr. PECORA. YOU said before that in your transaction with Keane,

Higbie & Co., or in your negotiations which culminated in the
transaction, you made it, informally at least, a condition that Keane,
Higbie & Co., in the event of this acquisition of its capital stock by
the Union Commerce Corporation, would take care of your informal
commitment to Goldman, Sachs & Co. to sell it 30,000 shares of the
capital stock of the Union Commerce Corporation.

Mr. BLAIR. Not Keane, Higbie & Co., but the stockholders of
Keane, Higbie & Co.

Mr. PECORA. That meant principally Mr. Higbie himself, as the
majority stockholder.

Mr. BLAIR. Yes.
Mr. PECORA. Was that imposed actually as a condition to the

acquisition of the stock of Keane, Higbie & Co. by the Union Com-
merce Corporation?

Mr. BLAIR. Yes.
Mr. PECORA. Was any written agreement entered into ?
Mr. BLAIR. I cannot remember. I doubt if there was a written

agreement entered into between Keane, Higbie & Co. and the Union
Commerce Corporation. There may have been. If there was I do
not remember.

Mr. PECORA. Was anything said to the board of directors or to
the stockholders of the Union Commerce Corporation about that
part of the transaction, namely, that the stockholders of Keane, Hig-
bie & Co. would take care of your informal commitment to Goldman,
Sachs & Co.?
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Mr. BLAIR. Oh, yes; certainly. That certainly would have been
told.

Mr. PECORA. IS that indicated by anything in the minute book,
either of the board of directors of the Union Commerce Corporation,
or the minute book of its stockholders ?

Mr. BLAIR. I do not know.
Mr. PECORA. I show you what purports to be a photostatic copy

of the minutes of the adjourned special meeting of the stockholders
of the Union Commerce Corporation held on September 12, 1929,
at which meeting the proposal to acquire the capital stock of Keane,
Higbie & Co. was approved and ratified by the stockholders. Will
you look through it and see if you can find any reference what-
soever to any transaction whereby the stockholders of Keane, Higbie
& Co. were to take care of this informal commitment to Goldman,
Sachs & Co.?

Mr. BLAIR (after examining document). I see nothing in there.
You understand, of course, that the proposition of Goldman-Sachs
had never been submitted to the stockholders.

Mr. PECORA. Was that a firm contract?
Mr. BLAIR. NO. I t was an agreement on our part to submit the

matter first to the board of directors and then to the stockholders
if the board of directors approved.

Mr. PECORA. It never reached the stage where it was submitted
either to the board of directors or to the stockholders of the Union
Commerce Corporation, did it?

Mr. BLAIR. I t reached the board of directors; yes.
Mr. PECORA. Did they approve it?
Mr. BLAIR. Yes; I am quite sure of that.
Mr. PECORA. I might say that we have been unable to find any

reference to it in the minutes of the board of directors.
Mr. BLAIR. I t was discussed with many of them. That is 4 years

.ago, and I may have forgotten the details.
Mr. PECORA. Was any written offer ever made by or on behalf of

Goldman, Sachs & Co. ?
Mr. BLAIR. NO.
Mr. PECORA. Or any agent or representative of it, to purchase from

your company 30,000 shares of its capital stock at $120 a share?
Mr. BLAIR. There was some correspondence, but the offer itself

was made by Mr. Catchings and Mr. Weinberg to the three of us,
Messrs. Sanger, Covington, and myself, across the table.

Mr. PECORA. Did you regard it as an offer directed to you and
the other two individuals, or as an offer directed to your corporation ?

Mr. BLAIR, TO the corporation. We could not, as individuals,
<enter into any deal of that kind—not honestly.

Mr. PECORA. DO you know whether Goldman, Sachs & Co.
eventually acquired those 30,000 shares of the Union Commerce
^Corporation?

Mr. BLAIR. I cannot say of my own knowledge, but I am sure they
did. I think the trading corporation got the stock.

Mr. PECORA. That is, the Goldman, Sachs Trading Corporation?
Mr. BLAIR. Yes. I think that was the corporation which got the

:stock.
Mr. PECORA. Were you in any way a party to the transaction or

negotiations whereby that trading company got that stock?
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Mr. BLAIR. What do you mean by that? I was a party—I was
present when the offer was made.

Mr. PECORA. Were you a party to the negotiations or transaction
whereby Goldman-Sachs Trading Corporation actually eventually
acquired those 30,000 shares?

Mr. BLAIR. NO.
Mr. PECORA. SO far as you know, from whom did the Goldman-

Sachs Trading Corporation acquire those 30,000 shares of the Uniop
Commerce Corporation?

Mr. BLAIR. I always assumed that they got it pro rata from the
stockholders of Keane, Higbie & Co., but I cannot say of my own
knowledge. That is simply an assumption on my part.

Mr. PECORA. Among the Keane, Higbie & Co. assets in its port-
folio at the time of the acquisition of its capital stock by your com-
pany there was a block of over 7,800 shares of the Union Commerce
Co.'s stock, was there not?

Mr. BLAIR. I remember that Keane, Higbie & Co. held some stock;
yes.

Mr. PECORA. And, of course, that came into the ownership of your
corporation through the acquisition of the capital stock ?

Mr. BLAIR. Indirectly; yes.
Senator COUZENS. Why do you say " indirectly " ?
Mr. BLAIR. Well, it was not owned directly by the corporation; it

was owned by the subsidiary of the corporation.
Senator COUZENS. What was the subsidiary?
Mr. BLAIR. Keane, Higbie & Co.
Senator COUZENS. Yes; but when you acquired Keane, Higbie &.

Co. it came into your possession, didn't it ?
Mr. BLAIR. We acquired the stock of Keane, Higbie & Co. I t

maintained its status as a corporation.
Mr. PECORA. Were you one of the officers of the Union Guardian

Trust Co, which in the year 1932, commencing about May of that
year, sought to obtain and did obtain a loan for the trust company
from the Eeconstruction Finance Corporation ?

Mr. BLAIR. I was not. I was a director at that time, but not an
officer.

Mr. PECORA. Did you take any part in the conferences which were
held by representatives of the Union Guardian Trust Co. with repre-
sentatives of the R.F.C. with regard to such loan or loans ?

Mr. BLAIR. I did not.
Mr. PECORA. When, so far as you know, as either an officer or

director of the Union Guardian Trust Co. or its predecessor, the
Union Trust Co. of Detroit, had that trust company first begun;
to experience difficulties ?

Mr. BLAIR. I don't think we realized that we were having much
difficulty until as late as the fall of 1930, maybe a little later than
that.

Mr. PECORA. That was about a year after the merger of your
holding company with the Guardian Detroit Group ?

Mr. BLAIR. Yes.
Mr. PECORA. What caused those difficulties when they were first

manifested, in your opinion ?
Mr. BLAIR. Withdrawal of deposits.
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Mr. PECORA. Isn't it a fact that a large percentage of the total
resources of the trust company had been invested in real-fctate
mortgages or other real-estate obligations?

Mr. BLAIR. A large percentage; yes; but that percentage became
larger as the deposits became smaller; and when the deposits be-
came quite small, why, we began to experience the most difficulty,
of course. I find here that between December 31, 1928, and De-
cember 31, 1930, there had been a decrease of $11,000,000.

Mr. PECORA. By withdrawals?
Mr. BLAIR. Yes. That decreased in 1931 by another 7 millions

and by '32 by another 11 millions.
Mr. PECORA. During those years 1930, '31, and '32 what was the

dividend policy of the trust company ?
Mr. BLAIR. The trust company paid in the first half of 1930 a

dividend at the rate of
Senator COUZENS (interposing). Twenty percent?
Mr. BLAIR. Twenty percent, I believe.
Mr. PECORA. And the second half of that year at what rate—16

percent ?
Mr. BLAIR. I believe 16 percent; yes.
Mr. PECORA. It disbursed in cash dividends to its stockholders,,

which were the Group, Guardian Detroit Union Group, Inc., in
the year 1930 dividends aggregating $950,000, didn't it?

Mr. BLAIR. I believe that is correct.
Mr. PECORA. Did you sanction the declaration of those dividends ?
Mr. BLAIR. I did.
Mr. PECORA. Did you think it was good policy ?
Mr. BLAIR. I did at that time.
Mr. PECORA. YOU already noticed that during 1930 there was a

gradual and steadily growing withdrawal of deposits, did you not?
Mr. BLAIR. Not large at all.
Mr. PECORA. HOW much of a withdrawal took place during the

year 1930, actual withdrawal?
Mr. BLAIR. Three millions of dollars, which was not—three

millions.
Mr. PECORA. Out of a total of how much ?
Mr. BLAIR. Forty-seven. And I am not sure that that was not

accounted for largely by the transfer of the investment deposit
accounts to the National Bank of Commerce. I won't speak posi-
tively about that.

The CHAIRMAN. It seems to me you gave the decrease in deposits
much more than that.

Mr. BLAIR. I spoke about the year following, Senator. The year
following, 1931, was larger.

Mr. PECORA. What was the extent of the withdrawals for the year
1931?

Mr. BLAIR. Seven millions.
Mr. PECORA. And what dividends were paid by the Trust Co. for

that year ?
Mr. BLAIR. I do not remember. They were considerably reduced,

I know.
Mr. PECORA. Perhaps I can give it to you.
Mr. BLAIR. I believe it was 10 percent, was it not? I t may have

been 8.
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Mr. PECORA. $500,000.
Mr. BLAIR. That would be 10 percent on 5 millions of capital.
Mr. PECORA. Did you think that was sound policy ?
Mr. BLAIR. I did at the time.
Mr. PECORA. Why?
Mr. BLAIR. In the 8 years prior to 1930 the Trust' Co. and its

subsidiaries had earned $6,030,000. It had disbursed as dividends,
exclusive of a stock dividend of $500,000, $2,300,000. I t had accu-
mulated in that period for the strengthening of the trust company
and for the payment of dividends out of undivided profits if neces-
sary at any time, nearly $3,750,000.

Mr. PECORA. During what period of time had that accumulation
taken place?

Mr. BLAIR. That was in 8 years.
Mr. PECORA. Eight years prior to 1931?
Mr. BLAIR. Prior to 1930. I felt that the depression was not going

to last forever, and I surely thought that after the pick-up in the
spring of 1930 it was over.

Mr. PECORA. YOU saw by the end of 1930 that it was not over ?
Mr. BLAIR. Yes; but I was not ready to believe it.
Mr. PECORA. Rather that it had become aggravated?
Mr. BLAIR. I was not ready to believe that it had become aggra-

vated.
Mr. PECORA. I t had been, hadn't it, by the end of the year 1930 ?
Mr. BLAIR. Yes; it had become some worse. But I still had faith

that the turn would come.
Mr. PECORA. Why didn't you adopt a dividend-paying policy based

not upon faith but upon the actual events at the time, on the actual
conditions that prevailed?

Mr. BLAIR. Are you asking me that question personally or the
board of directors?

Mr. PECORA. NO ; you. You were a member of the board and you
had been president for a number of years.

Mr. BLAIR. I can speak only for myself. I could not speak for
the other members of the board. Our dividends were declared after
thorough discussion, and the motion always came from the floor.

Mr. PECORA. I am asking you individually why you did not favor
the adoption of a dividend policy based upon actual current condi-
tions rather than upon hopes for the future or a record for 8 years
prior to 1930?

Mr. BLAIR. I thought that a dividend of that amount was justified
by the current earnings.

The CHAIRMAN. HOW about the earnings? Did your earnings
justify it or did you pay it out of undivided profits or surplus or
what?

Mr. BLAIR. I think that part of the dividends in 1930 were paid
out of undivided profits, a small amount, as I remember it, about
$60,000.

Mr. PECORA. The earnings of the trust company, according to my
records, for the year 1929 were $745,179.11, and during that year
and for that year the company paid dividends in cash of $850,000;
in other words, more than a hundred thousand dollars in excess of
its earnings.
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Mr. BLAIR. Remember this, that does not include the earnings of
either the Union Title & Guaranty Co. or of the Union Co. The
earnings of the trust company and its subsidiaries were $821,000
that year.

Mr. PECORA. Whom do you get that from?
Mr. BLAIR. These are from memorandums I had.
Mr. PECORA. Had the subsidiaries paid any dividend for that year

to the parent corporation?
Mr. BLAIR. NO.
Mr. PECORA. But the earnings of the trust company itself were

seven hundred and forty-five thousand and odd dollars for the year
1929, were they not?

Mr. BLAIR. If you do not count the earnings of what the trust
company owned.

Mr. PECORA. But those earnings had not been realized by the trust
company ?

Mr. BLAIR. They had not been transferred.
Mr. PECORA. The dividends paid out in 1929 of $850,000 were paid

out of actually accrued earnings of $745,000; is that right?
Mr. BLAIR. Yes, sir.
Mr. PECORA. NOW, in 1930 what was the relative proportion of

dividends paid to the actual earnings of the trust company?
Mr. BLAIR. My remembrance is that they were about $60,000.

That is, the dividends were about $60,000 more than the earnings.
Mr. PECORA. SO to that extent dividends were paid out of un-

divided profits?
Mr. BLAIR. Yes.
Mi*. PECORA. For the year 1930 what reserves against losses had

been set tip by the trust company ?
Mr. BLAIR. I do not remember.
Mr. PECORA. What was the policy of the trust company in that

year with respect to the setting up of the reserves against losses?
Mr. BLAIR. I think it set up some small amounts, but I don't

remember.
Mr. PECORA. Nothing proportionate to the actual losses, was it?
Mr. BLAIR. When the two companies were merged at the beginning

of that year, 31st of the month, something like $700,000 was taken
out of the assets and transferred, as I remember it, to an account
which we called the " securities in suspense " or something like that
out of which losses were taken. So that we had gotten the trust
company pretty clear "as far as its assets were concerned. That was
done when the two were consolidated.

Mr. PECORA. YOU were in attendance before this committee when
Mr. Stalker was examined here, weren't you?

Mr. BLAIR. Yes.
Mr. PECORA. DO you recall that there were introduced in evidence

at that time certain letters, correspondence, that passed between Mr.
Stalker and Mr. Lord or other executive officers of the Guardian
Detroit Union Group, Inc. ?

Mr. BLAIR. Yes.
Mr. PECORA. YOU recall that in those letters Mr. Stalker called

attention to the fact that the dividends which the group had been
suggesting be declared by the trust company had not been earned?

Mr. BLAIR. Yes.
175541—34—PT 10 15
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Mr. PECORA. And that furthermore the trust company had not
made adequate or proper provision for setting up reserves against
losses ?

Mr. BLAIR. Yes.
Mr. PECORA. That was the situation existent at that time, wasn't

it, with regard to the policy of the trust company respecting setting
up of reserves ?

Mr. BLAIR. The trust company was not setting up reserves in
comparison with what it had done in prior years.

Mr. PECORA. In prior years it had set up adequate reserves, had
it not?

Mr. BLAIR. More than adequate.
Mr. PECORA. When did it commence to depart from that practice ?
Mr. BLAIR. Well, I wouldn't say, but it evidently definitely de-

parted from the practice when it found it impossible in later years
to do what it had been possible to do in the earlier years.

Mr. PECORA. When was that stage reached, when it found im-
possible in later years what it had done before ?

Mr. BLAIR. I should say in the latter part of 1930.
Mr. PECORA. Wasn't it also in 1929 ?
Mr. BLAIR. Oh, no. You called attention to the fact that $850,000

dividend was paid. As a matter of fact, $200,000 of that was an
extra dividend paid in to the Union Commerce Corporation to pay
for the acquiring of some assets. I think, as I remember it—well,
I wouldn't attempt to say what those disbursements were. But a
considerable amount of cash had been disbursed by the Union Com-
merce Corporation to acquire some of its units, and this was to
eliminate the indebtedness of the Union Commerce Corporation to
the trust company. I think a similar dividend was paid by the
National Bank of Commerce.

Mr. PECORA. Isn't it a fact that between the years 1925 and 1928
your trust company increased its mortgage loans by almost 300 per-
cent, from about 7 million dollars in 1925 to lSy2 million dollars in
1928?

Mr. BLAIR. I have not doubt that is true. I t increased its deposits
from 17 millions to 42.

Mr. PECORA. These mortgage loans were made out of the demand
and short-time deposits the trust company received principally, were
they not?

Mr. BLAIR. They were made out of deposits; yes.
Mr. PECORA. And those were demand and short-time deposits prin-

cipally ?
Mr. BLAIR. Yes.
Mr. PECORA. In 1927 the trust company through the New Union

Building Co. built this office building that was its home and which
I previously referred to as the Aztec Tower?

Mr. BLAIR. Yes.
Mr. PECORA. That was financed in part through the issue of

$2,000,000 of second-mortgage bonds?
Mr. BLAIR. Yes.
Mr. PECORA. Which were sold to the stockholders of the trust

company ?
Mr. BLAIR. Yes.
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Mr. PECORA. At par?
Mr. BLAIR. Yes.
Mr. PECORA. And it was also financed in part through the declara-

tion of a 5 million dollar dividend payable in stock ?
Mr. BLAIR. NO.
Mr. PECORA. Was it payable in cash ?
Mr. BLAIR. NO. I t was financed in part by the purchase by the

trust company of 5 millions of capital of the building company with
money which it received

Mr. PECORA (interposing). From the sale of the 25,000 additional
shares of capital stock ?

Mr. BLAIR. Yes.
Mr. PECORA. At $300 a share?
Mr. BLAIR. Yes.
Mr. PECORA. In other words, these 25,000 additional shares were is-

sued at $300 a share or for a total of 7% million dollars; Of the pro-
ceeds of the sale of that stock 2y2 million dollars went to capital and
5 million dollars went to surplus of the trust company ?

Mr. BLAIR. Yes.
Mr. PECORA. And that 5 million dollars was used to buy the capital

stock of the New Union Building Co. ?
Mr. BLAIR. Yes.
Mr. PECORA. IS Mr. Longley here ?
Mr. LONGLEY. Eight here.
Mr. PECORA. I am through with you, Mr. Blair. Is there anything

you want to say to the committee ?
Mr. BLAIR. I think not.
The CHAIRMAN. YOU will be excused for the present then, Mr.

Blair.
Mr. BLAIR. Does that mean permanently or just temporarily ?
Mr. PECORA. I will let you know later in the day.
Mr. BLAIR. All right.

TESTIMONY OF CLIFFORD B. LONGLEY, GROSSE P0INTE
FARMS, MICH.

The CHAIRMAN. Mr. Longley, you solemnly swear that the testi-
mony you will give in the matters now under investigation by the
committee will be the truth, the whole truth, and nothing but the
truth, so help you God?

Mr. LONGLEY. I do.
Mr. PECORA. Mr. Longley, will you give your full name, address^

and business or occupation to the reporter for the record?
Mr. LONGLEY. Clifford B. Longley, attorney, residence 412 Grosse

Pointe Boulevard, Grosse Pointe Farms, Mich.
Mr. PECORA. Were you at one time the president of the Union

Guardian Trust Co. of Detroit,, Mich. ?
Mr. LONGLEY. I was.
Mr. PECORA. When did you become its president?
Mr. LONGLEY. January 1932 j I don't remember the eXact date.
Mr. PECORA. Prior to that time were you a director of the com-

pany?
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Mr. LONGLEY. For several months; 4 or 5 months. 1 doii5t
remember just when I became a director.

Mr. PECORA. Had you been connected with its predecessor com-
pany, the Union Trust Co.?

Mr. LONGLEY. No.
Mr. PECORA. Until what date did you continue as president of

the Union Trust Co.?
Mr. LONGLEY. Until after the holiday.
Mr. PECORA. That is the banking holiday that was declared on

February 13 ?
Mr. LONGLEY. Well, of course, until after that. The trust com-

pany did not go into the hands of the conservator until, oh, possibly
a month to 6 weeks afterwards; I have forgotten the date. We had
to wait until certain legislation was passed in Michigan before the
conservator could be appointed. Until that time the officers and
directors continued to function. The holiday continued, of course.
You understand that.

The CHAIRMAN. The banks were not open ?
Mr. LONGLEY. Oh, no; the holiday continued from the 14th of

February onward.
Mr. PECORA. The bank has not been reopened sijice, has it ?
Mr. LONGLEY. I t is under conservatorship; yes. I t is operating

Its fiduciary department fully.
Mr. PECORA. Yes; but it has departed from its general banking

activities ?
Mr. LONGLEY. Oh, no; that is under the conservatorship. That is

on a restricted basis. The deposits are tied up.
Mr. PECORA. During the year 1932 an application was made to the

R.F.C. in behalf of the Union Guardian Tri^t Co. for a loan, was
it not?

Mr. LONGLEY. There are two applications.
Mr. PECORA. I am talking about the first one,
Mr. LONGLEY. Yes.
Mr. PECOEA. When was that made?
Mr. LONGLEY. Just a minute. Let me get my memorandum here.

(After referring to data.) I don't believe I have anything that
shows the date of the first loan, but, as I remember it, it was early in
the spring, and the first funds were received from the E.F.C., perhaps
in April, but it was early in the spring.

Mr. PECORA. DO you remember the amount of the loan for which
application was first made?

Mr. LONGLEY. Yes; I have that.
Mr. PECORA. What was that?
Mr. LONGLEY. That was $4,650,000, and for which was pledged

$1,116,650 of bonds and $8,086,351 in mortgages.
Mr. PECORA. YOU are giving the face value of those assets, are

you not:?
Mr. LONGLEY. I am giving the face value of the security. The

$4,650,000 was the amount we received from the R.F.C. iya CBsh,
Mr. PECORA. What was the condition of the Trust Co, at that

time which necessitated the obtaining of this loan from the R.^.C. ?
Mr. LONGLEY. Lack of liquidity. I t lacked liquidity very much.
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Mr. PECORA. That lack of liquidity was due. in large part to the
fact that a large proportion, about 72 percent, as I recall it, of its
resources were tied up in real-estate mortgages and other obligations
secured by real estate ?

Mr. LoNGiiEY. That was my understanding. A computation was
made at my request some time about that time, and that is the figure
that sticks in my mind. I t is approximately 72 percent, and that is
the figure that I testified to in Detroit before the grand jury.

Mr. PECORA. Thereafter was another application made in behalf of
tiie Union Guardian Trust Co. to the R.F.C. for an additional loan?

Mr. LONGLEY. There was.
Mr. PECORA. DO you recall when that was made?
Mr. LONGLEY. As I remember, it was in July. I haven't that date

either, I am sorry to say.
Mr. PECORA. 1932?
Mr. LONGLEY. 1932.
Mr. PECORA. Wasn't the application made originally in June ?
Mr. LONGLEY. In June?
Mr. PECORA. 1932?
Mr. LONGLEY. I t might have been. I t might has been. I haven't

a thing here to indicate what those dates were. I think we got the
money in July, so possibly it was in June.

Mr. PECORA. Prior to your obtaining money from the Keconstruc-
tion Finance Corporation in July, did you and other officers and
directors of the Trust Co. have conferences with Mr. Congdon repre-
senting the E.F.C. with respect to those loans ?

Mr. LONGLEY. Yes, sir; I did.
Mr. PECORA. What other officers joined you in those conferences

with Mr. Congdon, do you recall ?
Mr. LONGLEY. Well, I do not think there were a great many with

Mr. Congdon and myself. I think they were the officers who were
familiar with the assets, and in charge of the books perhaps, the
treasurer and the heads of departments in charge of assets that
came from the particular departments.

Mr. PECORA. Were you joined in those conferences by officers and
directors of the Guardian Detroit Union Group, Inc. ?

Mr. LONGLEY. I do not think so. Mr. Patterson might have been
on the fringe of things, or Mr. Hillsman, who were connected with
the Group, but I don't think they had anything to do with either
the examination or the discussions in connection with the assets.
At least I do nqt remember it. Possibly they did.

Mr. PECORA. HOW much of a loan from the R.F.C. did }̂ our Trust
Co. seek to obtain in June of 1932 ?

Mr. LONGLEY. I do not recall how much was sought to be obtained.
Mr. PECORA. It was approximately $28,000,000, wasn't it?
Mr. LONGLEY. It was approximately $28,000,000, did you ask?
Mr. PECORA. Yes.
Mr. LONGLEY. I do not know. I do not think so. We finally got

$15,000,000 altogether.
Mr. PECORA. HOW much do you think it was ?
Mr. LONGLEY. I don't remember. Have you a copy of that appli-

cation?
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Mr. PECORA, Well, I have before me excerpts from the minutes of
the meeting of the executive committee of the R.F.C. held on June
29, 1932, which is headed:

Re a conference concerning the proposed application for a loan of $28,000,000.

Mr. LONGLEY. Well, that might easily be so. I do not remember
the details of that application.

Mr. PECORA. Let me read excerpts from the minutes of the execu-
tive committee of the board of the E.F.C. held on June 29, 1932, and
that may possibly refresh your recollection.

Mr. LONGLEY. All right.
Mr. PECORA. I t says:
IVlr. Congdon reported that the following officers of the Union Guardian Trust

Co. of Detroit, and of the Guardian Detroit Union Group, Inc., had conferred
with him concerning a proposed application on the part of the Union Guardian
Trust Co. for a loan of approximately $28,000,000 for the purpose of liquidating
in full its liability for deposits, except certain trust deposits and its bills pay-
able, permitting the company to continue business along fiduciary lines only:

C. B. Longley, president of the Union Guardian Trust Co.
E. C. Harris, vice president of the Union Guardian Trust Co.
Robert O. Lord, president of the Guardian Detroit Union Group, Inc., and

the Guardian National Bank of Commerce.
James L. Walsh, executive vice president of the Union Guardian Group,

Inc., and vice president of the Guardian National Bank of Commerce.
B. K. Patterson, executive vice president of the Guardian Detroit Union

Group, Inc.
Mr. Congdon said that these gentlemen had represented! that the trust com-

pany, because of uncertainty as to its ability to meet anticipated withdrawals of
deposits, was in imminent danger of suspension, and that its closing would
undoubtedly be followed by the suspension of the entire Guardian Union Group,
and probably that of other banks in Detroit and eastern Michigan.

The first proposal of the trust company, he said, was that in order to avoid
showing large bills payable, the loan be made to a trustee, to which the trust
company would transfer assets which would be offered as security. The
general counsel advised that the corporation could not under the law make a
loan to a trustee as proposed.

Mr. LONGLEY. Yes; I think that is right.
Mr. PECORA. DO you think that is a fair representation of the

facts that had developed up to that time ?
Mr. LONGLEY. Probably so. I do not remember them myself, but

as I look back at it that is probably quite correct.
Mr. PECORA. Then it is correct to say that prior to June 29, 1932,

you, Mr. Harris, a vice president of your Trust Co., and Mr. Lord,
Mr. Walsh, and Mr. Patterson, executive officers of the Guardian
Detroit Union Group, had entered into conferences with the R.F.C.'s
representative, Mr. Congdon?

Mr. LONGLEY. That is right.
Mr. PECORA. Looking toward the obtaining of a loan of approxi-

mately $28,000,000 from the E.F.C; for the Union Guardian Trust
Co.?
^ Mr. LONGLEY. I do not recall the amount, but if that is a copy of
fine application, undoubtedly it is true.

Mr. PECORA. NO. I am reading from the minutes of the B-.F.C,
and not; from the application.

Mr. LONGLEY. Oh, I see. Well, unless you can get some document
that comes from the Trust Co., I don't know. I suppose that is right,
although the other day when you were reading from the minutes oi
the R.F.C. I disagreed strongly with what you read. But this may be
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true. I would say that it probably was or near the amount as I
recollect it.

Mr. PECORA. Well, do you recall that during the spring of 1932
the Trust Co. reached a situation where it desired or thought it
best to liquidate in full its liability for deposits and its bills payable,
and to have the Trust Co. continue in business only along fiduciary
lines ?

Mr. LONGLEY. Yes, sir; I do.
Mr. PECORA. What were the circumstances that brought you, as

president of the Trust Co., to that frame of mind in the spring
of 1932?

Mr. LONGLEY. Principally the condition of the trust company.
Mr. PECORA. Will you tell us what that was ?
Mr. LONGLEY. I t was in what I found, or at least believed to be, a

frozen condition. That is, the assets, or a large part of the credits,
were based upon real estate just as I have already said. And the
real-estate market in Detroit, and in Michigan, was such—well, there
just wasn't any such thing at the time. The properties were valu-
able, of course. There were many, many very valuable properties
that they had in their list of items. I felt that if the trust companj'
could be protected on its deposit liability there should be no trouble
at all in its ultimately coming through and protecting that business
for the stockholders.

Mr. PECORA. That is, you mean the trust business?
Mr. LONGLEY. Protecting that, and taking care of these assets that

belonged to the trust company, and ultimately paying off their debts,
which involved paying off those deposits.

Mr. PECORA. When had the real estate market begun to slump ?
Mr. LONGLEY. Well, Mr. Pecora, I have never been in the real-

estate business, and I am just guessing when I say this, but I should
say approximately 1927; perhaps in 1926, although it was not very
noticeable, perhaps, until 1927 or 1928. I am not exactly sure about
that in my own mind.

Mr. PECORA. Had you and, the other gentlemen who participated
with you in those conferences with Mr. Congdon, whose names I
have read to you from the minutes of the R.F.C., represented to Mr.
Condon, in substance, that your trust company, because of the un-
certainty as to its ability to meet anticipated withdrwals of deposits,
was then in imminent danger of suspension ?

Mr. LONGLEY. Well, I do not know the language that was used at
all. But I do not believe that we used that language.

Mr. PECORA. Well, what do you recall was said by any of you to
Mr. Congdon on that score ?

Mr. LONGLEY. I do not remember what was said to Mr. Congdon,
but somewhere you will find the application, and in that application
we set up the condition as we saw it as to those assets, that they could
not be liquidated quickly enough to take care of the deposit lia-
bility, and our fear that unless relief was had through loans the de-
posit liability on some future date could not be met. Now, that ap-
plication is available it seems to me, and that will show the language
we usect.

Mr. PECORA. The language you used in the application would be
different from the language you used in the conference with Mr.
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Congdon, wouldn't it ? I t would be much more terse and much more
concise.

Mr. LONGLEY. Probably. The thing I am trying to stress is that
at no time did we have any question about the value of those assets.
I t was a question of unfreezing them and getting liquidity. And
that was pointed out very carefully and in very careful language.
That is why I go back to the application.

Mr. PECORA. Don't you recall the substance of the conferences with
Mr. Congdon?

Mr. LONGLEY. Yes, sir.
Mr. PECORA. Prior to the filing of the formal application?
Mr. LONGLEY. Well, we had a good many of them.
Mr. PECORA. I am not confining you to any one particular con-

ference, now, but to the general course of them.
Mr. LONGLEY. We talked all these things over, and I haven't the

slightest recollection of just what was said. However, it is all
covered in substance by our application.

The CHAIRMAN. HOW much was that application for ?
Mr. LONGLEY. I suppose that it was for the amount mentioned

by Mr. Pecora in those minutes. I do not remember myself, Senator
Fletcher.

The CHAIRMAN. It was for 28 million dollars ?
Mr. LONGLEY. I think it was an application to take care of the

deposit liability of the trust company.
The CHAIRMAN. And do you know what that liability was ?
Mr. LONGLEY. I t was around 28 million dollars, I think.
The CHAIRMAN. What became of it?
Mr. LONGLEY. The application?
The CHAIRMAN. Yes.
Mr. LONGLEY. They finally made a loan with the E.F.C. officials

that would take care of us, as they thought. At least Mr. Congdon
and Mr. Sheehan thought so, or they hoped it would, anyway.

The CHAIRMAN. HOW much was it?
Mr. LONGLEY. Wait a minute and I can give you that. (Looking

through some papers.)
Mr. PECORA. DO you recall that it was said to Mr.
Mr. LONGLEY (interposing). One minute, Mr. Pecora. I am trying

to answer Senator Fletcher's question if I can.
Mr. PECORA. Pardon me.
Mr. LONGLEY. It seems to be 11% million dollars, Senator Fletcher,

on the second application.
The CHAIRMAN. That is in addition to the $4,750,000?
Mr. LONGLEY. Yes, sir.
Mr. PECORA. DO you recall that it was stated, in substance, to Mr.

Congdon in those conferences prior to June 29, 1932, that the closing
of the Union Guardian Trust Co., if it should become closed, would
be followed undoubtedly by the suspension of the entire Guardian
Detroit Union Group banks?

Mr. LONGLEY. Yes, sir; that is right.
Kji% PECORA. That was stated to him, wasn't it?
Mr. LONGLEY, Why, I think so. That is what I thought.
Mr. PECORA. Will you tell the committee on what you based your

judgment that if the Union Guardian Trust Co. had to suspend
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in the spring or summer of 1932, its suspension would be followed
undoubtedly by the suspension of other banking units of the
Guardian Detroit Union Group?

Mr. LONGLEY. I felt that with the close association of those insti-
tutions through their holding company, the publicity that had been
given since its organization, and the fact that these institutions
were affiliated companies would undoubtedly react on the other
companies in the group. And with conditions as they were, and
the lack of liquidity in all the banks at that time, I did not believe,
if the largest trust company in the city of Detroit were to be closed,
there would be other than a very serious reaction against the others,
if not a fatal one. At least I felt it would probably be fatal. Per-
haps others did not think so, but I don't know about that.

Mr. PECORA. Mr. Chairman, with regard to the information you
sought of the witness a moment or two ago, may I call your atten-
tion to the fact that there was introduced in evidence on yesterday
a statement showing the status of the loans made by the R.F.C.
to banks in the Guardian Detroit Union Group as of December 19,
1933; and that that statement shows the following loans authorized
to the Union Guardian Trust Co.:

$4,250,000, May 24, 1932; $400,000, October 7, 1932; $8,733,000, July 5, 1932;
$2,767,000, September 14, 1932.

The CHAIRMAN. All right.
Mr. LONGLEY. That makes a total of $16,000,000, doesn't it?
Mr. PECORA. About that.
Mr. LONGLEY. All right.
Mr. PECORA. While of those various loans the following amounts

were canceled: $33,150.96, $3,474,629.45.
Mr. LONGLEY. I have a letter from the local Eeconstruction Fi-

nance Corporation agency in Detroit, which shows the state of the
second application on February 8, if that is any aid to you.

The CHAIRMAN. All of the stock of the Union Guardian Trust
Co. at that time was held by the holding company, wasn't it?

Mr. LONGLEY. Yes; Senator Fletcher, by the Guardian Detroit
Union group, except for qualifying shares.

Mr. PECORA. DO you recall appearing before the board of direc-
tors of the Reconstruction Finance Corporation at its meeting held
on July 5, 1932, in company with, the following gentlemen: Henry
Bodman, who then was chairman of the Board of the Union Guard-
ian Trust Co.; Ernest Kanzler, chairman of the board of the Guard-
ian Detroit Union group, Inc.; Robert O. Lord, president of the
Guardian Detroit Union Group, Inc.; James L. Wash, executive
vice president of the Guardian Union group, Inc.

Mr. LONGLEY. Yes, sir; I do.
Mr. PECORA. What representations were made to the directors of

the R.F.C. at that time concerning the condition of the Union
Guardian Trust Co. and of the Guardian Detroit Union Group, Inc.,
and its unit banks?

Mr. LONGLEY. I do not know that any representations weig| made
about the. Guardian Detroit Union Group. I think out* <lis<kL&Sion
surrounded the trust company, and in that connection it Was pointed
out very clearly that with the unliquid condition of the assets of the
corporation, and the necessity for meeting withdrawals on time—
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well, the consequences of closing the institution, and all those things,
were pointed out in some detail.

The CHAIRMAN. HOW much have the depositors received ?
Mr. LONGLEY. How much had they received?
The CHAIRMAN. HOW much have they now received?
Mr. LONGLEY. SO far the general depositors have not received any-

thing. As to the A funds that you were talking about this morning,
I do not know how much they have received, but there is available
somewhere between 80 and 90 percent of that in cash.

Mr. PECORA. Of the A funds?
Mr. LONGLEY. Yes, sir.
Mr. PECORA. Those were the funds against a 100 percent reserve

that was required to be set up by the trust company ?
Mr. LONGLEY. That is right.
Mr. PECORA. Let me read to you the following excerpt from the

board meeting of the R.F.C. held on the 5th of July 1932, at which
you were present, together with Mr. Bodman, Mr. Kanzler, Mr.
Lord, and Mr. Walsh:

Mr. Bodman explained the problems confronting the 21 banks in Detroit
and vicinity controlled by the Guardian Group, and stressed the seriousness
of the situation. The Board informed the bank officers present of its action
in authorizing an emergency loan to the Union Guardian Trust Co. in the
amount of $8,733,000, which it understood would relieve the situation tem-
porarily, and indicated that it would consider making additional advances after
the special committee had completed an examination of the collateral.. The
board, however, expressed the view that the stockholders, large depositors,
and others interested in these institutions, should be consulted by the manage-
ment of the banks concerned and an effort made to formulate a program
designed to meet the problems presented and to strengthen the position of
the banks.

Do you recall that?
Mr. LONGLEY. I remember one large depositor that was men-

tioned.
Mr. PECORA. DO you recall that general discussion?
Mr. LONGLEY. Yes; but I don't remember that there was more than

one depositor that was mentioned.
Mr. PECORA. More than one what?
Mr. LONGLEY. Depositor.
Mr. PECORA. And that was the Ford Motor Co. ?
Mr. LONGLEY. That is right,
Mr. PECORA. When the board of the Eeconstruction Finance Cor-

poration expressed its view to you gentlemen that the stockholders,
large depositors, and others interested in these banks of the Guar-
dian Detroit Group, should be consulted by the management of the
banks concerned, and an effort made to formulate a program de-
signed to meet the problems presented and to strengthen the posi-
tion of the banks what, if anything, do you recall was done by the
board and the officers of the Guardian Detroit Union Group ?

Mr. LONGLEY. Well, about that time or a little after that time
Mr. Hillsman of the Group Co. was loaned to the trust company
for the purpose of working out some method of balancing our
budget, and to see what we could do in getting a little faster liqui-
dation if possible, cutting expenses, and doing those things that we
felt were necessary to do to bring the thing through.
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Mr. PECORA. Well, that is using rather general terms as you must
recognize.

Mr. LONGLEY. I do not know that I could be more specific. Some-
where you will find in the files of the trust company a carefully
drawn plan that we laid out. I t was a list of items that we tried:
to cover. I do not know whether you have that paper there or not.
If you have that it will give you a pretty clear idea of what we
tried to do.

Mr. PECORA. Can you give the substance of it to us without having
that statement before you ?

Mr. LONGLEY. I cannot give you the figures.
Mr. PECORA. Give us your general plan.
Mr. LONGLEY. I t was a reorganization of departments; a doubling

up in some instances, an effort to cut down overhead; an effort to cut
interest, which of course we were a little bit afraid to do. With
certificates of deposit that had been drawing 4-percent interest in an
institution for a good many years', we were afraid of cutting the
interest, for fear that there might be drastic withdrawals, which
we did not want. We tried to meet the expense side of the question
as drastically as we could. At the same time we tried to build up
the earnings side. That is the main picture.

The CHAIRMAN. What was the total amount of those A funds at
the time of the bank holiday ?

Mr. LONGLEY. (after looking through some papers). Five million
four hundred ninety-three thousand dollars.

The CHAIRMAN. They had been deposited in banks not related to
the group, as I understand, and was there any interest paid to the
trust company on those deposits?

Mr. LONGLEY. A very small rate of interest. I don't remember
what it was. But I think there was in some instances a very small
rate, one half percent or one quarter percent perhaps.

Mr. PECORA. AS a matter of fact were those class A funds de-
posited, in the years 1930, 1931, and 1932, mainly in banks not affili-
ated or connected with the group ?

Mr. LONGLEY. In 1930, 1931, and 1932?
Mr. PECORA. Yes.
Mr. LONGLEY. I do not believe I could tell you whether they were

or not, or where they were then. But in 1932 I think they were
mainly deposited in the Guardian, in an affiliated bank.

Mr. PECORA. Yes; and do you know if they were withdrawn from
that deposit account and placed on deposit in any bank unaffiliated
with the Guardian Detroit Union Group ?

Mr. LONGLEY. Yes. We tried to place them in banks that were
entirely unaffiliated. And we tried to place all of them that way*
Perhaps I have something here on that. (Beginning to look through
some papers.)

Mr. PECORA. When was that policy pursued ?
Mr. LONGLEY. When Mr. Bodman became chairman one of the

first things that he did was to—or one of the things early in the
year, and I don't know whether it Was first or not, but early in 1932
he wrote me a letter in which he stated l̂ e felt that the funds belong-
ing to the trust company, that-is, that Were segregated funds of the
trust company, with this 100 percent reserve which, would take care
of the trust moneys, should not be deposited in any of the affiliated
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institutions where they might be making earnings on them. I think
somewhere there is that letter. I don't know whether you have it
or not.

Mr. PECORA. I show you, Mr. Longley, what purports to be a
photostatic copy of a letter addressed to you as president of the
Union Guardian Trust Co., by Mr. Henry E. Bodman, dated April
26, 1932. Will you please look at it and tell me if you recognize it
to be a true and correct copy of such a letter that you received
from Mr. Bodman on about the date it bears ?

Mr. LONGLEY. Yes; this is a copy of that letter.
Mr. PECORA. Mr. Chairman, I offer it in evidence.
The CHAIRMAN. Let it be admitted.
(A letter dated Apr. 26,1932, addressed by Henry E. Bodman, to

Clifford B. Longley, president of the Union Guardian Trust Co.,
Detroit, was marked " Committee exhibit no. 83, January 16, 1934 ",
and will be found immediately following where read by Mr. Pecora.)

Mr. LONGLEY. May I read that before you read it ?
Mr. PECORA. DO you want to read it to yourself, do you mean?
Mr. LONGLEY. Yes.
Mr. PECORA. All right. You may do so.
Mr. PECORA. The letter received in evidence as " Committee Ex-

hibit No. 83 " is on the letterhead of Henry E. Bodman, attorney and
counsellor at law, Detroit, and reads as follows [reading] :

COMMITTEE EXHIBIT NO. 83

APRIL 26, 1932.
Mr. CLIFFORD LONGLEY,

President Union Guardian Trust Co., Detroit, Mich.
DEAE ME. LONGLEY : I want to bring up again the matter that I suggested

to you some time ago which relates to the deposit by the Trust Company of
trust funds in Guardian National Bank of Commerce or any other bank wTith
which the Company is affiliated in the Group. I am not questioning the advisa-
bility of such a deposit if these institutions were not affiliated but it seems
to me that in view of their affiliation another depositary or depositaries ought
to be found. I think it is much better for any trust company to select an
independent depositary in which it has no financial interest, either directly
or through the common stock ownership.

Yours very truly,
HENRY E. BODMAN.

You will notice, Mr. Longley, that in this letter to you, which
is dated April 26, 1932, Mr. Bodman calls attention to the fact that
the subject matter of this letter related to a suggestion that he had
made to you some time prior to April 26, 1932.

Mr. LONGLEY. That is right; he had, verbally.
Mr. PECORA. About how long prior to April 26, 1932, had he

made such a suggestion?
Mr. LONGLEY. I do not remember that.
Mr. PECORA. Was it a matter of months before?
Mr. LONGLEY. Oh, no; it was after both he and I went in to the

trust company; I would say, possibly a few weeks before, or two or
ihrfee weeks, or possibly a month before.

Mr. PECORA. When did you begin to act on the suggestion em-
bodied in tHis letter of Mr. Bodman's?

Mr. LONGLEY. Not until probably November.
Mr. PECORA. Of 1932?
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Mr. LONGLEY. Yes.
Mr. PECORA. Why the delay?
Mr. LONGLEY. Because I had too much else to do. I was under

great pressure at the time. I felt that those funds had ridden in
that way for all time past, as far as I knew, and it was not until
finally I turned the matter over to Mr. Maurice, our executive vice
president, that it was done. He did not even get at it until late
in December or early in January.

Mr. PECORA. Of the following year?
Mr. LONGLEY. Yes.
Mr. PECORA. DO you see on the face of exhibit no. 83 any stamp or

date indicating when this letter was filed among the records of the
Union Guardian Trust Co. ?

Mr. LONGLEY. There is an " O.K. File " and " M. G. H."
Mr. PECORA. Any date of filing ?
Mr. LONGLEY. I do not see any date.
Mr. PECORA. YOU do not see any date of filing on the face of that

exhibit ?
Mr. LONGLEY. NO ; I do not.
Mr. PECORA. Will you hold it up to the light now ?
Mr. LONGLEY [holding exhibit no. 83 to the light as suggested].

Yes; I do.
Mr. PECORA. NOW you see it, do you ?
Mr. LONGLEY. Yes.
Mr. PECORA. What date is shown there?
Mr. LONGLEY. I cannot make it out.
Mr. PECORA. Hold it up to the light. I t is some date in April

1933, is it not?
Mr. LONGLEY [again holding the letter to the light]. That might

be. I t might be that that was in my file, and Miss Hand, whose
initials are " M. G. H.", my secretary at that time, turned it over to
the files of the trust company.

Mr. PECORA. She turned it over about a year after the letter was
received ?

Mr. LONGLEY. NO; she turned it over when I left the trust com-
pany.

Mr. PECORA. The date of filing shown by that stamp, which is
visible only by holding the document up to the light, is in April
1933?

Mr. LONGLEY. YOU will find it far more visible on the original.
Mr. PECORA. I have no doubt of that. But the date of filing, as I

make it out, is April 12, 1933, or April 19, 1933.
Mr. LONGLEY. That might very easily be. Such letters as were ad-

dressed to me personally went into my own file in the Trust Co. office,
and when I left they were turned over to the secretary to file in the
general file. That is probably how that date came on there.

Mr. PECORA. At the time of the writing of this letter, or the date
which it bore, namely, April 26, 1932, these class B trust funds of
your trust company were carried in a deposit account together with
the general funds of the Trust Co. at the Guardian National Bank of
Commerce, were they not?

Mr. LONGLEY. At what date did you say ?
Mr. PECORA. In April 1932.
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Senator COTJZENS. Are you referring to the B funds f
Mr. PECORA. The B funds and the general funds.
Mr. LONGLEY. Surely; as were most of the others.
Mr. PECORA. The A funds as well?
Mr. LONGLEY. I think so.
The CHAIRMAN. What did you do with the proceeds of the loan*

from the R.F.C.?
Mr. LONGLEY. During 1932 ?
The CHAIRMAN. Yes.
Mr. LONGLEY. We used it to pay depositors.
The CHAIRMAN. At that time?
Mr. LONGLEY. During 1932. We liquidated approximately $5,-

000,000 of our own assets, as I remember, and—wait just a minute
[referring to memoranda]. We paid off $11,000,000 deposits in 1932
and we borrowed $9,400,000.

The CHAIRMAN. Were there constant withdrawals?
Mr. LONGLEY. Yes.
The CHAIRMAN. NO runs?
Mr. LONGLEY. NO runs; but approximately a million a month.
The CHAIRMAN. YOU did not bolster up the reserve out of these

funds?
Mr. LONGLEY. They were already taken care of 100 percent, and

t a d been since 1910, as Mr. Blair already testified to. That money
liad been set aside 10,0 percent.

The CHAIRMAN. YOU only got about 80 or 90 percent?
Mr. LONGLEY. Because there is a certain amount of it in the First

National Batik of Detroit. We had taken it out of our own banks
and we left some in Detroit.

Mr. PECORA. The B funds and the general funds for the most
part, at thejtime Mr. Bodman wrote you this letter, were carried on
deposit in the downtown branch of the Guardian National Bank of
Commerce, were they not?

Mr. LONGLEY. Yes; and they were at the time of the holiday.
There was no change.

Mr. PECORA. At that same time were not the class A trust funds
deposited by your trust company in three separate accounts, the prin-
cipal one being maintained at the uptown branch of the Guardian
National Bank of Commerce?

Mr. LONGLEY. This was in 1932, you mean?
Mr. PECORA. Yes, sir.
Mr. LONGLEY. Yes; I think that is correct.
Mr. PECORA. And the balance of these class A trust funds were

deposited in two other accounts, one of which was maintained at
the First National Bank of Detroit and the other of which was
maintained at the Continental Illinois Bank & Trust Co., of Chicago;
is that not so?

Mr. LONGLEY. Yes; as I recollect it, that is true.
Mr. PECORA. When was the withdrawal made of these funds out

«of the account maintained in the Guardian National Bank 6i Com-
merce in pursuance of the suggestion made in Mr. Bodni^n's letter
to you of April 26, 1932?

Mr. LONGLEY. The A funds ?
Mr. PEOQRA. Not only the A funds, but the B funds as well.
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Mr. LONGLEY. The B funds were not turned over, as far as I know.
Mr. PECORA. HOW about the A funds ? ,
Mr. LONGLEY. Some time in January. Although I think Mr.

Maurice went to Cleveland and to Chicago to look into the ques-
tion of depositories in November or December, the actual moves
were not made until January.

Mr. PECORA. Why were they withdrawn in January 1933?
Mr. LONGLEY. In furtherance of this policy that we decided on.
Mr. PECORA. This policy had been urged upon you back in April

1932, by Mr. Bodman?
Mr. LONGLEY. Yes, sir.
Mr. PECORA. Who was not only the attorney for the bank, but also

on its board of directors ?
Mr. LONGLEY. NO; he was not attorney for the bank. Mr. Hill

was attorney for the bank.
Mr. PECORA. But he was attorney for the group ?
Mr. LONGLEY. That is right.
Mr. PECORA. Why was action taken on this suggestion of Mr.

Bodman in January 1933 and not before ?
Mr. LONGLEY. SO as to get the job done finally.
Mr. PECORA. Why was it not done before that date?
Mr. LONGLEY. Because I just didn't do it, probably. I finally

turned it over to Mr. Maurice, as I say, some time later in the year,
and he handled the matter from then on. I just didn't do it.

Mr. PECORA. What focused your attention on the matter late in
the year 1932?

Mr. LONGLEY. Mr. Bodman repeatedly brought it to my attention
later in the year.

Mr. PECORA. He kept reminding you of it ?
Mr. LONGLEY. He did, finally.
Mr. PECORA. I t was a matter of importance, was it not?
Mr. LONGLEY. I suppose; but there were a lot of matters of im-

portance right at that particular time, if you remember the period.
Mr. PECORA. Was your decision to transfer this account from the

Guardian National Bank of Commerce to banks unaffiliated with
the Guardian Detroit Union Group arrived at in January 1933 be-
cause of some consciousness you then had of the imminent suspen-
sion of the Trust Co. and its consequent effect upon the unit banks
of the group?

Mr. LONGLEY. NO, sir.
Mr. PECORA. That had nothing to do with it ?
Mr. LONGLEY. That had absolutely nothing to do with it. Even

on February 10, or something of that sort, there was a deposit of A
funds made in the First National Bank of Detroit. That would not
indicate such a thing as you are intimating.

Mr. PECORA. Have you any records or knowledge which would
enable you to tell this committee the date when these withdrawals of
funds took place from the Guardian National Bank of Commerce;
that is, of the, class A trust funds?

Mr. LQJS"GLEY. NO; I have no records.
Mr. PECORA. Our records show that on January 12, 1933, the sum

of $1,233,000 was withdrawn from the Guardian National Bank
of Commerce and deposited in the following institutions in the
respective amounts which I will state:
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$200,000 deposited in the National City Bank of Cleveland; $260,-
000 deposited in the Farmers' Deposit National Bank of Pittsburgh;
$43,000 deposited in Union Trust Co. of Pittsburgh; $500,000 de-
posited in Bankers Trust Co. of New York, and $230,000 deposited
in the Chemical Bank & Trust Co. of Detroit.

Does that accord with your recollections of the facts, Mr. Longley ?
Mr. LONGLEY. I have no recollection of it, but I have a note here

that I secured of these transactions from the trust company before I
left, and that accords exactly with the note that I have.

Mr. PECORA. I asked you just before I gave you this information
if you had any record or information.

Mr. LONGLEY. Oh, well, I have no records of the trust company—
none of the trust company records. I just have a memorandum
made for my own benefit here. I am sorry.

Mr. PECORA. That is all right. Who selected these depositaries?
Mr. LONGLEY. Mr. Maurice.
Mr. PECORA. I notice they were all located outside of the State of

Michigan.
Mr. LONGLEY. NO. I do not think so. Oh, those were, yes; but I

think the First National
Mr. PECORA. I am talking now about these withdrawals of

$1,233,000 on January 12 and the distribution of them, in the
amounts stated, among the other depositaries named.

Mr. LONGLEY. YOU are right.
The CHAIRMAN. Those were A funds?
Mr. PECORA. Those were all A funds; yes, sir.
Who selected these depositaries from outside the State of Michi-

gan?
Mr. LONGLEY. Mr. Frank Maurice, our executive vice president.
Mr. PECORA. DO you know the reason for selecting depositaries

outside of the State of Michigan for those funds on January 12,
1933?

Mr. LONGLEY. Only that we were selecting nonaffiliated banks.
As I said before, you will finally come to where deposits were made
in the First National Bank, which is inside the State of Michigan.

Mr. PECORA. I am going to come to that. Was that the first time
the trust company had any banking transactions, involving the mak-
ing of deposits, with any of these out-of-the-State banks?

Mr. LONGLEY. I do not know that; I could not tell you that with-
out checking the list of banks. There are a great many of them,
and I do not know. I do not think all these were new depositories.

Mr. PECORA. Prior to January 12, 1933, had your trust company
or the Guardian Detroit Union Group, Inc., obtained any loans
from any of the 5 banks in which it made these deposits of January
12, 1933?

Mr. LONGLEY. Obtained any loans?
Mr. PECORA. Yes.
Mr. LONGLEY. YOU say, the Group Co. or the affiliates?
Mr. PECORA. I say, the Group Co. or the trust company.
Mr. LONGLEY. Yes.
Mr. PECORA. From which banks?
Mr. LONGLEY. The Group Co. had a loan from the Bankers Trust

Co.

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



STOCK EXCHANGE PRACTICES 4 8 2 1

Mr. PECORA. That was a loan of 4^4 million dollars; that was a
loan that was obtained upon 5 million dollars' worth of collateral
which Edsel Ford had loaned to the group for the purpose of obtain-
ing some loan?

Mr. LONGLEY. Yes. I think you will find—I may be wrong in
this, but it is my recollection—that that collateral was used to
strengthen the collateral behind that loan. I t was not a new loan
that was made on that 5 million dollars' worth of securities, but
that was injected into the loan as additional collateral. I may be
wrong, but that is my understanding; and that it was a much larger
loan than 4% millions.

Mr. PECORA. There has been evidence presented to this committee
about that, and it is already in the record.

On the following day, namely, January 13, 1933, did not your
trust company withdraw $500,000 that you had deposited, repre-
senting these class A trust funds, from the First National Bank of
Detroit and deposit it in the Central Hanover Bank & Trust Co.
in New York?

Mr. LONGLEY. That is the way my memorandum reads. I have
no recollection of my own about it.

By the way, Mr. Pecora, you did not finish up this previous
question.

Mr. PECORA. What was that ?
Mr. LONGLEY. In the list of depositories on January 12, 1933, you

mentioned the Chemical Bank & Trust Co.
Mr. PECORA. Yes.
Mr. LONGLEY. I believe the trust company itself had had a loan

with them some months previous, not at this time—if that is of any
interest to you.

Senator COUZENS. May I ask why you withdrew $500,000 from
the First National Bank and transferred it to another bank?

Mr. LONGLEY. I do not know, Senator. You would have to ask
Mr. Maurice. He undertook to select those depositories, and I was
out of it; I had too much else to do.

The CHAIRMAN. The committee will take a recess until 10 o'clock
tomorrow morning.

(Whereupon, at 4.05 p.m., the committee took a recess until tomor-
row, Wednesday, Jan. 17, 1933, at 10 a.m.)

175541—34—PT 10 16
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