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CHAPTER I

PUEPOSE, MATERIALS, AND METHODS

An analysis of the examination reports of 120 member banks which
suspended in the years 1921-1930 and 105 member banks which suspended in 1931
has been undertaken in ordesr to eecure g deflnite picture of the operations,
'problems. and policies of these institutlons prior to closlng. The general
parpose of the study is to throw more light on the causes of bank suspenslons,
There have been many previous discussions of bank fallures and their causes,
but nearly gll of them treat tha subject from the standpolnt of the outslde
observer, In the present study, the materials used relste to the laternal
operations of banks and te the criticisms by oxaminers as these banks pro-
greased towards inmsolvency. In this way, more of the personal element in bank.
ing and & more intimate vlew of the dotailed operations are shown.

The orlginal study covered 120 banks suspending durling 1921-1930,
but later a list of 105 mémber tanks suspending in 1931 was selected by the
Committee for further study in order to determine whether thes factors of bank-
ing wealmess had changed elther in emphasis or scope In that year. General
business conditions had changed in 1931 and securities bad depreciated heavily,
Many bank failures occurred in that year la the five Federal reserve districts
which were not represented in the first study, Furthermore, 1t wes observed
that the proportion of large banks among the 1931 suspensions was greater than

among those failling in previous years.
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Sele 1 ction of Sample Banks for the 1921-1930 Study

The bpasic ma.teria.ls for the 1521-.1930 study were case histories of
120 sugpended member banks (119 nationnl and 1 State member) and comparative
histories of 33 active meaber banks in towns that had had bank failured, The
falled banke were selected from 7 Federal reserve districts, and the active
ban?s from 5 Fedanél reserve districts. The aisbtritutlion of these banks, by
dlstricts, was as follows!

Table 1 - Distribution by Federal Reserve Districts
of Banks Selected for the 1921-1%930 Study

Number of | Number of

District guapended {  active

banits banka
" No. 6 - Atlanta 20 5
"No. 7 - Chicago 20 0
No. & ~ St, Louls 20 6
No. 9 - Minncapolis 11 12
Yo. 10 ~ Kansas Clty 20 , 5]
No. 11 - Dallas 20 5
Ne. 12 - San Francilsce -9 _0
Total . 120 33

The method of cnooslng the suspended banks for the study was de-
signed to meke the sample thoroughly representative. In U Federal reserve
districts, the Federal Reaerve Comaittee on Branch, Group, and Chain Banking
arbitrarily chose the banke for the study. These districts were Atlanta,

St., Louis, Kansas City, and Dallag, Lists were prepared of the falled member
banks in these districts, arranged in clironological order according to date
of failmye. Tils chromological list was then divided into 20 parts, and 1

bank chosen from sach part. For example, if there were 80 failed member
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backs In the district, every fourth bank was chosen. In a few cases, it was
found that the resulting sample list of falled banks gave one State in the
dilstrict an overreprosentation and some other State en inadequate representa-
tion., Where this was the case, gome of the failures 1n thse States having toe
many banks in the sample list were replaced by banks drawn at random from the
States which were poorly represented. It was later found tnat in a few cases
hietoriéal records had been destroyed, and if waes necessary to substlfute
other banks whose records were available, |

| In the Chicago, Minneapolie, and San Francisco districta; the Fodoral
réserve bank officials chose respectively 9, 11, end 9 falled medober banks as
typical examples, and the hlstorles of these banks were added to those o~
lected by the Committes, In the Chicago dlstrict. the.committée eslected an
additional 11 banks, bringing tho total munber of failed banks in the sample
113t for that district up to 20.

Active banke, or banks still in operation when the data were com-
pilled, were chosen by the Foderal reserve bank officlals in 5 of the above ¥
districts., In the choice they used their owm discretion, The ornly rules
1a1d down for the cholce of these banks were that thoy should be banks located
in commnities where bank failures had occurrod, that they should embrace
banks of various sizes, and that they should be in good condition.

These lists include banks from large cities, sudurbs, and small
towns, The failed banks include institutions from mixed farming, wheat rsis-
ing, live stock, cotton, tobacco, and rice growing communities. Some of them
were from communities swhich had been vislted by floods, drought, end storms,

Some were from ¢il boom tovms, and others from mining communities, Several
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banks are ineluded which were adversely affected by the Florids land boom.

The list of banks ls well distributed accordiag to the ysar of failure as

well ae according to the size of community.

The list of active banks also

includes institutlons from & variety of economic areae, largely rural, and

to be sure that these surviving banks were not favored by less stremuous

eircumstances, they were all chosen from towns which had had bank failures.

The towns or commuinlties from which the active banks were seledted

averaged slightly larger than the communities from which the failod banks

wore selected. The median failed bank was in & community with a population

range from 1,000 to 2,500 people, whereas the medizn actlve bank was in the

next larger population group with a range from 2,500 to 5,000 pecople.

Taple 2 ~ Classification of Selected Active Banks
and Banks Suspending durlng 1921-.1330
by Size of Commmanity

1920 Suspended | Active

population banks banics
Under 500 g 2
500 - 1,000 25 3
1,000 - 2,500 39 8
2,500 - 5,000 21 5
5,000 ~ 10,000 13 6
10,000 ~ 50,000 10 &
53,000 - 100,000 3 2
100,000 and over 1 1
Motal 120 3%

The banke selected were also well distributed accordinz to size,

as measured by deposlits in 1920, or the earliest date thercafter for which

figures were avollable. The selected active banks were slightly
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larger than the selected failed banks. The medlan faiied bank was in the
depoeit group $250,000-8500,000, and the median active bank was in the next
higher group with deposits from $500,000 to $750,000.

Table 3 -~ Classification of Selected Active Banks

and Banks Suspending during 1921-1930
by 8ize of Deposits

Suspended | Active

Depoaits banls banks
$10,000 - 50,000 2 0
50,000 - 100,000 Y 1
100,000 ~ 150,000 7 0
150,000 ~ 250,000 18 Y
250,000 ~ 500,000 36 6
500,000 ~ 750,000 17 6
750,000 - 1,000,000 11 3
1,000,000 - 2,000,000 18 7
2,000,000 - 5,000,000 3 5
5,000,000 - 10,000,000 1 0
10,000,000 - 50,000,000 3 1
50,000,000 and over _0 _0
Total 120 33

Selection of Szmple Bonlks for the 1931 Study

The 10F banks selected for the 1931 study included 101 national
banks and 4 State banks, members of the Foderal reserve system. All feiled
national banks with deposits of five million dollars or more were included.
The romainder of the banks were spportioned among the twelve Federal rescrve
districts to give proper representation to each district and were selected
in much the same manner as those in the 1921-1930 zroup. As a result of
this method of selection, the distribution of the banks used in the semple

list was as feollowe:
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Table 4 ~ Distribution of Selected Banks Suspending
in 1931 by Federal Reserve Districts

. Yanber of
District sugpended banks

Nb. 1l - Boston 5
No. 2 -~ New York 7
No. a,- Philadelphia 6
No. 4 - Cleveland 13
¥o. 5 - Richmond 10
No. 6 - Atlanta 6
No. 7 - Chicago 19
No. B - St. Louis 10
No. 9 ~ Minneapolis 9 -
No. 10 - Eansas City 8
N¥o. 11 - Dallasg 6
Fo. 12 ~ San Francisco _6

Total 105

The sample group of 1931 bank-suspensions-includes institutions from
8ll types of commmities. Using as a basis the descriptive material provided
in the case of each bank, the followlng classification of the banks according
to type of community was prepared to indicate the representative character
of the cases. The chief reason for subdi#iding the farming region inte dnorth-
eastern and other sections was to determine whether or not the causes of bank
fallure in the flve northeastorn districts, vhlch were hot included in the
earlier study, weré radically different from the cesuses of failure in thelseven
dlastricts represented in the earlior study.

Table 5 - Classificotion of Selected Banks Suspending in 1931
by Type of Commnity

Tamber of

Type of commnity banks

Failed banke in cities of over 100,000 population lg
Tailed banks in other industrlal and subuirban citiles 1
Failed banks in mining communities _ 8
Feiled benks in northeastern farming region{l) 10
Failed baenks in other farming regions hh
Total : 105
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The falled banks used in the 1931 study are distributed according

to the size of commnity in Table 6,

Table 6 - Classification of Selected Banks Suspending in 1931
by Size of Commnity

Cities Other Forth-

1930 of over [industrial |Mining eastern Qther

. 100,000 and Comm~ : farming | Total
propulation .. farming .
Popula- suburban |nities region regione
tion cities

Under HGCO 0 . 0 2 1 5 B
hoo - 1,000 0 0 1 3 13 17
1,000 - 2,500 0 2 2 3 13 20
5,000 - 10,000 0 32 0 2 10 15
10,000 ~ 50,000 o 8 1 1 6 16
50,000 - 100,000 8] 0 0 4] 0 0
100,000 and over | _16 _0 _0 _0 _0 _16
Total 16 16 8 10 55 105

These banks were also well distributed eccerding to the size of,
bankt, as measured by deposits in the last half of 1830. This is shown in
Table -(l

Table 7 - Classification of Selected Barks Suspending in 1831
by Size of Deposits

Cities Other _
- of over | industrial| iining| ¥ | other :
Deposits 100,000 end COoILn—- eastern ferming| Total

: popula~ § suburban | nitics farming regions
tion cities reglon

Undsr $50,000 0 0 0 0 ) )
50,000 - 100,000 0 0 0 0 5 5
100,000 -~ 150,000 0 0 1 0] 7 8
150,000 - 250,000 0 0 0 0 10 10
250,000 - 500,000 ) Y 3 3 10 20
500,000 ~ 750,000 0 1 1 6 9 17
750,000 - 1,000,000 0 1 2 0 I 7
1,000,000 - 2,000,000 0 1 0 1 7 9
2,000,000 - 5,000,000 5 7 0 0 3 15
5,000,000 - 10,000,000 3 2 1 0 0 6
10,000,000 - 0,000,000 7 0 0 0 0 7
50,000,000 and over 1 0 0 0 _Q 1
Digitized for FRASER ~ Total 16 16 8 10 55 105
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No new data on active banks werz compiled for 193}, but the records
of active banlks uped in the earlier study and covering the years from 1921 to
1930, inclusive, are also used for comparisons with the 1931 suspensions. It
mist be recalled, however, that these actlve banks were selected from only five
Federal reserve districts and represent largely rural sections.

Comparlsons are also made between the failed banke and all cperating
member banks outside of central reserve clties. The central reeserve city banks
were excluded in order that the figures might not be wnduly weightod by a few
large clty instlitutlons which differ widely in the character of their business
from the failed institutions.

The figures for the operating bankts outside of central reserve cities
woro taken from the 8bstracts of member bank condition reports as of December
31 each year from 1919 to 1931, inclusive., Here agaln, the comparisons mast
be made with quealifications. In the first place, the ratios between balance
sheet items of the operating banks are based on sggregates which are influenced
heavily by the larger banks, whereae most of the ratios of the failed banks
are medians, in the construction of which large and small Tanks have equal
waigl.lts. Furthermore, the consolidated balance sheet of operating banks cone

talns the figures of many banks which later falled,

Fature of Data Compiled
Three types of information regarding these selected banke were com-
piled, The first consisted of excerpts from examiners'! criticisms over a
period of years prior to suspension. This was collectsd for the suspended
banks only. The second type of information conslsted of statistleal material

teken from bolonce sheets, exominers! reports, and earning and dividend rcports.'
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These data were compiled for both suspended and active banks., The third type
of data was collected only for the 105 banks suspending in 1931, This was a
1ist of bonds and securities of each failed bank for three dates: at the time
of the last examination, one year before the last examination, and two years
before the laat examination.

In the appendix will be found the first six case histories, in-
serted to show the nature of the data cellected from examiners! comments.
These case historles give certalin descriptive data about each bank and 1its
comminity, certain balance sheet items, examincratl classifications of criticizd
apsets, and the nbove-mentioned excerpts from confidential comments by ex-
aminers, This statistical and ecritical materinl was taken from ezch examina-
tion report from 1920 to the time of closing, except in a few caases waere the
compilation begins as of a somewhat later date,

The examiners' criticisms and other data have been disguised to
rrevent the recognition of the identity of the various banks in the sample
list, since the identification would be of no advantage in this study. In
the process of disguisiné the material, the populations of the various towns
and cities have baen rounded off to even tundreds or thousands, eand the names
of Statea, towns, banks, corporations, examiners, and other persons have been
either deleted or changed to key letters wWhere 1t was desirable to indicate
the repeated reference to the same party.

In spite of the effort to mike the sample list of banks representa-
tive, certain deficiencies in the material used must be recognized. The col-
lected excerpts from examiners' comments were perhaps too condensed in some

cases, In other cases, commenis wounld have been more illuminating if they
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had been extended further back. The comments in the case historles are neces-
sarily in'the lanzuage of the examlners and much 1llustrative material is ine
edequate beceuss of the absence of elaboration by tho examiner. There is

aelso evidence that certein speclal types of criticlsm have been more fully
developed 1n some districts than in others. Exawples of this were the cita-
tions of poor farming methods in one PFederal reserve district and the frequent
mention 4n seme districts of the lack of credit data in the subject banks,

whereas thls wes rarsly mentioned in other districts.

Methods of Analysis

Two general types of analysis were used in the study. The first
was a statistical approach to the subJject by means of balance sheet ratios.
Using tha detailed statistical informztiocn collected, tihc alistory of each bonk
that failed and the nistory of each active bank were shown in the form of
several ratios for sach examination. It was necessary to resolve the figures
for the large mumber of individual banks into series showirg the typical condi-
tion of active and suspended banks. To do this, the seveoral ratios of each
class of bank for given periocds were essembled and median ratios were found.
Tebles showing these medien ratios eppear in appropriate ploces in the text, ax
g nunber of illustrative charts are vresented coirparing the coursc of those

modian ratios for
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suspended banks and active banks.

The second method of analysis was to tabulate the frequency of the
varlous criticisms made by examiners., If a bank was criticized for slack col-
lection methods several times on different examinationsa, this criticism was
tabulated only once. On the other hand, criticisms by examiners were tabulated
even if they were of mincr importance and played only an uvnimportant part in
the failure of the bank. In 2 sumsary of this sort, it must be recognized that
there is some chance of difference of interpretztion of an examiner's comments,
An effort has been made to avold personal bias, but the fact must be conceded
that no two persons would read these case histories and arrive at exactly the
same mumber of frequencies for the various tabulated criticisms.

The examiners' comments and other data provide a wealth of illus.-
trative material, Here again the choice of examples has been largely a matter
of judgment. An effort was made to use only typlical cases as illustrations,
but it was frequently necessary to make a choice on the basis of the thorough-
ness with which the exeminer expressed his ideas,

For the 105 banks suspending in 1931 aun analysis is also made of

thelr bond holdings.

References to Case Histories

In the following chapters frequent guotations are m=de from ex-
aminers! comrents to illustrate voricus points, The guotations are eccompanied
by reference to the case histories by number. The suspended banks of the 1921~
1930 group are nmumbered from 1 to 120, ({The first six of these cases are given
sntirely in the appendix,) Tae activé banks are nuwrbered from 121 to 153. The

suspended banks of the 1931 group are numbersd from 154 to 258.
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The word suspended is used throughout this volume %to designate the
banks selectcd for the study which closed during 1921-1931, although the data
presented relote to fnelr conditior prior to guapension. The word active is
used to designate the 73 selected bamks which werc still in operation ot the

time the datoa were compiled.
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CHAPTER 11

ASSETS AND LIABILITIES OF SUSPENDED AND ACTIVE BANKS

Success or failure of a bank depends in largs meapure on the
gquality of its assets. In fact quality is a much more important factor
than either the form or distribution of assets, Bad assets lead to fail~
ure either through impairment of capitel as a result of losses, or through
a shortage of cash asg a result of a frozen condition. Every bank must be
prepared to go through periods of declining deposits, Withdrawals may be
the result of reduced business activity generally, the flow of furnds avay
from a region or commnity for economic reascns, or the loss of confidence
on the part of depositors. When deposite begin to decline, & bank may be
forced to dispose of gome of its assets or use them as a basis for borrow-
ing. 8o long ag the assets are high-grade and liquid these withdrawals can
be met, If the process continues until the banlke haz left only an inferior
grade of assets, however, and cannot realize on them as rapidly as deposits
are withdrawn, then it must close its doors,

The quality of a bankls assets in turn reflects the guality of
its management, Many of the defects in menagement leading to feilure are

rovealed in the studies of balance sheet items and trends in this chapter,

Guality of Assets
The quality of assets of a btank may be judged by comparing its
fixed and criticized agsets with its capital and surplus. In this way,

the fixed and criticized assets are measured against the stockholders?

- 13 -
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equity in the bank, In making this comparison the method worked out by
the Federal Reserve Bank of Mlnneapolis has been adopted., TFor the sake of
brevity in oxpresslon the percentagze ratic between a bank's fixed and quoa;
tionable ascots and its capital and surplus is roferred to in this discus-
slon as the "ratio of non-liquidity,"

The items included 1n the total fixed and questionoble assets
are the following:

1, Lossges,

2., Doubtful apsets,

a. S5low loans,
. Slow assoets in the Investment account, including

foreclogures, claims, Judgments, defaunlted bonds,
ond depreciation on bonds,
Be "Other ronl estato" reported as "alow,!
6. Expences In excess of earnings. .
7. Bonking house and furnituro and fixtures,
From this gross total of criticized and fixed nseets are deducted
the following lteme, which arc construed as offsets to quostionable assets:

1, Undivided profitc,

2. Reserves for losses and depreciation,

3, Estimated true value of "other real estato" in ozcoss

of its book walue and prior llens,

Y, Othor concealed assets, including apprecilation on bonde,

Tho total of fized and critlclzed assets includes everythlng
which & bank examlner cloesifles a6 losses, doubtful, slow, or otherwlae
undesirable. It also includes the banlding house and furniture and Fixturos,
slnce these mssets are permanent and usually cannot be disposed of until
the bank goes into liquidation, Furthermors, an occasioﬁnl bank hns too
large an investment 1n 1ts banking houno and weakens its earning power and

liquidity as o result, From the total of fixed and criticized assets all
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reserves for losses and deprecigtion and mll concealed mssets, such as

appreciation on bonds, are deducted, The undivided profits account is also
dedud%d from the total of fixed and criticized assets, since undivided
profite are in the nature of unsegregated reserves.

The inclusion of "glow'" assets in the total of fixed and criticized
assets requires some explanation. If all slow assets were fully collectible
within a reasonable length of time there would be little justification for
considering them fixed or frogen, but slow assets are nearly always & com-
posite of collectible assets, partly-collectible assets, and assets of
doubiful velue which the examiner hesitates to criticize more peverely on
account of lack of information. A line that has been carried continuously
for an extended period in its entirety 1s considered a slow lcan by many
examiners, unless the borrower can sell the gecurity and liquidate the en-
tire line without stopping or hampering hls operatlons. Some years aéo the
Comptroller of the Currency mede the statement that "any loan is slow upon
which it will subéeqpently be necessary to take real estate in order %o pre-
vent loss." However, the comptroller commented that he would not make a
bard and fast rule as to what assets should be considered slow or doubtful,

The net total of criticized and fixed essets minus undivided profits,
reserves, and concealed asgets is divided by the capital and surplus of the
bank to compute the percentage knmown as the ratio of mon-liquidity. This
ratio furnishes a quick way of summarizing the condition of the bank and makes
direct comparison possitle between the condition of banks of various sizes.

Chart 1 and Table 8 show the comparative histories of the actlive
banke and suspended banks used in this study, as measured in terms of ratios

of non-liquidity. As in other charts and tables used in this study, the
typical or median experiences of the two classes of banks are shown.
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CHART 1
FIXED AND QUESTIONABLE ASSETS
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The typical active bank never allowed its fixed and questlonable
aspets to rise above 68 per ceﬂt of capital and surplus, and during good years,
such as 1920 and 1929, the active banks! ratios were less than 50 per cent.

To state the pelicy of active banks in ancther way, they always kept their
total of criticized and fixed assets well below their stockholders® invest-
ment in the bank.

Banks which later suspended followed a very different course, In
1920 ftheir ratios of non-ligquidity were not materially worse than the ratios
of the active banks. This was partly due to the favorable agricultural
situation, From 1920 on, however, the amount of fixed and questionable assets
of susnended banks rose steadily until the typical benks showed ratios much
above 100 per cent. This means that the banks which later failed had criti-
cized end fixed assets much larger than their capitel end surplus for an ex-
tended period before they cleosed. In some cases the undesirable assets
amounted to ten times capital and surplus,

Tabtle 8 - Fixed and Questionable Assets per $100 of
Capital and Surplus

Sugpended banks
. 120 banks 105 banks | 33 selected
Date suspending suspending | active banks )
in 1921-1930 in 1971 (median)
{median) {median)

1920-1gt half $ 30 $ 23 $ 11
1920-2nd half 45 23
1921-1at half 78 38 a7
192]~2nd half 110 34
1522-1gt half 141 a7 a0
1922-2nd half 155 48
1923-1st half 148 61 B0
1923-2nd half 164 68.
1924~1st half 168 79 66
1924=2nd half 1566 60
1925-15t half 183 92 5e
1925~-2nd half 169 ' 68
1926-1st half 189 95 ol
1926~2nd half 198 ~ 4%
1927-1st helf 202 114 38
1927~2nd half 203 38
1528-1st half 213 129 44
1928-2nd half 242 | 45
1929-1st half 252 137 37
1929-2nd half 191 153 40
1930-1st half 296. 176 30
1930-2nd half . 208 a8,
1931-1gt half | 236 - ’

(1) Banks still in operation when thsse data wore commiled,

Digitized for FRASER They were selected from commnities which had had failures.

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



- 18 -

An analysis of the ratios of non-ligquidity of suspended banksg
divided into groups according to the year of failure shows that a similar
development occurred emong banks failing in every year from 1921 to 1930,
inclusive. The ratios of typical banks in all groups were small in 1920,
but deteriorated rapidly as the T:anks approached failure. Banks which closed

in 1927 had the worst ratlos according to median experience,

Table 9 —~ Fixed and Questionable Asgets per $100 of Capital and Surplus

Date Banks guspending in

1921 11922 1923 | 1924 11925 11926 11927 ]1928 1 19294 1930 | 1931
1920-1st half |[$ 10 |$42|$ 61 {$ 28 |$12{$st |43 8518 9|$17{¢% a3
1920-2nd half 6 74 58 50 28 86 38 77 12| 16
1921-1st half | 180 | 149 62 94 61 99 | 155 86 40| 66 38
1921-2nd half | 164 | 218 | 106 { 137 | 108 | 139 { 227 96 59| " 71
1922-1st half ' 273 | 154 156 130| 266 | 107 { 162] 139| &5 47
1922-2nd half 292 | 200 | 145§ 176 303 | 1251 1551 172 107
1923.1st half -y 252 | 177 155 141 | 141 | 189 | 114| 142 61
1923-2nd half 280 | 230 196} 151 | 229 | 163 | 112| 108
1924-1st half 297 | 204 | 189 | 322} 141 85| 110 79
1924-2nd half 207 | 225 | 238 | 146 g85{ 133
1925~1st half as2 | 230 1 331 | 153 | 113§ 125 92
1925-2nd half 206 | 271 | 150 107 132
1926-1et half 218 | 321 | 209} 121| 120 95
1926-2nd half . ' 430 | 224 129| 154
1927-1st half 447 | 240) 151} 17| 114
1927-2nd half 292 | 211 167
1928-1st half 299 | 228 | 176| 129
1928-2nd half 343 | 260| 223
1929-1st half 257 243} 157
1929-2nd half 199 | 153
1930-1st half 296 | 176
1930-2nd half 208
1931-1st half. 236

An snalysis of the ratios of non-liquidity of the banks which
failed in 1931 by economic areas shows that banks in the large cities and in
the mining commrunities made a more favorable showing than banks in the other

groups, A4 pert of this better comparative showing was no doubt caused by the
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fact that a larger vortion of their wealk aspgets was in the form of bonds.

The examiners in setting up criticized assets merely include the deprecietion

on bonds and recently have omitted entirely the depreciamticn on the higher

grades of bonde, wherpas they include the total book value of other woak

asgets in the criticizable total.

This explains in some measure why the

fixed and questionable assets of banks in the two farming groups, where bond

investments were small, reached higher levela.

Banks in suburban and smaller

industrial cities which wers adversely affected by the collapse of the city

real estate boom, found their ratios of non-liquidity rising materially es

city real estate loans began to e added to the criticized assebs beginning

in 1926,

Table 10 —~ Fixed and Questionabdle Assets wer §100 of Capital and Surplus
in Selected Banks Suspending in 1931

Median or typical bank in

Cities Other _
of over | industrial | Mining North- Other

Date 100,000 and COMMUes eastern farming

popula~ suburban nities farming regions

tion cities (8 banks) region {55 bonks)

(16 banks) | (16 banks) (10 benks)

1820 $ 11 $ 35 $ 42 $ 9 $ 22
1921 39 11 26 41 67
1922 28 26 22 24 73
1923 28 45 39 21 107
1524 36 36 43 80 114
1925 68 74 57 91 144
1926 46 62 41 106 159
1927 54 94 60 157 155
1928 55 Q0 58 i7e2 183
1929~1gt half 60 108 8l 224 181
1929-2nd half 107 165 a7 199 188
1330-1st half 123 181 122 200 187
1930-2nd helf 168 2ll 153 196 220
193l-1st half 175 270 177 233 260
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Loagg'_t_o‘_ Officers, Directors, Relatives, and Their Interests

—a

A study of the historles of representative active 'banks/a.nd. banks
which closed shows & wide difference in the amcunts loaned to officers,
directors, and related interests, This is illustrated in Chart 2 which gives
for both active banks and suspended banks the loans to officers, dlrectors,

and their interests ver $100 of capital and surplus. The figures are given
in Table 11.

Table 11 -~ Loans to Officers, Directors, and Their Interests
per $100 of Capital and Surplus

Sugpended banl:s
120 banks 105 banks 33 selected
Date guspending |suspending | active banks
in 1921-1920 | in 1981 (median)
{median) {median)

1920-1st half $ 30 $ 26 $ 19
1920-2nd half 0 15
1921-1s8t half 31 29 25
1921-2nd helf 33 21
1922-1st half 30 33 19
1922-2nd helf 4 23
192%-1st half 36 31 15
1923-2nd half 36 22
1924-1gt helf 32 33 12
1924-2nd half 30 18
1925=1gt half 30 ' 38 16
1925~2nd half 33 15
1926-1gt half 34 a6 18
1926-2nd helf 31 22
18271t helf 24 39 22
1927-2nd half 30 19
1928-1st half 36 35 16
1928-2nd half 32 12
1929-18t half 30 38 10
1929-2nd half >4 39 9
1930-1st helf 33 38 6
1930-2nd half 3B 7
1931-1st half 39
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CHART 2
LOANS TO OFFICERS DIRECTORS AND THEIR INTERESTS
censwo  PER $100 OF CAPITAL AND SURPLUS e $100
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For active banks the general trend of these loans was

dovnward, especlially after 1927, For the tanks suspending in
1931, however, the trend was wpward, and just »rior to failure the
loans to officers, directors, etc., amounted to nearly 40 per cent

of capltal and surplus,

It 1s evident that the tyonlcal active bank reduced loans
to the management when clrcumstances were favorable, wheroeas in

many of the banks which later auspended the manegement increased
their borrowings @s the years passed, in spite af the fact that
the condition of these banks wag growlng worse.

The median histories of the susvpended banks grouped
according to the year of fallure wore very similar to the composlte

- for all the suspended banks as shown in the above table. ILoans to
officers, directors, end thelr interests were larger relative to
capitael. and surplus than in the active banks,and these loans were
not reduced ag a rule during the years covered by the study.

A closer analysis of the 1931 bank failures shows that
suspended bankes in each of the economic regions habitually lcaned
larger amounts to thetr officers, directors, and related interests
than the typicel actlve bank, The hoaviest lenders to thesc interests
were the banks in large citics and in other industrial and suburban

cities,
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Table 12 - Loans to Officers, Directors, and Thelr Interests per 5100 of

Caplital and Surplus in Selected Banks Suspending in 1931

Median or typical bank in

Cities Other Northe
of over industrial ¥ining enstern Other
Date 100,000 and C O~ farmin farming
popula~ suburban (nities ) regiong ( regions N
tion cities g banks h5 banks
(16 banks) | (16 benks) (10 banks)

1920 $ub $37 $27 $2k $20
1921 2 53 33 36 21
1922 9 5 38 E 20
192 51 60 29 21
192 52 58 36 25 20
192 0 65 5 5o 25
192 9 g Lo 35 25
1927 60 39 L6 25 27
1928 59 56 50 36 25
1929-1st half o0 56 53 39 29
1929-2nd half 59 5 L5 37 28
1930~1st helf 53 66 46 34 29
1930-2nd half 58 62 38 33 32
1931~1st half 60 53 32 3 32

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



Digitized for FRASER

- 24 -

Borrowings

Striking differences appear in the history of borrowings

by susvendeod and active banks. The rotio used to measure this
factor waa the smount of borrowed money and borrowed bonda per
$100 of capitel and surplus. The medlan bank of the 33 active
banks borrowed nothing at the beginning of 1920, but 4id borrow
small amounts in the latter part of 1920 end in the first half
of 1921. After that year, a few of these active banka borrowed
from time to time, but the typical or medlan bank wapa out of
debt contimiously from 1922 to 1930.

In contrast, the typicel suspended bonk of the 1921~
1930 groun was never out of debt according to median experience
during the whole period from 1920 to the date of failure.
Borrowings_hy the typlernl susponded banlkt reanched a high level
of 149 per cent of capital and surplue in tie socond half of

1921,

http://fraser.stlouisfed.org/
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Borrowings by the median suspended bank of the 1931
group reached a ypeek of 3B per cent of capital end surplus in
1922. In the succeedlng six years the median bank was ocut of
debt almost contimiously. Begimning in 1929, however, these
banks borrowed heavily, the ratle for the median bank rising
to 36 per cent of capital and surplus in the first half of
1931. Chart 3 and Table 13 show the borrowings of the typical

bank in each of the three groups.

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




- 26 -

CHART 3
BORRCWED MONEY AND BORROWED BONDS
PER $100 PER $i00 OF CAPITAL AND SURPLUS PER $100
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Table 1% - Borrowed Money and Boriowed Bonds per $1b0 of Capltal

and Surplus
Susperded, banlcs
120 banks 105 banks 33 selected
Date sugpending in | suspending in| active banks

1921-1930 1931 (median)

_(median) (median)
1920-1s8t half $ 49 $26 0
1920-2nd half 103 $10
1921-18t half 139 29 17
1921-2nd half 149
1922-1st half 110 38 0
1922-2nd half 83
192319t half 3 0 0
1923-2nd half 7
192i<1st half L7 g 0
1924-2nd half Y
1925-1st helf 36 0 0
1925-2nd half 26 .
1926-1s8t half 20 0 )
1926--2nd half Eg
1927-1st helf Y 0
1927-2nd half 38
1928-1s% half 11 0 0
1928-2nd half 31
1929-1gt half 34 16 0
1929-2nd half 3 1
1930-18t half 9 2 0
1930-2nd half Vi |
1931-1st half Lo 36
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4 study of medien ratios of the suspended banks
grouped by year of failure shows that the typlcal bankswhich
failed from 1921 to 1927, inclusive, were never out of debt
from 1920 to the date of fallure. 3Zanks wnich failed in
1528, 1929, and 1930 were out of debt only occasionally,
and banks which failed in 1921 were out of debt about onme-
half of the time. 3Banke which failed in the earller years
borrowed more aeavily than banks which fnailed in the later

years.
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Teble 14 - Borrowed Money end Borrowed Bonds por $100 of Capltal

and Surplus
Date Bonks suspending in

1921 [1c2p11923 (1924 1192511026 11927 [1928]1929 [193011931
1920-1st half |3 81!$102]8 LE|$ 6318 7L]3 9 $1216L $ 59 01820 | $26
1920-2nd half| 121| 2191 Uup| 134! 129{ 254) 1 6218 15| 73
1921-1st half| 181 195} 140{ 154 159| 151] 156 163| 55! 70 29
1921-2nd half| 154 | 280| 200| 164 171| 188 205| 7H| 118] 31
1922-1st half 289! 207! 185| 14g| 214] 126[ 9] 111} 35 | 38
1922~2nd half 781 182! 99} 137} 132| 50! 77| 19
1923-1st half 172{ 160{ &0} 93%f BZi 28] O] © 0
1923-2nd half 17t 531 1161 14y 32{ 9] 8
1924-18% half 112 98! 62} 1| 52| 16 © g
1924-2nd4 hal? o] 67) 106 Ls| 37] 12
1925-1st half 110| 66| 14gl 18| 20| 13 0
1925-2nd half 87| 10t 9| 0f ©
1926-1st half g2 122| 50| o©Of © 0
1926-20d half 129 &9 38! 20
1927-1st half 120 gt 27! 16 Y
1927-2nd half gl 59| o
1926-1st half 0{ 18 27 0
1928-2nd half 231 L} &
1929-1st half Wi 38 | 16
1929-2nd half 61 1
1930-1st half g | 2
1930-2nd half gl | 21
1931-1st half = 36
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A closer analysis of the borrowing record of
the banks vhich failed in 1531 shows that Denks in
mining communities borrowed lese in nroportion to
canital and gurplus than any other group of banks.
Banke in all of the other groupe borrowed much more

freely, ond in many cascs contimuously.

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



- 3] -~

Table 15 - Borrowed Money and Borrowed Bonds per $100 of Capital and
Burplus in Selocted Barks Suspending in 1931

Cities

of aver

Date 100,000

popula-
tion

(16 banks)

1920 $u3
1921 10
1922 8
192 24
192 0
1925 38
1926 17
1927 33
1928 0
1929-1st half 49
1929-2nd half 27
1930~1st half g
1930-2nd half 8
1931.1gt half 0

Median or typical bank in

Other North
industrial Mining teor Other
and commi~ ;Zimgnn farming
suburban nities regiong regions
21;135 , (8 banls) (10 banks) (55 banks)
$31 0 $10 g0
7 0 14 91
38 0 23 65
0 0 10 0
27 0 0 16
12 0 9 0
5 0 0 0
0 0 16 3
0 $16 0 0
20 17 15 6
35 8 50 0
32 0 22 28
28 12 28 23
38 46 43 38
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Comparigon of Bonke Sugpending in 1930 with the 33 Active

Banks. - On account of the special interest in recent failures, a
more detailed comparison was made botween the histories of the 25
roepresentative banks whick falled in 1930 and the 33 activs banks
used in this study. This affords a comparison over & period of
nearly eleven yefrs.

The comparisons are made as of five different dates,
the first half of 1920, 1925, 1928, 1923, and 1930. The balance
sheot ltems tsken fron each examination roport for each benk were
reduced to percentages of total loang and investments for thet
bank on the date of the examination. Mediar ratios were camputed
for each balance sheet litem on ezch date, preoviding a single ratlo
for each item for the suspended banks and another for the active
banks in each of the five years used in the study. Teble 15 shows
the ratios for the typical suspended benk and the typical active

bank.
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Table 16 - Balance Sheet Items per $100 of Loans and Investments
of 25 Representative Member Banks Which Faliled in 1930,
and of 33 Active Member Banks{l)

, 25 banks which failed in 1930 33 selected actlve banks
Item (median (median)

| 1920 | 1925 [ 1928 {1929 {1930 [ 1020 | 1925 | 1928 [1929 [ 1330
Loans ~ $75.8|$88.3|$88.2|$8L,2 $sg.1 $78.7/867.1|861.4|%59.7 $EG.5
Bonds and, securities 2h,2| 11.7] 11.8] 15.8| 1h.9] 21.3| 32.9| 38.5| Lo.3| L3.5
Loans and investments 100.0)100.0{100.0}100.0}100.0]100.0/100.0100.0]100:0]100.0
Banlcing house and furni- K '

ture and fixtures 2.1] L.o] 3.7] 3.3] W3} 2.0 2.2| 2.3] 2.0] 2.3
Other real estate 0.0 1.2 3.0 3.1] 2.7l 0.0 0.3} 0.1] 0.0 0.0
Cash and due from banks | 17.7| 16.8| 17.3| 18.6] 1.4 25.6| 31.4] 2u.8| 19.2) 22.0
Capital funds 15.1] 17.8} 17.9! 18.0| 17.0| 36.2} 15.1] 14.8| 13.3| 15.7
.Time deposits 20.9] b2.1] 40.8] 38.6| L7.6( 31.3] ¥1.1}| 38.5| 37.3] Y0.7
Total deposits 9k.31105.2{102.% 97.4| 95.3/103.9]115.6]109.8(106.3|101.2
Borrowed money S1.6{.0.0] 3.7/ 4%.9{ 7.3} 0.0{ 0.0{ 0.0l 0.0{ 0.0

{1} Data from examination reports in first half of each year.
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This comparlson again shows that the suspended banks had larger
loans and investments relatlve to deposlts than the active banks, and elso
& larger proportion of loans relative to loans and lnveatments than
the actlve banks, This latter difference developad after 1920, however,
and suggests that the condition of the two groups of banks 1n 1920 did not
vary greatly,

Certaln other differences 1n the assets of the two groups may
also be noted, Banking house and furniture and fixtures were consistently lapry
1n gll five yaars in the suspended banks than in the active banks, Other
real estate wes larger relative to loans and lnvestments in the suspended
banks than in the active banks, Furthermore, the ratlo of other real
estate to loans and Investments incrensed atendily in the suspendod banks,
whereas 1t was reduced to zoro in 1929 and 1930 in the median actlve banks,
Thie indlentos either that the suspended banks did not follow as eggressive
a policy in disposing of or charglng off other roal ostate as did the active
banks, or that they acquired larger amounts of other real estate in order to

reduce losses on bad loans,

Cash and balances due from banks were smaller relative to loans

and investmente in every year in the suspended banks than 1o tho actlve

banks,
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Deposlte of the suspended banks were less than total loans and
inVestmentg in 1920, 1929, and 1930, indiecating that in those years the sus-
pended banks were using funds other than deposits for the purpose of acquire
ing or maintaining earning mssets. Borrowed money was being utilized by the
suspended banks in 1920, 1928, 1929, and 1930 according to median exporience,
whereas the median active banlk was entirely out of debt during all of the
five years,

Compogsition of lLoans and Investmonts of Banks Suspending in 1931

and of Member Banks Qutside of Central Reserve Cities, -~ Changes mado in

1928 in the conditlon reports of membor banks make it possible to compare in
detall the loans and investments of the 105 banks which falled in 1931 with
those of all operating banks cutside of central reserve citios, Table 17
glves a classification of the loans and investments of the two groups as

of December 31, 1928, This is on an average about two and one-half years
prior to the date of failure of the 105 banks, Thils table throws light on
the hitherto unknown amount of open-market leans in the portfolios of active

and suspendod banks and the amount of miscellaneous assets among their

sacurities,
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Teble 17 ~ Loans and Investments on December 31, 1928, of 105 lMember Banks
Falling in 1931 and of All Member Banks Cutside
of Qentral Reserve Citiee

All member banks
. 105 banks failing in 1931 outside of
1 Glassigic_:atloit Oft . central regerve cities
cans and luvesiments Amount Fer cent Amount Per cent
(000 omitted}{ of total 1{00C omitted) | of total
Loans to Customers :
To banlks $ 1,928 0.6 § 209,743 0.8
On securities 67,556 21.0,/ | 4,117,045 16.0 7
On farm land 3,683 1.1 hog, 451 1.6
On other real estate 21,490 6.7 . 2,540,791 9.8
All other 116,030 76.1- 8,450,275 32.7
2l0.637- 65.5 15,726,305 50.91
Onen-market Loans
Acceptances 149 0.1 87,552 O.R
Commercial paper 4,006 1.2 36,811 1.
Brokers! loane (in New York
and outsids) ‘ 17,037 .7 1,457,173 5.6
19,192 6.0 .| 1,891,536 7.3
Investmentg
U. §. securities (including .
eirculation bonde) 30,222 9.4 3,0&3,29M . 11.8
Other gecurities _60,175 8.7, f.088,312 19.7
90,377 28.1 £,132,266 31.5
¥iscellaneous items included
in securities account _ 1,265 0.1 72,838 0.3
Total ' $321,521 100.0 | $25,822,945 | 100.0
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Loans to customers comprised a sllghtly larger percentage of total
loans and lnvestments in the suspended banks than in all member banks out-
slde central reserve cltles, but the incremse was in loans on sccurities vhich
theoretically might have been very liquld, Open-market loans were smaller,
rolative to total loans and investments, in the suspended banks than in the
more comprehensive group. Likewiss investments were smoller 1in the suspended
banks, composing 28,1 per cent of total loans and investments, as compared
with 31,5 per cent in the case of ths opsrating member banks, Combining the
totals of security invcatments and open-market loans to arrive at a grand
total of investments as contrasted with loans to customers, it is found
that on December 31, 1928, theso ltems composed 34.1 per cent of loans
and investments of the susponded banks as compared with 38.8 per cont in
the case of all member banks outside of central reserve cltlies, The simllar-
ity of these proportions reflects the fact that the 1931 fallures, in addi-
tion to one class of banks with small bond accounts which closed on account
of loan and other difficultics, included also another class of banks with
large bond accounts wherc bond depreciation was an important clement 1n the

fallura,
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Consolidated Balance Sheets 9f Banks Suspendins in 193) and gof
Operating Banks, ~ Consolidated belance sheets of the 105 failed banks have
been made from their condition reports of Decamber 31, 1928, and December
31, 1930, for comparison with the abstracts of condition reports of all
member banks outside of central reserve cities on the same dates, In this
comparison loans to customers and open-market loans arc shown separately.
The various balance shcot items have b.eon reduced to percentages of loans

and investments and aro presented in Table 18,
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Pable 1€ ~ Balance Sheét Items per $100 of Loans 2ad Investments

of 105 Member Banks Failing in 1931 aud .All;M?mber Barks
Qutside of Central Reserve Citiesil

] All member banks outside

Ttem 105 banks failing in 3931 | of pentral reserve cities

Dedember 31, |[December 31, | December 31, | Decewber 31,

. 1928 1930 Lo, .. 1923 1930
Loans to customers $ 65.5. $ 69.3 $ 60.9 $ 63.1
Open-market lpans 6.0 1. 743 4.0
Investmeats( 23‘ . 2845 23.1 31.8 32.9
Cash and due from banks. T 2043 12.7 20.1 20.7
Capital fundg 15.0 16.2 16.0 17.6
Due to banks 10.1 10.8 10.2 10.7
Demand deposits. 48.3 42,3 47.1 .3
Time deposits W, 2 ‘47.5 45.0 4.1
United States .doposits 0+9 . 1.0 0.9 0.8
Total deposits - 103+5 102.7 103.1 103.9
Borrowed money 4.5 4.6 2.9 l-llj

(1) Totel loans and investments declined 5.3 per cent in the 105 suspended banks
during the two years, and 5.4 per cent in the member banks outside of the
central reserve cities.

(2) Including miscellaneous assets reported in the investment account.
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Doposit Trends of Suspended and Active Banks

The depoelt irends of active and suspended banks have becn com=
Piled in order to determine whethor withdrawals from suspendcd banks over a
perlod of yeara prior to fallure werc heavicr than from ectivo banis, For
each bank the deposits shown in tho first ecxamination report each year ware
reduced to o percentage of deposits in 1920, or the earllest succeeding date
for which data were avadlable., The median percentage wus then selacted for
cach year for each of three groups of banks; namely, (1) 33 actlve banks,
(2) 25 banks suspending in 1930, and (3) 105 banks suspending in 1931,

Table 19 gives the figurcs for the medien or typical dank in cach group,
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and Active Banks

(index numbers: median exvericnce)
25 105 33
Year | banks closed |banks closed | active
in 1930 in 1931 barks
1920 100 100 100
1921 87 92 71
1922 13 87 76
192 100 102 89
192l 99 104 90
192 9g .- 107 112
192 100 11k 11
1927 90 115 11
1928 106 127 131
1929 93 127 13
1930 g1 119 125
1931 ’ 100




- 12 .

The use of medlans tends to iiide the extreme fluctuations elther
on the rise or on the fall of deposits of individual bankn, Since only one
date for each year was talen for each of the banks, 1t ic probable that
nelther the highest nor the lowest deposit figure for any bunk is included
in the serles, The figuroes, therefore, show only the gencral trends of do-
posits, Furthormore, in.the case of closcd banks the doposlts on the dato
of closing were not used, and conseguently the figures do not reflect the
shrinkage of deposits during the final few days of the bank's existence,

In both the active and suspended bank liste there were a rmmber
of banks which enjoyed remarknble increnses in deposits during tho period
covered by the survey, Onc active bank hod deposits irn 1929 more than
nlne times as large as in 1920, One of the banks vhich closed in 1930 had
deposits in 1926 and 1929 more than threo and one~mholf times as large as in

1920, and one bank which closed in 1931 had deposits in 1930 eighteon times

a8 large as in 1920,
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Even among the banks which suffered extrcme losses of doposits,
1t was generally found that this could not be classed as the principal
cause of the fallure, olthough it mey have Deen the more immedlate cause,
The banks which sufferod heavy withdrawals and then failed wore uniformly
banks wheso assets were undesirable and frozen and which could not, there~
fore, be converted into cash to mect dcporlt withdrawals., Genorally, thle
frozen condition was of long standing, and loss of confldence led to the
final heavy withdrawals.

The 1930 bank failure wlth the greatest deposit decline suffered
a loss of more than one-half of 1ts deposits during the years 1920-1926.
In 1928 1ts deposlts reached & low level of 36 per cent of 1920, but in
1929 they incroased to 45 per cent of tho 1920 figure. At the time of fall-
ure, however, they had declined again to 33 per cent of the 1920 amount., This
bank!s loss of deposits wns caused partly by crop fallures and low commodity
Prices, but undoubtedly lack of confidenco in the bani: on the port of the
commmity was aleo responsible for part of the shrirknge., The bank wos over—
extended in 1920, with borrowlngs nsarly twice as large as 1ts copital and
surplus, The manngement had made excessivo loons based on speculative farm

deals and was in such poor condition in 1920, that it had been placed on the
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camptrollerts list for special frequent exsminations. ILooking back on the
1920 situation, the examiner vwote in 1923: UYIf this bank should ever again
give the amount of trouble as to excessive loans that it has 1n the past,
the charter should be revoled." 1In succeodiug years, there were several in-
stances viere the president of the bank endeavored to avoid the results of
his nismanagement by such means as charglng illegal loans againat profit and
loss, paying 11legal dividends, and selling bonds to the bank at prices above
the market quotations, Thia man died in 1925, and thereafter the management
of the bankt pasged through several hands, In 1928 and 1929 good crops and
the establishment of a new industrial plant in the cormmnlty causcd an in-
crease in tho deposits of the imstitution, but the woight of the frozen
assots of the bank was so great that the shrinlnge in deposlts of 1930 and
1931 could not be met.

The bank failure of 1931 with the greatest dépoait shrinlmage lost
half of its deposits in 1921 and another porition in 1922, so that its depos-
its in tho latter year were only 28 per cent of the 1920 level. From that
time on, the deposits of this banl: remained at about the 1922 level until
shortly vefore the time of failure, when they decreased to 14 per cent of
the 1920 level. This bank was in an oil-boom towm. The managementi vhich
%as in charge in 1920 cohsiated of a group ef unscrupulous directors who
nisused the banlz in a variety of ways. Tbe most lmportant misuse of the bani
was in the mattor of loans to oil~field operators. The examiner had the fol-
lowing to ssy about these loans in 1920:

4-22-20 ", ., ., The town of ____ is in the midst of 2

big development and it is the opinion of your examiner that
this bank is too liberal in the maldag of loans to operators

who at present may be all right, but may meet with B“{’h re—
verses as to affect their financial standing at any time.!
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In June, 1920, the management wac acquired by another group of unscrupulous
promoters, who lmmediately began using the bank!s funds for their own pri-
vate interests, The bank was resold in Navember, 1920, at which time as
asgessment of 150 per cent was voted and a reorganization of tho benk oc-
curred. The purchaser of the contrelling interest in the bank was a capital-
1st, who knew nothing about ths banldng business, In 1922 the examiner had
the following to sny ahout thie man end the condition of tho bank:

1-27~22 WMr, , the dominating figuro in the bank,
mokes a statement worth 3/4 million but is one of these
characters 1f he regards o man's credit good, matters of law
arc not congsldered very essentiel, He ls safe and conserva-
tive tut this trait should bo curbod, Just now in viaw of
the fact that the restoration of the bank from the oxploiting
of former manngement, depends on keeping him connccted, diplo-
macy 1s suggeeted in presenting his ldiosyncrasies to hinm,
From sources thought reliadle, 1t is learmed he made tho state-
ment 'if it taok $100,000 to put the bank on its fect, he would
spend that much,! No liquidation in form paper, largoly Creek
negro freednen, is expected before fall. K The interest is, as
it has always been in emall fields, problematicel; 1t 1s con~
tingent on excitement, i.e,, dovelopment. All lines, excopt
those shown, are apparently margined or satisfactory financial
stotenente on hand, This is just a 'mursing case! ‘and it will,
talce time, patience and diplomacy to work it out, By compari-
son with last report, it would indicate progress has been made.*

For peveral years the owner ¢f the bank contrlbuted heavily and out
of proportion to his stock ownership to kecp the bank open and to take out
losses which developed in assets which wore in the banlz when he paurchased it,
However, the lack of experience of the bank management soon began to be re-
flected in new loans of an undesirable character and in certain illegal
transactions, the latter probably unwittingly cormmitted, In 1924 the exariner

described the situstion as follows:

7-15-24 ®The entire capital stock of this bank is now
owned by the bonrd of directors, end 215 shares are ?wnod by
Correspondence on fils in your office will give all of

——
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the details of the situation here. It is, essentially, that
Presldent has voluntarily talmn on the responsibility

of Imeping this baak open. It has already cost him an enormous
sum and the bank lacks a lot of being clear now., His deter-
minetion and resaqurces are such that it is believed he will
accomplish hls purpose if given reasonable time in which to
do it. He has voluntarily saved the Department ths loss of
e banlz and it is belleved he will comply with his promise to
remove $7,000.00 of the losses within the next ninety days.
The other directors are of little financlal worth. The di-
raoctore have had persistent heavy overdrafts which Mr.
promised to have discontinued. Wr. ____, Vice President, is
active manager of the banl, It eppears that he hes practi-
cally exhausted his resources in Ieeping it open. Walle
giving all due crodit to him for his offorte in the collec~
tion of the old paper, the condition of their tenant paper is
not such as to warrant ono 1n belleving Lie is a good chattel
mortgage banker.!

Exsminers! corments showed that tho president made furthcr con~

tributions in 1925, 1926, 1927, and 1928, but at tho same time he contimied

t0 malm improvident loans. In January, 1928, the exeminer conmented as

followg:

1-12-28 . , . The total of doubtful assets, at this
examination, shows & decrease since the previous examination;
which ls, however, very largely accounted for by the emounts
clasged as worthless. President , the tanltle managing
officer, has seemingly no conception of the principles of
credit extenslon., His new loans consist largely of advances
to formmer banlrupts and negro tenant famers, in every in-
stance inadequately secured. He is himself a gross, unpre-
possessing figure, and the only reason for tolerating his
presence around a bank 1s the fact that he will, when urged,
contimie his contributions to remove losses. Unless his
policies can be chenged, his contributlons will continue %o

be semi-~anmual affairs."

In the last half of 1929 the banlk was placed on the special eami~

nation list, and apparently this action haed a very salutary effect., The

loans of the bauk were reduced to less then one~half of the deposits, the

criticized paper was reduced to one-half of capital, surplus,and undivided

brofits, and in December, 1929, there were 1o viplations of law. A% that
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time it can be said that the bank wasz In good conditlon as to its assets,
were it not for the weak management.,

In the summer of 1930 the monngement of the bank again wont beyond
the bounds of good business. Ioens practically doubled, a large emount of
borrowings appeared in the report and the total of criticized assets in-
creased, The examiner!s comments at that time follow:

6-9-30 "President __ and his family have again gono on
e regular frempage'! by the excess credit route. The line of -
crodit used by Mr. and hls femily amounting to over
$30,000,00. The son who operates the ___ 1is wholly irre-
sponsible, Has no asgets, ability, or anything else. Admitted
that he had loet money gembling. FHo, tlmouszh the approval of
his mother, has beon giving purported bills of exchango for
everything that he might take & notion to purchase in the
operation of his businessi He only has about a $l,000.00
stock on hand at thls time, consisting almost entirely of
flour and stock feed, If it were not for hils father, who
will have to liquidate this account, it would represent a
large loss. Presldent clains he is worth $425,C00.00.
I think that 1s at least $275,000.00 high. I told Predident

that if he was worth one-half of what he claimed ho wes
worth I could see no reason for his flagrant violation of
Soction H200. That he could have easily borrowed fram one
of hls correspondents, He spoke as though it would talm him
gixty days to got hls account out. He claims his account 1o
largely represonted by paylng up back incomo taxes that tho

govermment has dug up . « "

Thereafter tho condition of the bank bocome rapidly worse. Tho
condition of the president's personal affalrs end the genoral conditlon of

tho bank is shown by the following quotation from the last exemination of

the banlk made in April, 1931:

L-15-71 ", , , President !s current obligations
are boing classed doubtful this examination, with a thorough
understanding that unless liguidated, & moro adverse classi-
fication may be anticipated et next examinotlon. It is bo-
lievod President can still liquidate his obligations to
subject banl, but it will be necessary to epply tho prossure
to bring the nccessary results. Clesgification of __'s
obligations arrivod at after due consideration and tho ex-
perience of three oxsminetions. Mrs. ____ vas invited to
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attend the directors! meeting, incidentally, took the meeting
by storm, gave a complete history of the bank for years, stated
the sacrifices her husband had made, and the pitch of her volce
was convincing enough that 1t wns not necessary for her to place
a pistol on the desk to hold attentlon or attendaunce, which 1t
1s said she has resorted to in past. Recommend notice of im-

pairment be isgued for $15,950.26, and the bank retained on the
special 1list, ., "

The bank closed in July, 1931, after suffering a withdrawal of
$14,000 of deposits since the April examination,

A study of these cases leads to the conclusion that the deposit -
trends of active and suspended banles have boen very eimllar, aside from the

final runs, This opplies to the usuasl experience and not necessarily to

extreme cases,
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CHAPTZR III

LOAK AND COLLECTION POLICIES

Loans or lending policles were criticized by examiners in 210 of
the 225 suspended banﬁs, or 93 per cent of the cases. These criticlsms, which
are listed in Table 20, ranged from gencral statemente regerding wealk or inju-

diclous loans to specific illustrations of special kinds of mistalkes.

Table 20 -~ Criticlems of Loan end Collectlon Policles

1921-1930 1933 Total
Tvpe of criticlsm : suspensiong jsuspensions (225)
(120) (105) 2
Lax lending methods ' 6L g8 152
Slack collection methods | 66 67 ] 133
Unwise loans to directors and officers ™ 56 A 110
lack of credit data ! 26 57 g3
Capital loens 2 26 - 20 L6
"Placed paper" i 18 J 21
Excepsive loans to tenants 7 19 g ay
Loans subject to prior liens / 13 ' 10 23
Loans to accommodate other banks / - 13 9 22
Loans based on inflated land values - 15 o 21
Excessive loans on city real estate = 1 14 15
Evapion of loan limit by splitting lines with
other banks / 11 k. 1
Unwise loans to relatives and friends ¥ 3 11 1
Attempts to capture businese by loans / 7 0 13
Brphasis on profits over safety / 9 3 12
Non-resident loans / : 5 5 10
Loans collateralled by bank's own stock ! 0 8 8
dutomobile paper 2 L ©
Belief in "gervice to community by loens” / 2 2 &
Loans for security speculation / 0 3 3
Concentration of credit on "one crop" or indusiry|/ 0 3 3
Loans to “straw men" to permit speculation by /
officers 0 2 2

Note: Other eriticisms occurring only once were: bonuses received for loans;
loans to purchase stock in subject bank; loans made up to 100 per cent of ap-
Praised value; lack of eligible paper; concentration of demand collateral
loens; demnnd paper carried too longj; loans to no?-cuﬂtomers: loons collatsr-
elled by local marmfecturer's non-liguid stock; finoneling pure bred live
stock; unwarrented linbility on cottle and cotton deals; loans to "get-rich-
quick® promoter; end loans securod by life insuresnce.
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The commonest criticism was flax lending methods," which refers to
lending methods generally rather than to ome or two specific types of losns,
Slack collection methods ranked second. Unwise loans to directors and offi-
cers and their interests ranked third, lack of credit data fourth, and capital
loans fifth. In many cases, of course, two or more of the criticisms listed
applied to the same bank,

A variety of criticisms of spsculative loans on securlties appeared
in the 1931 study, including such items as loans to "straw men" to permit
speculation by bank officers, loans collatoralled by the bank'!s own stock,
and verioues other loans for securlty speculation, These criticisms occurred
almost entirely in the e¢ity banks. In both studies baﬁks in rural areas made

loans of a speculative nature on farm real estate,

Lax Iending Methods

Cne hundred and fifty-two of the suspended banks were subject to
thie general eriticism., This lerge total is important because general laxity
was recorded only where the exeminer made a general criticlism of the lending
msthods of the bank. A bank was not recorded as heving lax lending methods
if the examiner criticized only sowe speciflc kind of loan,

Fraquéntly these comments occurred only in 1920, or in the first
year of a bank's troubles., Later examination reports described only the
Btruggle of those banks to survive; Probably this is the reason why poor

1ending policies are so often overlooked as & cause of failure.

A common type of criticism is illustrated in case 104 where the

examiner wrote in 1927:
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"President A appears to lend money in most any amount and
under most any conditions to moot anyone who applies, without
due consideration to the time when payment can be expected or
the source from which funds for liquidation are to come."

Sometimes the criticism inferred that wilful neglifence had been a
factor; ag well as merely inexperienced or lax lending methods. A4n 1llustra-
tion is found in case 70 where the examinsr wrote in 1920:

"All violations are promptly adjustcd each time during the
examination and then bank apparently feels free to operate as it
desires until en exazinor comss six monthe lator. Bank has been
repoatedly criticised for excess loans, rescrve shortage, etce
Advised officers and dircctors that adjustment of criticised
items during examlnation did not sutlsfy recuirements of the law,
The President pleaded ignorance on many points, but when excess
loans have been repeatedly granted and reserve contimally ashort
1t 1s hard to believe that the matters are due entirely to lg-
norance."

Correspondence in tne Federal reserve bank files shows that this
bank was a heavy borrower in 1918 and 1913, and during those years had a large
amount of statutory bad debts and a chronic deficiency in reserves. 4s early
as 1915, the bank showed loans.in excess of deposits and borrowings up to 60

rer cent of capitel. The bank borrowed heavily from 1915 until it closed in

1322,
In cese 101 the examiner wrote in 19253

"The outstanding undesirable feature of bank's assets is tho
accumilation of slow and undesirable agricultural paper, largely
due to the former policy of permitting dorrowers to carry over
all or a portion of the linss from ome year to the next when
complete liquidation should have been insieted upon. HMany of
these lines became so heavy in time that llems on real estats
mere resorted to for additlonal protection, and some of thea?
are now largely dependent on this real estate for final liquida-
tion, This conditlon 1s all the more singular ae this section
of the country has as a rule enjoyed good crop harvests nearly
every year until the present one."

This bank should have collected its loans during the good crop

yoars, The effect of failing to do so became clearly evident during tho
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succeeding years when crops were poor. In 1926 the same examiner had the
following to say:

"Condition of this bank at present is rather unsetisfac-
tory, though not considered alarming., Criticised assets are
somewhat larger than at last examination. This condition is
largely due to the very liberal credit policy while operating
under 2 State charter during which time they accumilated a
large volume of slow and non-liquid paper. In addition to
this, the bank has not hsretofore insisted upon seasonal 1lig-
uidation of farm credits, even during good crop seasons, but
rermltted borrowers to carry over & large portion of their
lines from year to year., A great many of these lines in time
essumed unwarranted proportions end became more or less fro-
zen, The crop disaster of the past season which coused & 75
Per cent shortage in thes normal velue of the crops has brought
this condition out more clearly than possibly it could have
been done by any other means, and directors should now be
awake to the importance of immediately adopting a vigorous
collection policy.M

By 1927 the weakness of thils bank'e policies had become still more

evident, and the examiner wrote:

Extension of credit in the cotton-growing sectlon of the
Plains has been abused beyond all measure and nowhere more
flagrantly than hero. The banks are not alone in this abuse,
but must share their full respomsibility. Where a merchant by
investing a few hundred dollars in fixtures and a month or two
rent on a location may establish a line of credit of several
thousand dollars with a wholesale house, besides obtaining a
credit line at his local bank on the plea of working capital--
it is time to caell a halt, Farm credits are in the main based
on equities equally ebsurd. A high percentage of failures
naturally resulte, which is bad for any commnity. The com-
mmity will not suffer in the least by tims curtailing credit.
On the contrary, it will eventually be far betier off, It has
been suffering the past two years from tgo much credit.”

In case b6 economic conditions and poor loans were jolntly responsi-
ble for ths troublss into which this bank was plunged. The hard winter of
1919-1920 caunsed difficulties for ranchmen throughout the northemhalf of the

United States and forced banks to extend their lines of credit more than they

would ordinarily have done, Hovever, correspondence in the Federal reserve
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bank files indicates that this particular bankt was a contimuous borrower
since 191k, and had been 4n a weak condition since 1918, In Jamuary, 1929,
the examiner wrote:
"This bank, although on the special list for a lon: time,
still contimes to violate the law and eppears cereless in
matter of extending credit. I would recomrend the most drastic
measures possible to compel them to comply with the law, Crop
fallures in this iocality make it necessary to carry over con-
siderable paper, some of which has narrow margin of decurity.”
In April, 1920, the some examiner wrote!

"Because of & long hard winter and tiae high price of feed,
it has been necessary to straln credits in order to asslut some
of their customsre to carry live stock through the winter in
order to avoid serious losses, and some of the cxcess loans may
have been excusable on those grounds, but this is not true in
all cases, and the violations are due largoly to the carcless-
ness of tne" officers and thoir weaclkmess in not belng able to
docline the loana,"

This bank struggled along for two more years before tne drop in prices of
sgricultural products and crop failures in tho dry land farming area, coupled
with the "free and lenient policy" which had been followed in making loans
during earlier years, forced the suspension of payments shortly before the
close of 1922,

Tn some cases it is difficult to determine whether the examiners?
comments were intended as criticisms of lending policies or whether the
troubles were attributed to economic forces., Thore was much more Justifice~
tion for a bankesamaking loans against inflated values in the farming country

in 1913 and 1920 than there was for similar mistékes in such localized booms

as that in Florida or those in ths various oll fields. An illustration of a

banker!s unreasonabla attitude towards an oil boom was glven in case 73 where

the examiner wrote in 1923:
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Tt must be remembered that this condition dates back some
three years when a probable oil boom was apparent, but falled
to naterialize. The offlcers failed to foresee the future, and
vent ahead and made large loans to farmers, husiness men, and
partles hore to invest in 'XX' real estate and loans of & spocu-
lative nature, It will be noted thet the paper clagasificd rs
worthless in this report is in the majority loens to banltrunt
concerns, oil operators, and to partles who invested in lots of
the 'XX' townsite addition., These lots are practically worthe-
loss ns town property, and the only value would be in rcrecge
land. M

Slack Collection Methods

Weak or negligent methods in handling collections of loans con-

stituted one of the most serious eriticisms found in the study of suspended

banks. ZExsminers criticized 133 of the 225 banks for this defect in manage-

ment.

In case 69 the bad effect of amllowing customers to run the bark's

collection policy was dlscussed in a memorandum appearing in the Federal re-

serve bank!s Tiles and dated in early 1921. The statement in reference to

thia
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"With reference to the paper of this institution, will say
that I do not belleve that the care has been exercised that
should have been, Thers are too many tenant farmers owing the
bank, and credlt has been too liberally extended to this class.
Several tenant farmers have notes in the institution running from
$2,000 to $3,000, where the 1limit should not have been to exceed
over $800 to $1,000. The reason for this can be attributed to
the fact that the cashler has 1lived in thls section all of his
life, and does not seem to have had the nerve necessary to stand
up under the demends of his customers, Thne result is taat in
Place of reducing thelr 1ndebiedness, it has been constantly in-
creased from year to year, and the statutery limitation has pre-
vented their getting more money than they actually owe at the
Present time, There 1s no guestlon in my mind but what thers
has been & loss of confidence in the wmanagerent of the institu-
tion. There has also besn a tendency to pay off other indebted-
ness they owsd 1ln preference to paylng the obligations which
they owed the bank., The farmers have becn kind of watching one
another and have diecussed amongst tnemselves that the indebted-
ness which they owe the bank could walt, as it seemed to be a
very easy matter to obtaln such extensions as they might desire.
I even believe that thls has beer advocated by the directors of
the bank, 2nd, altiwough ] have no positive proof, I believe the
dircctors themselves have not telten the paying of tholr notes
seriously ond being in that position could not very well ask
other note makers to do any bettor than wbkat they themselves

do.t
In case 120 borrowers had been allowed to form the habit of not

even paying the interest on thelr notes at the time of renewal. In 1922 the

eXaminer wrote:

"iManagement has been far from aggressive, the borrovers
have been educated to add interest to their loans whenever re-
newsd if unable or not convenient to pay the interest, and it
will be gifficult for the officers to reverse such a practice

or policy."
Case 111 illustrates the disastrous effects of not pushing collec-

tlons when conditions are opporfune. Crops were good in 1928, but collections

were allowed to lag and the crop fallure of 1329 caused serious troubles for

the bank, The examiner wrote:
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"He (the cashler) is regarded as bolng a very weak credit
man and unless a more 1igid collecting policy is pursued during
the marketing season the agzregate losses will be rather heavy,
Better than an average cotton crop was marketed here last sea-
sen, and if proper efforts had been put forth many lines could
have been liguldated in full, a portion of which were carried
over and with this year's crop being cut short approximately
50%, it leaves the bank with an accumilation of slow and doubt-
ful peyper, and in few instances are the borrowers in a position
to strengthon banl:'s position,!

In case U6 so littlc emphasis was placed on the propor collactlon
Policy that the bonk allowod insufficient clerical seclp for this purposes
This was first criticized by the examiner in 1922 ps follows:
"It is evident that a great deal of delinquency in atten-
tior to maturing paper can be attributed to insufficlent help,
At present the bank is short one employee, since the resigna-
tion of Mr, B, active vice president, and the work has accumi-
lated in the past two months.!
Two years later slacikt collections were still in evidence, as seen
from the following comments of the examlner:
"Bank is apparently in standard coadition with the ex-
cestion of overdue paper, which is a coatiming result of a
long established habit, and the local borrowers more or less
suit their own convenicnce in arranging for their meturing
Paper.”
Iater 1in 192h tho faulty organization of the bank for handling
colloctions was further described as follows:
"No improvement is shown in condition of overdue paper.
It is largely left to President D to attend to maturing paper.
He i a Practicing 13'47}'31': and is usually b'llSY in his law of-
fice, hence the bank's bueiness is neglected.”

Many specific cases could be cited to illustrate the character of
8lacknegs in collection policies. Case 52 furnishes a well written discussion
of this matter, In 1929 the examinor criticized the directors for ot paying

their own debts to tne bank inm the following words:
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"If the directors really wish to get tuls bank in sound
condition, they cannot show their deaire in any better way
than arranging to pay back wthat they owe the banmk., 4and if
each officer and each director pays the bank vhat he owes 1%,
cxaminer believes that the officers and dircctors will sec
that other debtors pay their obligations to the bank,"

Iater in 1929 the same examiner criticized in detail the failure
to collect & mumber of the loans, His description of the bank's weak policy
follows:

"T, the Chancery Clerk, is a very populcr man and oves
banlz $11,408, and endorses quite a rumber of notes, of which
notes aggregating $13,408, are listed as subject to criti-
cism, The greater portion of these lcans have been in the
banlt a great many years and apparently no effort is being
made to collect same, Hls statement is not esgpecially at-
tractive and bank has no data as to the extent of his indi-
rect liability, ¥No renson ls zpparent why he should not be
required to pay or adequately secure his indebtedness, nor
why notes which he has endorsed should not also receive dili-
gent attention, But apparently nothlng is done. He is popu-
lar, a county official, and a friend of the bank and tlms the
matter drifts on, and reaslly management does not kmow whether
or not the loans can be collected, as no effort has been made
to collect same, Other instances: In 1924, 0. had loans that
were regarded ae¢ hazardous, and banlk got as securlty a mort-
gage on five small dwslling houses in this towm. Five years
have past and loan still rewains in the ban%. None of the
houses have been eold and debt reduced. Can these houses be
s0ld, if so, they should be and debt reduced, If they can-
not be sold, bank:should be charging off the loan., Messrs.

D have had full loans in the bank for many years. One of the
liessrs., D has been associated in business with Pres. C for
wany yeoars., Examiners have repeatedly criticised these lines,
but they remain in the bank and apparently no effort is being
made to collect same, and if eny effort is beling made, it is
meeting with very little success.

At last examination, P owed this bank direct loans of
$11,000., loan made by § for his accommodatlon $980.00; ha
also had an overdraft of $85H., making an excess line. These
various items still remein in the bank and the line is still
in excesg., Mr. R is a lawyer who hesg a good practice, was
formerly a director in the bank, and was & law pariner of‘
Judge 4, who prior to his death was a director and & valuaole
m2n on the board. KMr. R is sald to be a man of some propsrty
interests, lives woll, rather extravagently for a man heavily
in debt, But bank hos mnde no effort to collect or secure
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loan nor even collect the overdraft, Mr., R is said to have
recently sold some brick company stock for a substantial sum.
Examiner asked officers why Mr, B had not used some of the
money in Dpaying his indebtedness to bank. The roply wes that
kr. R's wife was going to keep that money to send the cnildren
to college, and bank apparently is standing by doing notiiing.
However, a few dazys prior to examingtion, a committee was ap-
Pointed to see Mr, R and try to get him to pay something, but
court has been in session and Mr. R was busy and has not yet
been seen. Thesge instances are tlms mentioned so thet it may
be seen why thia ".ank has gotten into this condition and why
it has been retained on list for specisl examinstion for so
many years,"

In many cases collectlons were made dif ficult by adverseo farming
conditlons, but even under these clrcumstances, it wes frequently stated by
examiners that the banks under criticism hnd not mnde as strong an effort to
collect as they might have done, In soﬁe cages adverse comparison wes made
with the collection records of other banks in the same locality. For example,
in case 102 the examiner wrote in 1921:

"Phe condition of the bank's note case is very unsatis-
factory. Its condition is serious when it is considered that the
normal liquidation for tae year is completed, except for the sale
of a few stragegling bales of cotton and some ssall cattle sazles
that will be made in spite of the stagnation, The farmers gener-
ally have their feed. However, a falr grain crop has been pro-
duced, and the crop of 1922 will be even cneaper than that of 1921.
Notwithstanding all these facts, pro and con, the fact remains
that the bank is in & seriously extended condition, and also the
fact cannot be denied that a better condition could nave boen pro-
duced by o more conservative policy. Other Vanks in the same sec-
tlon are in a much better condition., Por instance, the state bank
at this pleeo has retired all borrowed mone; and hos Lo% roserve.t

A year later the seme conditlon was shown to have contlmed and the

" eXaminer wrote:

"o improvement is siown in this bank since last examinap_
tion, 1In fact, when it is remembersd that the liquidati?g per}od
of the year has coxme and gone tne bank is thought to be in worsge
condition than at last examination. It is to be admitted that
this section is in trouble and has been for a mumber of years.
Three crop fallures followed successivaly and la§t spring the A&
River, in the bottom land of waich stream a consideraebla portion
of the adjacent farm lands lie, overflowed its low banks twice,
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so that these waters and the excessive rains magde it necessary to
plant three crops. The crop was therefore late and poor. Other
localities, however, in practically the same condition have suc-
ceeded in making better progress, and the state banlk in this
place has collected well, so that they now have 50% cash reserve,?

In some banks a new managenent agssumed control and later took an in-
ordinately long time to collect the poor loans inherited from tie preceding
management, Their att tude might be characterized somswhat as follows:

"Don!t blams us for tho slow improvement; we are not responsible for the mis-
telkkes of the previous management," Case 4 is a typical example, In 1921 the
eXaminer wrote:

The condition of this bank 1s very unsatisfactory. Former
Precident A seems to have unloaded considerable amount of slow
and doubtful paper before leaving, The paper does not bear his
endorsemsnt and in nearly every instance ig that of tenant farmers
secured by live stock and future crops, the former inadequate and
the latter undeterminzble, The directors of this bauk are to
blame for a2llowing this paper to come into the bank, All paper
clagsed in thie report as doubtful and remaining in tne bank af-
ter this year's crop is harvested, should be promptly charged off."

Three years later the criticized paper still remeined in tho bank
and many of the lines had increased under the ney menagement., The examiner

stated the condition as follows:

"Hote the tremendous amount of slow and doubtful paper.
There is some apprehension on my part-as to whether the direc-
toie and officers have the force or tne will to rise to the
occasion necessary to save tho bank, I am in doubt as to whether
or not they really appreciate the fact that the bank is Iin an al-
most gerious position, For it appears they have becoms accus-
tomed to its condltion, and justify their personsel position, each
one of them, by the often repeated statement. 1You know we are
not responsible - the fault 1s with our predecessors.! Apparent-
1y no positive efforts have been made - certalnly not in a forcg-
ful and intelligent manner, to reconstr:ct the bank, in a handling
of the many slow and doubtful items of assets. Refersnce back
three, four or five years ago, to certain lines now standing,
shows that such lines are now carried at an increase of from 200

to 500%, "
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By the winter of 1325 some of these notes had been brought to
suit in en effort to collect, but even then tha directors of the bank were
apparently half-hearted in their attention to these matters, Developments
in this bank contimod to be adverse, and in 1926 the examiner wrote the
followlng description of the situation:

"The condition of the bank is not at all satisfactory.
Many of the loans are tied up with court litigation and have
been in this same condition for a long time. The bank con-
timies to make additionml advances to tenant farmers who ap-
pear to be hopelessly involved, JMAgegressive action of the
directors would in many ceses help to cloar out some frozen
paper, but the directors are of the esasy going type and appear
willing to wait and hope that loans will be paid voluntarily,
Directors stots that the bank was in very bad shape when they
took charge and are prone to compliment themselves on the gzood
vwork they have done in clearing up the situotion. Most of
this clearing up was done by charging off rothor than by col-
lection, If the loams classed doubtful arc not pald or
properly secured this fall, they should be sliminated from tho

assetes of the bank.M

Finally, in 1927, the examiner began to list some of these stals
loans as losees, and even then the directors protested because the loans

were inherited from a former management, The examiner described the situa-

tion as follows:

Hipans listed as lossed in this repoirt have been carried
for e mumber of years, without any progress in the way of re-
ductions, In most cases they are loans to temant farmers who

have not been able to m2ke any money except tou pay advances for
crope., Directors claim that these loans are old workout propo-

sitions handed down by a former mmnagement, and therefore feel
that they shbould have time to work them cut,."

Loans to Officers, Diresctors, Belatives, and Their Interests

———

The chisf abuses of loans to officers, directors, and their in-

terests were unwarranted capital loans to weak credit rislks and failure to
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enforce collections against these favored parties. Faulty lending policies
in this regard were very general among the suspended banks. Among the 225
cases studied there wers unwise loans to directors, officers, and their in-
terests in 110 cases, and unwise loans to relatives of bank officials in 1h
cases, making a total of 12k cases where this famlt occurred in a sufficient-
ly pronounced form to be mentioned by the examiners,

Three cases will 1llustrate these lending practices, Imn case 109
a national bank examiner and a Federal reserve bank eXaminer made a joint
examination in 1922, The Fedsral reservo bank exeminer made tne following
commant

WIf there was cever an institution organized by !'fhe atock-
holders, for the stockholders,! this is the ONE. This condltion
largely is responsible for thelr present deplorablc stralt. The
officers of thie bank have wilfully indulged themselves in this
practice, and have about rcached a peint wherc they cannot liqui-
date in the 'pilnch! to save thig institution from going on tho

rocks,"
The national bank examiner wrote:

"The officers and directors are borrowing 34% of the barnk!s
capital and sarplus and the first thing I demanded after classi-
fying the loans was that they eliminate their lines, or material-
ly reduce them, at once, This they claimed they could not do
without a little time, and even then they did not think they could
raise an amount that mould be called a material reduction. There
is a condition existing in this bank that is found in very few.

In moking up the schedule of llabilities for Porrowed momey, I
suspected the shareholders were riding the bank and called for
their stock register. I found that fourteen of theii shareholders
were borroming $217,630.00, direct, and tioeir effiliated interests
$19,189,00, making a total of $236,819.00ee......Bused on these
figures the fourteen shareholders referred to above are using the
entire working czpital, and opproximately all local deposits,

They have been using the bank for & select few and have not served

the public os & bonk should.”

In 1923 the hopelessly frozen condition of these favored loans be-
came evident and tne examiner wrote:
Digitized for FRASER
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*In regard to the B, Casnier D, and Mrs, ¢ lines your exam-
iner is beglnning to got somewhat uneasy, as practically no re-
duction has been effected in each case since I have been visit-
ing the bank, over a period of about two years, 4s showm in
this report, the directors are still dorrowing unduly, consider-
ing the bank's over-extended condition. I again suggosted to
them that they borrow funds elsewhere and liquidate their in-
debtedness here, but all, with the exception of H, claimed they
had tried to do this but hed failed,”

Case 27 affords a more complete illustration of the evils of unwise

credit extonsions to officers, directors, and their interests., In 1922 there

was evidence of too generous treatment of the directors and their interests

and the examiner wrote:

Mirectors and their interests borrowed 125 per cent of
their capital and surplue.. Considering the ovor-loaned con-
dition of the banlt those lines are subject to criticlem,"

In 1923 the examiner wrote:

"he directors are interested in the majority of local in.
dustrial plants in en official capacity and as a rasult these
companies have extended lines.”

By the summr of 1926 meny of these loans had increased and the

examiner wrote as follows:.

"Bank is carrylng am exceesive amount of bad assets on
which no interest is being paid and many accommodation loans
to cover up excess loans to local industrial concernms in which
the officers and directore have a financial interest. The
pregident!s losns have been renswed without the payment of in-
terest. !

A year later a full realization of the bad effects of this abuse

of credit was reached and the examiner stated that:
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"Phe board is weak in ability and does not direct. Manage-
ment rests largely with the president whose ability is sariously
questioned. Under his management this institution has become
water-logged with undeeirable frozen asssis. Almost oue-third
of the loans are to directors and their interests and comparative
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reports will show this amount to be increasing. These loans hzve
been in the bank for years with no reduction until they nave be-
come of a very frozen and, in & substantial part, doubtful naturse.
Very few losses are admitied and comparatively small charge-offs
are belng made while earnings are only nomipal. Apparently in

an attempt to deceive and evade the excess feature, numerous ac-
comuodation loans are being carried, including directors - largely
for the accommodation of corporations in waich directors are in-
terested, Many of these are being renewed without eny payment of
interest., DBorrowings are steady. Reserves are small or deficlent.
The result of the policy wihich permits the board mnd its interests
to borrow 195 per cent of-the capital and surplus, o very large
percentage of which is frozen or doubtful. Officers and members
of board have no conception of a cepital lozn, nor is there any
one of them epparently qunlified to pass on an cpplication for a
line of credit."

In caee 71 among a great variety of malpractices appeared the mat-
ter of unﬁarranted loans to relatives of the bamk cashier. In 1926 the ex-
aminer wrote:

"It appeare that the benk in the past was used to a large
extent in financing tue !'X family' in thelr various banking
operations. Said banking operations proved unsuccessful, and
now this bank is endeavoring to collect on the varlous lines
obtained through aforesaid operations."

These loens remained in the bank with some increases until they
equaled the entire capital and surplus of tae bank, and in 1929 the examiner

Fummarized the situation as follows:

"Ioans to officers, directors, relatives, and affiliuted

concerns
Recepiltulztion
Slow $ 7,431.00
Doub tful 13,200.00
Ioss 2 .0
Total $46,206.00

"The above loons are those made to the various off?cers,
directors, their relatives and affilinted concerns of tha c?ain
of which this bank is a unit. The purpose of tyi? compilation
ig to reveal how grossly the officers of this chain have wio-
lated their public trust by misusing depositors' monies and the
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extent to which this bank has been exploited for the further-
ance of their personal interests, The classification of each
loan is indicated thereafter to reveal the sub-standard qual-
ity of same, and the recapitulation reveals that the entire
capital and unimpaired surplus has besan withdrawn by these in-
dlviduals in the form of loana, thereby forcing the customers
to capitalize thlis bank with thelr deposits, If these loans
are good and collectlible, as represented, the payment of same
will eliminate capital impajlrment and is = duty and obligatioen,
both moral and legal, that these lndividuals owe t¢ the share-
holders and depositore of this bank.!

Copital Loans, Loans on Inflated Real Estate Values,
and Excessive ILoans to Tenants

—— r———— . —r ., m—

Errors in policy regarding loans on real estate and loans to
farmers were common in the group of closed banks used in this survey. Fre-
quently loans were made without specific security which proved to be unde.
sirably large, and In an effort to secure the loans junior mortgages were
taken., This habit was not the subject of gemeral comment by the examiners,
but in studying the histories of banks that cloéed, it was found that tioe
practice was present 1n exaggerated form in a large mumber of cases. Many
faulty loane on real estate bore evidence that they were made to give a
gpecial benefit or profit to officers, directors, or interests close to the
management and tims were merely a phase of exploitation of hanfs by toeiz
manggemont,

Capital Loans. - Banks frequently make loans wiaich cannot be re-
paid at maturity in the ordinary course of busincss transactions, and some-
timocs several rencwals are necessary. It is not tae intention nere to make
a gencral condemnation of such loans. BHowever, the examiners'! comments show
that in the group of suspended banks studied capital loans were excessive,

In case 62 the examiner made pertinent comments as to the sihort-

comings of capital loans. In Jamary, 1920, he wrote:
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"It is hard 1ln the final analysis to criticize individual
loans, but the cumilative character of the large lines and
thelr seeming fixity of amount and continuity of the accommo-
dations do produce & situation of non-liquidity whicn is not
satisfactory to your examiner,,...Examiner lists large lines
and classified interests in order to emphasize the tendency
to make what approaciy, if they are not in fact, capital or par-
tial capital loans, which are necessarily of a non-liquid or,
at least, of 2 not easily ligquidating character. Individunlly
considered the various lines possess merit and may be rated
good, but taken collectively produce a condition of non-liquid-
ity, This situation is not regorded as satisfactory and is con-
sidered to be one which is likely -to cause trouble to both bor-
rowers and bank in the event of a recession of deposits requir-
ing liquidation of loans."

These comments were furtier elaborated in August, 1920, as follows:

"The habit of loaning to corporations 211 that they should
borrow, and then to tae individual for company's benefit is as
ungafe as it ig unlawful. It will be noted that practically
all excess loens are otherwise criticised.”

In cage 68 the exaniner described typical caplital loans, In 1922

he wrote:

"Acting as manager for the Stock and Farzing Com-
pany in the sale and managemsnt of large land holdings, ho has
taken into the bank many top-heavy lines to contract holders,
whose equities in their respective lands are consistently small,"

In 1923 the succeeding examlner describsd the capital loans of this bank as

follows:

BA large proportion of the bank!s loans are to tenant
farmers, and to individuals wao are buying their farms on con-
tracts, Generally, the terms of these contracts are favorable
to the holder, but ‘the conditions of recent years aave not per-
mitted then to improve thsir position to any degree, and when
consideration is given to the fact that in some cases credits
are extended uwsing the equities in taese contracts as a basis,
the situation cannot be said to be satisfactory."

In case 63 the bad effect of capital loans on a bunk was woll de-

scribed by an examiner in 1922:
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"They have extended unmar:anted credit to so great a de-
gree that only through the success of the farmers for several
seasons can they hope to bring this battered ship of distorted
finence to a narbor of safety. In my opinion, the damegs has
not been done this year, but in tie past, and they now find
themselves confronted with the day of reckoning - loaded up with
paper which no one can adjust without serious loss. They mst,
taerefore, face tis issue by charging out the difference between
raat their actual securitles are worti and the face of tie loan,
The customors realize thelr position, and mony are quitting with
frequent casos of bankruptey. Tho scrious question herc is
whether contimial mireing of their unworranted loans will servo
any vurposo. Thoy have already rcached 2 limlt whore the farmer
cannot pay his interest, let alonc mate a payment on principal,”

In case 33 capital loans were made to finance land speculation out-
slde of the commnity for non-resident borrowers. The serious effects of this
unwise policy were described in 1922 as follows:

"The bank's paper 1s not of the best sort, a large part of
it being trading paper growing out of land deals and smaller
transactions, Many of tihese loans nave been made to aid land
speculation, The bank has been finding it difficult or impos-
sible to effect reduction of its paper, and it will likely be
some months before any material reduction can be brought about."

The seriousnees of the situation had become more evident in 1923,

end the examiner wrote:

BA reoal menace lies in the large amount of loans that are
dependent on the security of lands that are elther non-produc-
tive or are subject to heavy prior liems. This has come about
by a policy formerly pursued of loaning money too freely to
outsiders and in furtherance of land speculations. This ten-
dency has been corrected.!

By 1925 the examiner found the bank in an alzrming condition and

Commented as follows:

fThe directors are leeving the management to the president
who fails to comprehsnd the bank's perilous situatiom. ?he
loans generally are of a poor class, many were qﬂde to aldhland
speculations and in place of improving are £rowing constanuly
worse as the land equities in wanich they are invested are being
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wiped Uut: In examiner!s opinion, resources classified as deubt-
ful are likely soon to develop entirely bad,."

Ioans on Inflated Farm Land, - loans based on farm land values,
made at the height of the farm real estate boom during the waer by bankers
who did not recognize thie temporary nature of high land Pprices, frequently
cauged serious trouble., In case 25 the examinor wrote in 1921:

*HIt appears that practically all peper of this bank classed
as doubtful and loss, grew out of land specul:stlon, cattle feed-
ing, and the gensral slump in all farm products,”

By Jamuary, 1924, the nopelesely frozen character of these rezl estate loans,
based on inflated prices, had become evident, and the examiner wrote:

"The eggregate of slow and questionable zssets of this bank
is unrsasonably high, 2 lorge per cent of which is dependent on
real estate security, and of this a considerable amount can be
liquideted only from the sale of the security waich ls largely
form lands and for which there is practically no market, During
the boom period, land in this locality, in some instances, sold
as high as $500 per acre and at the present time it would not
sell for ons half that amount.”

In August, 1924, the nature of the frozen real estate loans was furtner gde-

scribed in the following words:

"Inder the management of the president, loans were made in
this bank during the high tide of prosperity without regard for
the financial standing of the tenant farmers, and those with
heavy encumbrances on their land. As a natural result, the
bank ig now loaded with a large amount of slow and doubtful
sgsets that are dependent, in a large measure, on the success-

ful sale of real estete,"
In case 21 unsound real estate loans were augmented by loans to fi-

nance the raising of pure bred live stock, In 1923 the examiner wrote:

"Thig gection ran rampant on the subject of highpgrade
cattle and hogs which, coupled with high lond speculation,
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aided and abetted by the present officers of the bank who had
no conception of what the future might hold, and instead of
calling in loans as they matured chose the policy of borrow-
ing from an cutside source, which is an incident thereto,
loaded the bank with & most unwieldy mass of frozen assets.”

Loans on Inflated City Real Egtate, — City bankers made just as

glarinz errore in loans on urban property as country bankers made in their
lpans onlfarms during the various real estate booms. Comment has already
been made on the generally slack lending policy which created a mass of un-
desirable loans in an oll boom town. Two other exemples are glven here of
faulty loans on city real estate, In casa.;ﬁb the president was interested
in city real estate and undoubtedly his judgment was colored by his personal
interests, The effects of his policies began to appear in 1921 wioon the

examiner wrote as follows:

"Primary cause of present non~-liquid condition was loan-
ing by President to investors in local city real estate and
the placing of large loens, winich could not be handled by
this bank, of sheep and cattlemen with city correspondents.,”

In 1922 the following comrent was made:

"This bank is carrying an enormous amount of paper witich
is dependsnt upon the eanle of real estate for liquidation,
largely city property. This condition reflects tie management
of President who has personally invested heavily in city real
eatate, !t

By Jamuary, 1923, the situation imd become worse, as indicated by the follow-

ing sentence:

"Many of the bank's loans are so frozen and so dependent
on sale of real estate that the bank can almost be classed as

a2 real estate holding company.V

The ultimate effect of this policy was described in 1926 as fol-

lows:
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"It mlght be able to pay its depositors in full over s
long period of time, but with the large amount of other real
estate now owned, unsalable at almost any price, imnovable for
the past three to five years, and with but little prospects of -
moving any material part of it within & reasonsble future period,
if the present menagement contimies to grant credlt as freely
and liberelly as they have the past five years, the bank is in-
evitably headed for the rocks,'

In case 9 a "ank in an entirely different part of the country with
a gatisfactory record of growth and sound banking lost its sense of values in
the Florida boom and was plunged into serious difficulties. Between July,
1925, and Jamary, 1926, the deposits of tais bank increased more than one
million dollars from $1,936,000 to $2,966,000, Its loans also increased from
$1,148,000 to $1,931,000. The increaso in deposits and loons and the causes

Were described by the examiner as follows:

"Deposits since the last examination show healthy increase,
but it might be proper to say that a substantial portion slould
be attrivuted to an augmented loan account. B. is supported by
a rich truck farming section, alsp some citrus fruit growing.

For & long time, the expansion and development of the little

city could be justly stated to be tiae result of a natural growth,
However, here recently, like most other places considerable real
estate activities have teken place, with resultant greatly en-
hanced property velues. The Fresidont conslders himself a very
conservative banker. Eowever, in this your exeminer does not
fully sgree. I beliave he wants to be conservative and, no doubt,
is more so than the other local state bankeis. Tue oxaminer fexls,
has made criticism, also told President and Cashier that they are
toc liberal in credit extensions, eand once a loan develops weak
and slow they are not disposed to push it Tor collection with the
Proper vigor they should.”

With the collapse of the Florida boom, land values declined sharply
and the bank found itself possessed of a large volume of frozen loans to real
ostate operators, as well as a large loan to 2 tourist hotel, whica is dis-

Cussed later under real estate bonds.

A number of the banke used in tie 1931 study were plunged intoe dif-

ficulties either by being operated by real estate promotere or by being car-
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ried away by tue enthuslasm of city real estate booms in their commnities,
Woen these booms collapsed, the banks found that tney had made undesireble
loans based on inflated land velues. Many of theee loans were thoroughly
frozen; somme of them waere comverted into real estate, which, in turn, was
frozen; end in a few cases, the real estate loan mistakes were directly re-
spongible for the sugpension of the bauk,

The worst case of unsound real estate loans emong the 1931 suspen-
sions was bank 171, Tihis bank was operated by reel estate promoters who
Placed the greater wart of their lcaneble funds in loans to real estate
dealers, home purchasers, churches, hotels, building contractors, and build-
ing and loan associations. To avoid excessive loans to certaln partics, this
bank even followed the unethical practice of making loons to "straw men,! or,
in other words, locns to men of no financial worth who were merely ncting as
agents for other interests so that the names of these interests would not ap-
bear on the bank's books,

Bank 171 was a suburban bank converted from a State bank to a nation-
al bank in September, 1924, At the time of its first examinntlon after con-
version it wae reported to be a heavy lender on real estate security. Many of
these loang violated the National Benk Act. The examiner's comments follew:

"Like all suburban commnities, the real estate field is

an active factor in the business life. This feafture is re-
flected to a substantial degres in the loans to building and
loan associations, mortgage loans, and loans to reel estéte
dealers, tuilders, and the building trade. Two of the direc-
tors are active in this line. This class of loans is for
legitimate purposes and the security is on & conservative
basis. Ag o State bank, the management was in thie hobit of
toking real estate mortgeges as 'side collateralt or laddl-

tional security,! without regard to the requirements of the
law. The directors were instructed that mortgage loans mast

comply with the law, and 1t was put squarely up fto them
wnether they intended to meet the require?ents of the law in
this respect. They disclaimed eny intention to deliberately
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violate the law, but at the same time, cited instances phere
they felt the necessity of taking such additional security in
order to accompodate the business of the commnity."

Late in 1925 the examiner made further comments on the character
of the real estate loans and criticlzed the concentration of loans in the
real estate field. His statement follows:

"+ « +» A will be noted from the report, a large part of the
bank's loans are tisd up in some manner with recal estato. 4
number of the bank'!s directors are active in this line. The
credit files of the bank are very complete, end thnere is every
indication that care is used in granting lines of credit. The
President was informed, however, that the loans of the bank
should be more diversified, as the percentage of loans allied
with real estate trensactions was too large. Benk has a mumber
of loans to tuilding and loan associetions and these were gons
over with the President and he stated, as far as the officers
could determine, they were doing a safe business in asgsisting
home-buyers, and that to their knowledge, no funds were being
loaned to real estete enterprises on a large scale, The Presi-
dent and some of the directors eare interested in the

Gorp, and the Corp. These companies furnish regular
statements and show progress. The leana to these companies ap-
Pear safely secursd. His attention was directed to the mumber
of loans secured by stock of these companies, and as some of the
loans are of long standing, he was advised that regular ond me~
terial reductions should be obtained from all borrowsrs wnere
loans are renewed end all demand notes should be changed to
time. The bank has a mumber of loans secured by real estate
lieng, The bank's equity appears to be adecuate, and the Presi-
dent advises that a mumber of these loans are only tcaporary.
Banz alsg has a number of sma2ll loans secured by entered judg-
ments, and the majority of the loans are $500.00 or under. It
is possible that some of these don't conform to Section 2k,
Federal Reserve Act, but in case of very sarll borrowers who
borrow for personal rather than business reasons, payments in
full or reductions are more easily obtainable, as long as a
judgment is on record, The officers were advised, however, that
adequate information should be on file, The bank is rapidly re-
ducing the unlawful real estate loans, and only two small ones
remain, which ere having attention.!

In February, 1926, the examiner stated that 624 per cent of the
tank's losng wers real estete loans, some of them to Puilding and loan ssso-

ciations which were violating tihe law, The coxment follows:
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"Approximately 624% of the bank's loans are tied up with
real estate (secured and unsecured) $U87,000 to Building and
Loan Associations, which associations the President assures
are carefully managed, althougn his attention was called to
the fact that soms of taem had been borrowing in excess of ths
state limit (25% of withdrawal value of shares). Tne loans to
real estate dealers and bullders are to parties known to ths
directors, and wuere unsecured are supported by financial
statements."

In October, 1926, the bank was still heavily involved in real estate

loans, as shown by the following gquotation:

", « « Over ons-half of the bank's loans are tied up with real
eptate,s These lines are to building and lean associations,
real estate dealers, builders, and loans secured by real es-
tate mortgeges. The President agaln mssured the associntlons
borrowing were doing a safe building ard loan business, and
that the builders and real estate borrowers were all people
known to the Directors end considered capable in their line.!

In May, 1927, the subsldence of the real estate boom had begun to
affect the real estate loans adversely, s siiown by the following statement

of the examiner:

“This is a neighborhood bank located in (the examiner
names a suburban section of a large city). They also conduct
an office over a mile away. Mr. A, the President, is an attor-
ney, and interested in a mumber of concerns, many of which deal
in, or finance real estate., He, therefore, thlnks, to a large
extent, in terms of real estate values, although it is believed
ke is conservative and capable, and does not let the bank teke
unwise risks, As at previocus examlnations, e large percentege
of the loans are tied up with real estate, Heal esinte busi-
ness is very quiet, and has been for some time. The staterent
files of the bank are very complete, which indicates a proper
investigation of all lines. Most loans allied with real estate
are more or lese slow, and the mensgement was urged to insist
on reductions and obtain security on loans that appeared to be

slow in liguidation.™

In November, 1927, the bank found that ite concentration in lecans

with real estate security was a detriment since if curtailed the amount of

Paper eligible for rediscount at the Federal reserve bank, In this examina-

tion the matter of taking notes from "straw men" wos a&lso mentioned.
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"Approximately 60% of the loans azre connected with real es-
tete (B/L Associations, realtors, builders and loans secured by
mortgages). Concentration of loans in this type of business has
existed for soms time, The matter was discussed with the Presi-
dent and Cashier, and they agreed it would be necessary to diver-
sify ite business wore. 'This was brought to their attention when
they found it necessary to rediecount, as the amount of eligible
Paper was comparatively small, The necessity of reducing the slow
and doubtful items was brought to the attention of the management,
The other real es*ate owned and carried in Suspense Account shows
an increase. They were urged to make every effort to get these
unprofitable items out of the bank, It might be added that the
real estate business 1s, £nd has been very dull. +.... The met-
ter of taking 'straw makers! on notes in connection with renl es-
tate loans was also dlgcussed, This is an o0ld practice with real
estate borrowers. The manasgemsnt has promised in the future to
obtain detailed informatlon in connection with all mortgage loans
(particularly those submitted by real estate dealers and builders)
end ‘straw! mekers will be refused,f

In Mey, 1928, the examiner's comment containg furtoer deteils of
the loans to V"straw men." The quotetion follows:

HUOonecentration in loans allled with real estate continues.
There are e number of loens to building and loen essociations,
but officers state they are doing a safe business, A large per-
centage of locns are secured by wortgages., Thnere are stlll some
real estate loans in this bank on which the makers are only
'straw men.! The Pregident is looking into them, will furnish
the name of the real borrower, and they will be eliminated if
found to be unlawful: as an example of this practice there zre
two mortgage loans to Z totaling $22,500. This man is a watch-
man in the bank, The officers were azain advised that a detailed
record of all real estate loans should be in the bank, and if
'straw men' were used, the name of the actual borrower should al-
ways be known. The amount of slow and doubtful loans and the
Suspense items contimue %to increase in total, (exceeding the Sur-
plus and Profits of the bank). Meny of the loans are very slow
and will require time to work down. The Suspense account repre-
sents real estate acquired through sales to protect old debts.
There are enough real estate people associated with this bank
to make a market so that the bonk can dispose of these properties,!

In November, 1928, the examiner commented at some length on the evil
effects of concentrating in loans on real estate. BSuch loans were criticized
as being slow and frequently leading to the acquisition of other real estate,
in which cnse the bank incurs oxpenses for taxntion and other items. The
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gquetotion follows:

Digitized for FRASER

" .+ . There are a rumber of men on the Board of Directors who are
in the real estate business and the bank has always handled a mum-
ber of loans dealing with real estate transactions, A4s a result

the bank has contimually beer criticised for concentration in loans
allied with real estate. A large amount is loaned to various build-
ing and loan associations, but the management assure they are well
known to them and that they are engoged in o safe and legitimate
building and loan business, There are other loans to persons en-
gaged in the real estate btusineass and builders. Over one millien
dollars of the loans are secured by mortgazes or judgments, mostly
the former. A mumber of these loans have been to builders, and
while the equity is there to secure the bank, it 1s believed 1t
would be a rather slow job liguidating some of them, if payment were
required and demanded. The amount of slow and doubtful loans and
the Other Real Estate account contime to msterially increase.
(Slow end Doubtful loans: Suspense afe; Total of these two accounts
classed asg Slow, Doubtful and Loss is about 70% of the capital, sar-
Plus and profits of the bank). A number of the loans go listed are
believed to be very slow and will require time to completely ligqui-
date., The losses estimated will be charged off. Regarding the
'0ther Real Estate Account,! this has been incroased over 100% since
the last examination, and ropresents real estate acquired through
sales and wnich the bank hes purciased to protect themselves from
possible loss on old debts. Thelr judgment is questioned in ac-
quiring some of the items in this list andit is believed they would
have been as well, if not better off, to have taken the small ini-
tial loss, instead of acquiring a large amount of real estate, some
of which is not paying any income, and then take a long tlme to sell
it, in the meantime, having to pay taxes and other expenses., The
large line is alpo one for consideration and action. iWhile the M
Corporation has no llability to tie vank on these mortgages, never-
theless, the originel parties glving the mortguges now nave no re-
sponsibility ard the M Corp. has taken over the properties to pre-
tzct their 1liens, and of course nave to poy interest on mortgages
to the bank, It is their intention to telke these mortgages cut of
the bank, This entire situation was discussed with the President
and Cashier, and their attention directed to tue lorge cmount of
slow assets the bank h=d and waich requlred some action on the part
of the management. The bank has been borrowing since the last ex-
emination and will continue to do so unless tie real estate concen-
tration is reduced. There are some real estate dealers in tie bank
who borrow constantly and by calling some of thelr loans and reduc-
ing the number of loans to building and loan associations, the bank
should be able to o out of debt, They were also requested to see
in the future that @ll informatlon in connection with real estate
loans including the committee report in detail shall be placed in
the files so that an examiner can readily obtain the detalls of
each lopn, as many of them are very much involved, due to the prac-

tice among resl estate poople of using 'Strow men.t®
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In May, 1929, the examiner described an unsuccessful effort Dy the
to digposs of other real estate.

» Since last examination a Renl Estate Committee composed of
tors has been named, but no progress has been made toward
ng any properties, 3=Excliange of properties was arranged in
ase, but only time will tell whether tnls action was wise.

The management was requested in the future to discourage ex-
changes and only =ske sales, of their real estate. Tne Board
nas & mumber of members in the real estate business, and the

Tact
ties
E at
cult
have

that they have been unable to do anything with the proper-
owned by the bank confirms the roport that real estate in
this time is not moving at all, In fact it is very 4iffi-
to sell any real estate in the outlying sections. Taore

been a mumber of foreclosures in tae City and a number of

bullding and Loan Associations have had to take over their

PTrope
Ssome

rties, This bank loans to a rumber of Associations and
of their statements show that they have taken over real

estate, The management, however, say that they are acquainted

with

tiiese Assgclations and feel they are capably managed and

in safe condition. Tiils is a neighborhood bank in the {examlner
names suburban section of a largze city). Tnere is very little
demand for commercial loans and a very large percentage of the
loans are allied with real estate, including loans on mort-
gages, Some of their mortgage loans do not conform to law and

they

heve been requested to collect them. There are also a

mimber of loans secured by assigned mortgages, The menagement
was requested to look these over 25 somo of them should be col-

lected. "

In the same examination the examiner described the general cordition of tlie

bank in the following words:

. The Cashier was requested to see that full reports in

connec<ion with all real estate loans be compiled and put in

the bank along with the mortgages. Many of the real estate
transactions are so involved that it is diffiecult to find out

Just whe the party is that is belng accommodated.

The follow-

ing facts stand out at this examination: Deposits nave de-
¢lired; bank has bean regular borrower; large amount of slow
and doubtful items, including real estate owned and bond de-
Preciation; unlawful real estate loans and concentration in
loons comnected with the financing of real estate.”

In Wovember, 1929, the progressive doterioration in the real es-

tate situation and in the assets of the subject bank was described by the

8Xaminer aes follows:
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"This is a neighborhood bank located in (examiner names
suburban section of a large clty)., Wiile the bank has loans
to a mumber of customers in that section, the larger part of
their business has been to real estate developers, loans on
real estate security, torrowers financing mortgages end build-
ing and loan associatlions. The real estate situation in E is
not good and' it is hard to sell any real estate and only then
at a much lower figure than cost, The building and loan situa-
tion is even worse. Many propertles have been taken over;
stockholders have been withdrawing their funds and it is a
very difficult matter to tell waica are good associztions and
which are mot. 4 sort of mortgage moratorium has been declared
ond it is my understanding that & mumber of tirust companies and
others holding mortgages have agreed not to call any thot are
due ot this time Dut will carry them along if interest is poid.
With this background and the fact that this bank has a large
ampunt of real estate on hand; loans to bullding nssociations;
mortgoge loans and other loans allied with recl estate; it is
easler to appreciate the problem they have., Thils bank has a
nmumber of real estote men connected wlth the Board and they
doe think aond always have thought in terms of raal estote. The
concentration has been repentedly criticised, ond it is only
of late that the active monogement has agroed with the examiner
thot some plan for breaking up this concentration will have to
be ecdopted and followed. There 1s a large amount of slow and
doubtful assets in the bank, showing an increase over the last
examination, Most of them will require time to work out. The
estimated losses should be charged off and the value of the
doubtful items obtained, In comnection with other real estate
owned, these propertiss should be re-appraised and it is be-
lieved it will be found the bank value is high. The manage-
ment was advised that the excesg loan mst be brought within
the lawful limit and they were further advised of the liebllity

of the directors,"

In May, 1930, the undesirable concentration of real estate loans

was described by the examiner in the following terms:
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"he real estate situation in E has been very bad and shows
very little improvement, BReal estate is worth what it will
bring, which is considerably less taan prices obtainable a few
years ago and present day appraisemonts are at best an expert
guess, This bank has over 62% of its loans tied up with real
estate finencing {$1,120M secured by zortgages; $4UI0M to build-
ing and loan associations; $164M to real estate dealers and
$212M to builders, churches, hotels and loans secured by jude-
mente and mortgage finance compeny stock). Regarding the moTt-
gage loans, 1t is believed the bank is protected by suffigient
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equities, but these loans are not readily collectible and in
order to get them out of this bank, practically all of them
will have to be refinanced elsewhere. The benk 1s after the
building and loan associstions and requiring reductions. Since
last examination over $100M has been collected from the various
assoclations borirowing, Loans to real estate dealers and bulld-
ers are 211 more or less slow,!

At the time of this ex .mination, ‘the bank had real ectate loans of $1,912,000,

out of total loans of $3,055,000,

The last examination of this bank was made in Decesber, 1930, at
which time the examiner placed the responsibility for the bank'!s deplorable
condition squarely on the shoulders of the directors. His comment follows:

"e . . At this writing, no benk or trust company can be found
that is willing to attempt to liquidate the bank, Thne direc-
tors of this bank are responsible for its condition and mony
of the loans are either to themselves; concerne in which they
have an interest; loans to acquaintances and financing of real
estate which they have recommended,"

In case 169 the judgment of the bank officials was warped by specu-
lative optimism regarding the future of real estate values following tne
opening of a new bridge. The boom collapsed and left the bank with a large

volume of frogen loans. Ia July, 1929, the examiner described this situation

and expressed the view that the bank would be able to work cut of its Qiffi-

culties,

%, . . This bani, like others in the ocutlying
districts, is suffering from the slump that followed the
real estate boom of 1925, There was then widespread opti-
mism as to the results to come from the building of the

__ Bridge, and land development operations, and ex-
tended building neld full swWay, There was 2 somaswhat gener-
al participation in these movemenis which were furtne? en-
couraged by the progrem of roadbuilding and boulevarding
hersabouts, iith the collapse of tixe boom and its high
prices, and the entanglement of so many individuals therein,
the re-action left little market for real estate, even at
normal or sub-normal prices. Foreclosures have now had
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their run, and, for the first time since the boom, there seems
to be an awakening in real estate. Rental property is filling
up instead of standing idle. 4e a result of the combination

of Company and ___ » and tie increased mamifac-
turing activities wnich will have for their center,

the pormlation of the city, itself, should increase, forthwitn,
about 19,000. The Mamufacturing Company will employ
about 600 in its factory about a nile and a half from this banlk.
In the liquidatio. of its loens witn various real estate fea-
tures, the bank does not depend uvon 'boom! prices, but rather
upon a return to normal activity. Tnere aas been notuing to

do, but wait until the stagnetion passed. Sad the bank pressed
for payment, it would have been acquiring real estate, instead -
of gimply allowing it customers to ieep up their intereet mean-
wnile., Tine new President has decided trading ability, and is
adroit in the handling of situations, so that with a better-
ment whichh is evidently at hand along real estote lines, should
be able, before long, to work owt of bank, & mumber of loans
which it has carried daring the dull period."

By August, 1930, these hopes nad largely vanisihed, as saown by the

following quotation:

“londition micih the same as prevailed =t lesst examina~
tion. A large portion of the loans are dependent upon real
estate and thne officers and directors, individually or
through companies forzed for the purpose, are speculating
with the bank's funds. ifhile some of them have made a pre-
tense of depositing collateral, it is 1llttle more then e
sham because they deposit shares of stock of the companies
in whiose name title is taken to tie real estate. The whole
trouble arises from a visionary boom in real estate values
anticipeted wien the Liver Bridge was built and
everybody who could magter up sufficieat credit bougnt real
estate with the expectation of reselling at 2 hendsome prof-
it, TFailure to realize their nopes left the bank with & lot
of slow loans and questionable security.”

In case 219 the bank was in tioe habit of making loans on real es-
tate up to 100 per cent of the appraised value of tihe property, as shown by

the examinert!s comment in November, 1928.

"Policy of loaning up to one lundred per cent of ep-
praised value of reel estete subject to criticism.”
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In cace 154 tne bank made mistekes in granting loans for conetruc-
tion, In kay, 1930, the examiner criticlzed "illegal leans upon real estate,
principally construction leans, at greater than 50 per cent of the market
value of the properties." In April, 1924, an excessive loan for the constiuc-
tion of a large reserv.ir was described as follows:

", . . Many estimated losses remain together with a large
amount of doubtful paper in which losses will probably de-
velop. By far, tie most important matter is the ex~
cess loan, whose outcoms 1s dependent on the completion of a
large reserveir construction contract for the of

ithile this loan ig enormously exceseive and varies up and
down as the advances to the contractors ere made and repeid,
tnere seems to be notning to do but corry tie loan to comple-
tion of the contract, Thise loan was in the bank wnen con-
verted to the System. No one can tell whether loss
or profit will result. The bank ls in the contracting btusi-
negs to tne extent of this loan,"

In May, 1925, the reservoir loen was believed to contain a large

loss, as shown by the following comment:

N, « . First: The contract. Ne one knows how this
will come cut. This bank has ceased ‘o make advances and the
contract is to be financed to completion by . I be-
lieve that a heavy loss will be sustained. The estimate of

$300,000 is wholly arbitrary."

Excegsive Loans to Temants, - Among the suspended banks there were

many cases where bankers failed to realize that a terant's ability to repay

&8 loan depends almost entirely on his earning powel. Loans were made based
on the tenant's chattels, and when it was found trat these loans could not

be repaid at maturity taey were renered, frequently for larger amounts, uatil
they becamne thoroughly frozen and developed into losses. A few illustrations
In case 86 tae examiner urote

will indicate the nature of the mistakes made.

in 1921:
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“Péper reflects poor judgment in the grenting of credit.
Loans are largely slow and non-liquii with some losses probable
on insufficiently secured tenant farzey loans."

This case contimued to become more aggravated during succeeding
years, and in February, 1926, the examinar wrote:

"Lacks executive ability and forcefulness. Lacks offi-
cers who imow how to run a bank and keep it solvent, Lacks
men of vision and moral courage. The bank's assets are negli-
gently and recklessly handled. Funds are loaned to 'honest
fellows! who happen to apply, apparently without referemce to
security.!

The next examiner wrote in July, 1926:

"Evidently unsecured credit was forrerly advanced with.
out inquiry as to borrower's financial responsibility, with
the result that the bank now finde itself burdened with a
mass of slow and doubtful assets.”

The bank by this time had been placed in a vulnerable position, and

in succeeding yeers crop fallures occurred .aich caused the bank's final sus-

Dension in 1927,

In March, 1926, further complications in connection with the reser-

voir loan developed, as shown by the following quotation:

n, . . First: The contract. No one lknows how this will
come out. This bank hag ceased to makxe advances and the con-

tract is to be financed to completion by . It has.not yot
been determined whether the dam has slipped during the
past winter., If it has not slipped the contract will probably

be completed leaving a clzim of approximately $1,400,000 against
the City of . No one knows when or hov this claim will
be settled and in my judgment a loss of at least $300,000 should
be estimated on the unsecured portion of the debt neld. In view
of the prospective litigation such figures have not been set up

in the peport."

At varions times in the later history of tiis bank its claim against the city

on account of this reservoir was mentioned but the quotations were too indef-

inite to be of value in tnis study.
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In December, 1923, a further misuse of loanable Tunds by tnls bank

extensions for the construction of apa:tment houses was described

in the following terms:

.« The ! —. Line! so called is an ocutgrowth of un-
wise financing of construction mortgaze loans for and
his interests. In addition to direct loans to _ and
his company, the . Company otiler loans were made col-
lateralal Wy mortgages understood to have been legal for a na-
tional bank., Proceeds were used to finance the constiuction
of apartment houses and loans were to be temporary only, until
Bavings bank mortgages could be obtelned. was the
operateor who arranged the financing, Difficulty hns been en-
countered in placing mortgages and this venk has been forced
to contimue its advances in order that properties might be
completed and placed in a position whers sales mey be possible,
or mortgeges placed eo tnat such advances may be liguildated.,
Loans clearly above the valuo limit for rezl estate loans
have resulted and in addition, in my opinion, loans in ex-
cess of the legal limit to one borrower have alco been made.
Totel advances on these mortgage lo2ns nave been very large,
but participations out have reduced the totals to fizures
which would be legal if such participations are bona fide.

In some instances, the money advanced for participations

has come from ocutside this bank and there 1s no criticism

on the basis of excessive loans. In two instances, however,
loans have been made by the bank for the purpose of allow-
ing the borrowers to participate in the real estate loans
and in exactly the same amount as their boxrowings and on
the same date. This was done to avoid havlug excessive loans
to the mortegage loan signers and the participants are con-
sidered to be accommadetion signers only. As shiown in the
schedule of excessive loaans, I do not consider that the 11-
legal feature has been avolded. President ___ _ disagress
with this clagseification and argues that the loans are en-
tirely within the law in this report."

In case 105 the examiner gave the bank some good advice which,

if followed, might have forestalled later troubles, In 1923 he advised:
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"A discontimiance of the policy of lending money in ma-
terial amounts to tenant formers and othors financlally irre-
sponsidble, on the probability that they will meke a cotton
erop or in some other manner produce & basle of credit by
the maturity of the paper.”

fase 118 was a bank located in the rice growing section, which
was not sufficlently conservative in ite loane to tenants growing rico.
The examiner described the lending pollicy of this bank in February, 1921,
as follows:

"Barious condition of bani Is result of incompetent
management aand excessive ralns nnd floods coming just at the
time when rice erop was ready to harvest, rulning a large
part of the crop, and preventing threshing. Thils happened
last November and tho rice has beon in the fields until thip
writing, threshinz having just commenced. Former managenent
made loans in large amounts to tonant farmers, depending, in
most cases, on rice for payment. This has been a profitablo
cron for past three years, ond last season tho growers thousht
they would make a tremendous proflt, and put in 211 the land
they could got under lemse, borrowing all the bank would let
them have to do so. Rice is expensive to put in, and bank
loaned to 1imit on notiaing but prospects.”

In case 10U the examlner in 1928 looked backward over the history

of the banlt and commented on the errars in loans to tenants and thelr effects.

L3

His description of the fallure to use sound judguent 1n tenant loans was as
follows:

"It was found that a large rumber of lines under $500
weTe gpparently worthless. Meny were begun in 1922 nud 1923
with an original loan of, say, $25 to a tenent fermer on o
unsecurcd basis, and being unpald was incroased by Interest
and a new loan gronted from time to time. In thle way, papur
has accwmilated which is certainly worthlese under the manage-
ment of the officers who have directed the aifairs of the bark,
and presumably will not be collected by the recelver."
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Placed Papor, Non-resident Loans, loans to Accommodate
Qther Banks, and Split Loans

The types of loans emumerated in the title of this section ars all
somewhat similar and shade into each other iz such a way that separate treat-
ment of each class 1s difficult., There is nothing specifically wrong with
any of the types of loans mentioned ebeve when they are handled properly
and the same principles are followed as in malking other good loans. The
banldng troubles centering around these classes of loans arise from the mals-
ing of such loans either without sufficient credit information or to further
the selfish purposes of the bank management, Errors in these loans wore
frequent. JAmong the 225 failed banks used in this study, errors from placed
paper were mentioned in 27 cases, loans to accommodate other ban'm wero crit-
icized in 22 cases, split loans betweon banks wore criticized in 15 cases,

end non-resident loans were criticized in 10 cases.

Placed Paper. — Placed paper consists of bills roceivable of ono

bank which are purchased by another bank, Izn its best form placed paper
consists of high~grade notes which one danic sells to another bank as a liquid
Investment for the second benls As will be seen from the following illustra-
tions, this purpose in placed paper is frequently distorted into the sale of
undesirable notes from ono bank to affiliatod banks to evade tho crifticism
of examinors. (In some parts of tho country tho bank selling its paper to

enother bank classes such paper as "sold out" paper.)

case LUl is an excellent illustration of a ban', well run as to its
local business, but mulcted by the management of the chain of banks %o vhich
it belonged through the sale to this ban!z of undesirable notes. A letter
accompanying this case history and writton by the Federal reserve agent of
ity district outlines the development of this case very clearly, as follows:
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"In my opinion, Bank Y4 is onoe cese in which a bank with
good management failed. It is my understanding that all tho
losses occurred in loans placed in the bank by A. Company.
These loans wers accepted by the active management bocause of
the implieit confidence which the manngement had in the integ-
rity, ability, and financlal strength of A. The X, Company of
T was the central banl of the A, Company's chain of benks. The
Y bankt and A. Campany placed enough paper in Bank U4 to render
it insolvent. I am advised that the loans and other assets
that were taken on the judgment of the local management wers of
an umsually liquid type. The question naturally arises 'Can
the management of a bank be good that would permit such a largo
volume of loans to be acquired fron onc socurce without making
an Independent investigation?! Tho filec of the offlce of the
Comptroller of the Currency will show coples of ths lottors
from the Comptrollerts office to the bank in which the Comp—
troller instructed rednction of the A, Company line, and in
which he finally advised the directors that they would be per—
sonally responsible for less if the line was not reduced to a
reasonable amount. Ir making loans to other than A. Company,
the bank made close crodit investigations and used its inde~
pendent judgment in accepting the loons. The management was
bad to the extent that it failed to wse these same pafeguards
in loans mado to or through A. Company acnd the X. Company of
Y_ I

Case 71 is another illustration of a bank which was a member of a
chain banking system and where the owners of tho chaia placed undesirable
notes of one bank in another bank, at times approaching criminal violation
of law in so doing. In this bank the purchase of notes from other banks
in the chain was habitually practicod from tho boglnning of the case his-
tory in 1920. In the first exsminatlon of the history the examlner wrote:

MTARGE LINES: Some improvement in largo lines, as a

guarantoe has boen obtained from the _  Famm Mortgago Com-
pany, and credit statemonts are on file supporting papor

talmn from the Bank of N » The lines arec still
carried in too large amounts and in peor shape.'

Thig paper was lmown to bo undosirable but it remained in tho bank, and in

December, 1921, the exsminer made the following commont 3

"The bank allowed a large amount o? paper to be tﬂ.l:l?n :.i.n
from closely affilinted banks, and now is having great diffi-
culty in removing any of it. Thereln lies the worst feature

of tho bank's present conditlon."
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At the close of 1923 paper of this fype was still being hold. The examiner
did not specifically criticize this paper as slow, doubtful or loss but
merely questloned the advisability of carrying paper of this port ns a
secondary reserve, His comments follow;

"LARGE LINES: The bank line listed and discuscod at some
leagth has been criticised as it is practically all paper taken
from other banks which directors of this bank are interested in.
Presumably, the paper is at least fair, but statements do not
accompany all unsecured loans, and the socurity on the collater-
&lled loans is frequently held by the sending bank so that an
accurate checkX is impossible. Your examiner queations the ad-
visability of taking such a large proportion of this papor which
emanates from the surrounding territory and is no more 1iquid
than its own paper. As long as the bank has surplus funds, it
should be carrying a fair proportion of 1iquid asgets in the
form of prime commerclal peper, Treasury Certificates or Liber-
ty Bonds, and the management was so advised.”

Examiners continued to criticize this misuse of the practico of

buying placed paper during subsequent years, but they began to experience
difficulties in identifylng such paper because the managers of the chain

apparently disgniced such notes by having them made out on the note form

of the purchasing bank. In 1928 the examiner wrote:

"There is belleved to exist in many of the banks operated
by the Y and Z system exchanged notes of various banks and,
while there may be some oxlsting here, they cannot be identl-
fied, as the loans carried are all on this bank's form of note."

By the summer of 1929 the condition of this bank had become very precarious
with estimated losses larger than the combined capital and surplus of the

bank, and large amounts of slow and doubtful aesets. At that time the ex-

eminer wrote:

YPLACED PAPER: OQther banks of this chein are carrying
paper of very inferior quality for this bank, which recipro-
cates by carrylng the same class of paper for them. This
highly objectionable and unmsournd practlice, .toge?her.with the
preceding criticism (loans to relatives), is primarily the
cause of the deplorable condition of this banlk.”

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



Finally, a short while befors the bank closed, the examiner sum-
marized the wrecking of thls profitable bank by the bank management in the

followlng words:

'Exploitation by officers and directors for their own in-
terests and that of their relatives and affiliated interests
is the chief reason for the deplorable condition of this bank.
This bank, orgarized under a state charter with a $10,000.00
capital, has increased its cepital to $25,000,00 and surplus
to $25,000.00 from earnings; has paid its shereholdera $60,500.00
in cash dividends; has capitalized the Iavestment Company,
a ghareholders' concern, with a $45,000,00 capital, and, in ad~
dition to that wonderful record, it has charged out over
$95,000.00 of losses that have been placed in this bank by tho
dominant interests of their afflliated concerns and their own
borrowings, and $20,000.00 of losses on this type of paper still
remain in the bank, This record borders on the criminal, and
yet Mr. Y. feels no sense of gullt, but is trying desperately %o
saddle this hopelessly insolvent bank on to local farmers by re-
selling his gtock to them through Cashier X."

Examples also occurred among the cases studied showing the dengers
of placing paper from the standpoini of the benl selling the nofss, In
case 65 some of these pitfalls were described in 1921 as follows;

"In addition, ¥r. 2., vresident, secured by mecrigage
$20,000.00 of placed »ager, held by the Cattle Loan
Comsany and the Bank of , vithout recourse
on the bank, This waver was causing serious embarrassment,
the holders threatening irmediate actin if the same was
not fully nrotecteds ..... The banic has outstanding still,
in addition to the maper held by the Bank of

, above mentioned, a2tout $60,000,0C of otler mlaced
paser, Approximately $50,000,00 of this pader is held by
the X banks in , and ¥r, X., father of the cashier,
assured me that ne would see that this —aser was taken care
of in such a way as not to embarrass the bani.'

A second example of the hazarde of placed paper, or "sold out"
Paper, as it is called in this instence, was found in case 90. In 1923

the ezaminer wrote:

"This ig an exchange of paper between the subject banl
and its correspondent banlk at . At the ftine of ?his X~
amination, its correspondent bank is carrying spproximately

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



$67,300 of the so-called 'sold out! paper, and this bank, in
turn, is cerrying approximately $43,000 of paper for its cor-
respondent bank, Should the correspondent bank undertaks to
hold this bank liable on the ranch company line (amount
$33,000 'so0ld out! and $2,500 carried in subject bank) the line
may present a serious problem to this bank, as the line is not
fully coversd by security.”

The following footnote inserted by the Federal reserve bank de-
scribed later developments in the "sold out!" paper of this bank,

ILeter correspondence on file in the offics of the Chief
Netional Bank Examiner disclosed the fact that the bank carry-
ing the 'so0ld out?! paper charged matured notes in the amount of
428,000 and did not credit renewals, and returned one draft of
the subject bank, claiming that the subject bank!s account was
overdrawn, which, of couree, camsed the subject bank consider-
able embarrassment., One of the contributing, if not the prin-
cipal, factors resulting in the suspension of the subject bank
was its 'gold out! paper."

Non~resident Loans. - In some localities the demand for loans was

epparently insufficient to use the lending capacity of 'ba.n.kslup to the de-
gired amount, and these banks went outside of their community to secure loans
Where these loans were made without proper regerd for conservative loan
limits or on the recamendation of brokers interested only in selling the

loan, difficulties arose. In case 32 this type of loen was criticized by

the examiner in 1922, as follows:

Whe officers are capable men but were too optimistic
through the period of inflation and the bank is loaded with
paper of a very slow nature. Some improvement in the way of
reducing and securing bas been made, but the general condi~
tion of loams is unsatisfactory, and there is much work to
do which, if neglected, will result in heavy losses. Appar-
ently, they sought outside paper of & capital and promotion

. nature, Ono reason for the bank having to borrow is the
largo amount of mnon~resident and non~custamer paper on hand. -
This paper is menacing to an extent, and will apparently be
slow in liguidating."

Loans to Accommodate Other Banks. — In this class of loan also it

is only the abuse of such loans that is held up for criticism. It is sound
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banling practice for correspondent banks to make loens with adequate security
to other banks having relatioms with them, but it is quite another thing for
one bank to malke loans to an affiliated bank to provent it frem closing, and
without adequate security. It is this class of loan with which the follow—
ing illustrations are concerned. In case 29 the growth of the practice of
supporting a weak affillated bank by accommodation loans was described as

follows:

Tha president for the past several years had devoted
the larger part of his time to the affairs of the bank, and
hes gradually increased deposits. However, together with
this increase in tusiness of the bank he has alseo increased
his outgide holdings to where his operations have btecome
extensive and his indebtedness heavy. It is believed that
a large amount of the paper listed as slow in this report
found its way into the bank through these operations. Par-
ticular attention is called to approximately $100,000 in
loans telen for the accommodation of a neighboring ban'z in

" which the president of this baunk is Interested and vhich
bank is believed to be in financlal difficulties. This
bank has been instructed that accommodation loans of this
character should be curtailed materially and that in ex-
aminer!s opinion this particular item of criticism should

be watched carefully and followed up,."
A year later this practice mes described as follows:

"The president is borrowing heavily through his affili-
ated concerns and a large part of the slow paper undoubtedly
came through the neighboring state bank in which he is heavi~
ly interested. The president is meking efforis to reduce

this indebtedness.”

In 1927 the examiner stated that the directors of the bank were fully aware

of the president's practice in this matter:

"For the past several examinations, criticism has been
directed toward the line of credit, direct and indirect, ex-
tended to a state bank in a2 neighboring town in vhich the presi-
dent is heavily interested. This state bank is mown fto be in
a very bad condition and it is the president's intention to
work out this bad condition by placing a large amount of that
benlc's paper in this banls The directors of this bank are
fully aware of the reason that this accommodation line is being
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extended. It is the opinion of the exawiner that 1%t would
be the best policy for the bank to build up a good secondary
reserve in bonds, instead of taking a chance on a proposition
of this ldnd."

Another similar case was 57. In 1921 this bank even violated the
law to extend asslstance to two affiliated banks, The exeminer apperently
opposed this practice for he maeds the followlng statement:

"EXCESSIVE LOANS: As shown on Page 5, wmsual methods
have been resorted to in order to loan bank!s funds to two
State institutions contrelled by Directors. Apparently, both
banks have been in seriously sxtendsd condition since the
early part of January of this year, and probably longer.
Judging by information obtained frem Directors, your Exam-
iner 1is convincad that it was clearly undsrstood that the
law was being violated, Directora! defense being that it was
merely a matter of leeping the banks from closing,"

The next examiner visilting the bank later in 1921 condoned this practica in

the following statemont:

WEXCESS ILOANS: To affillated baaks for purpose of tem-
porary accommodation to forestall possible cloeing. On ac-
count of closing of several state banks in this vicinity,
these banks wore in an extendsd condition end help was neces-
sary to leep them going. If they had closed, the effect on
othor banks in county would perhaps have worked a great
hardship. Therefore, accommodations appear warranted, but
should be reduced at once.'

Whatovor the merits of supporting the weak affiliated institutions,
it appears that it was dangerous to allow these weak banks to loan on the

strongor institutions. This matter was discussed by tha next examiner in

1922 as follows:

"As ghown by this roport, tho baniz is in an exceedingly
unsetisfactory condition, the cause of which is in a great
moasure due to the financing of benks and other interests
controlled by the %Y combination, who control and dominate
this bank, EXCESS IOANS: The sxcess loans to banks were
brought ebout by advancing money to their ba.nl_cs that were
struggling under financial difi'icult:!.oa, a1_1d it was clalmed
that this procedure was taken to avoid their cleosing. The
funds were advanced with the understanding that it was to
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be only temporarily, but it has now become more or less
permanent with no Ymmediastc prospects for reduction to the
legal 1limit. It 1s claimed that these banke have loans with
the War Flnance Corporation which have been approved and as
soon a3 the returns are recelved these loans will be reduced,
but not sufficlent funds will be avallable for e reduction
to within the limltations of Sec. 5200. X and Y hold the
control of the State Banks that ore excessive borrowers, and
it 1s shown beyond a doubt thot thoy have abused their con-
trol by accepting the loams, which, in your examiner!s opin-
lon, have greatly endangered this bart. It would rppear Ifrom
thelr financial statcmonts that they are men with sufficilent
financial responsibility to finance their cnterprises from
other sources than this bank."

Split Loana. - Two or more country banks sometimes split a loan to
& borrower, and split loane frequently mcan loans berond sound limits. In
case 98 the examiner wrote in 1922:

"The former management took on entirely too many large
cattlemen and floated ihe loans ir Y and 2, and left this
bank, in some cases, with tho unsccured end."

In 1923 the examiner described this split loan policy as follows:

Therever a bank has meintnined a poliecy of lending
their 1limit loan to a borrower and then lending him &3 much
as he wanted through a loan company attached to the bank,
or lending him money for some ecstern denk, the lending bonlk
has alwnys had o difficult proposition and probablo losscs
to foce. That 1s the situction uere.”

In case 89 the bank management apparently made enlit loans with
other banks ag an outlet for wmsed lending power. The character and pur-
poses of the split loans were described & follows in 1922

The President dictates the policies of the bank and,
as heretofore stated, is interested Iin two ot@er Counsly
banks and is apparently using the funds of Fhls.bam: to
further his interests in the other two institutions. The
loans the subject bank is carrying for the two benks are
not first class, since it is evident thet frequently the
berrowere plso owe one, and, in some instances, both of the
other banks the legel loan limit; thoso borkxe, in many in-
stances, holding the first mortgages on such borrowers!
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property and this benk haviag no security at all, or security

- that is very unsaetisfactory. The unsecured lineas of credit

under discusslon are bogsed on property statements, the net
worth of which, it would seem, is representod by highly in-
flated real estate values placed on the holdings of the bor-
rowors. Then, %too, in the instances where this bank holds
second mortgages as security the equity could only be pro~
tected by advances whish would be prohibitive. The officers!
and directors! attention was called to the fact that in many
instances heavy lines of credit had beon extended to families,
the credit oxtended being so heavy that it required the legal
loan limit of the two affiliatod banks and the subject banic %o
carry the borrower at a time whon the gubject bank was over—
extendsd and compelled te rediscount in order to carry such
borrowers. 'l

" Loams to Officers for Speculation in Securities

At several banks the exmminer criticized the practice of malking

large loans to the officers and directors of the bank to permit them to

speculate in gecurities. In case 154 the bank management was criticized

vory severely for this practice, The exaniner's comment in 1930 regarding

the poor quality of the management and their unsound practices follows:

"Jith respect to the safety of the menagement, it is evi-
dent that a radical change in policy at least is required. I
believe the violations of law in most Iingtances to be willful
and persistent, and the danger in the heavy loans in this and
affiliated banks to the managlng officers and certain of the
directors for stock speculation, and thoe use of accommodation
notes are obvious. The moral effect alonc on the entire per—
gonnel ig bad. As before stated, the management's position
with respect to the excesslve loans appears to be that the law
has been succescfully evaded. Director is generally re-
putcd to be a plunger, and while he does not in my Judgment
dominate, I believe hls influence is bads If thcse unlawful
and unsound practices continue, the results to this bank and
tho other bamis in the group may be grave, indced. President

and Director have shown a disposition so far to
support these banks with their personal resources, but there
is, of course, a limit to their ability in this respect, and
I beliave they are now groatly oxtended, The other directors,
with the possible excoption of Directors and are
men of limitod moans."

A particular phase of the overextension of credit to the manage-

ment of bank 154 was its practice of malking loans to "straw men." "Straw
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men™ are persons of no financial responsibility who are allowed to sign

notes end borrow funds from the bank, the proceeds of such loans going %o

bank officers or directors, or other favored interests. The reason for thig

indirect method of extending crsdit is elther to allow the individual %o

recelve more credit than he isg legally or finaneially entitled to, or to

nake it umecessary for his name to appear on the bank's record as a bor—

rower. A description of this practice is given in the following comment

written in 1930:

"The use of accommodation notes or straw names for the pur-
pose of dealing in stocles still contimres., 4 loan of $189,250.
went through the books Marcikr 29, 1930 in the name of __
(brother of President employed in the real estate loan
department of the bank) secuved by 2500 shares of Paramount.
This loen was reduced by sundry payments in April, and the
balence paid May 2nd. A similar loan of $221,915. in the name
of (a bank employee) went through the bools also on March
29th, secured by 500 Col, Gas, H00 Con. Gas, 500 Natll Pr. &
It., 1600 Amarada, and 500 Paramount. The balance of this loan
vas paid May 3rd. There was held in cash as a credit at the
date of the exmmimation $137,546.50 arising from the sale of
Westinghouse stock on sundry loans showm in detail on Page 1l.
This cash was not credited to the loans, but was held, no
doubt, for the purpose of buying other stocls when the oppor—
tunity was considered favorable. The note shown in the
slow and doubtful schedules is an instance of stock specula~
tion in an endeavor to recover a loss. ____ has been banl-
rupt for months. Hls note is still carried in the assets,
and there are frequent changes in the collateral securing the

loan,

In bank 156 the exeminer!s comment iz 1930 ehows that this bank

also was following the practice of lending money to "siraw men"” for unde~

sirable purposes. The quotation follows:
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"The sxcessive loan and large line to Aros. (Direc-
tor } is particularly subject to criticism. There 1is no
finemcial statement on file. ___ _ is in the leather business,
real estate, theatres, controls the Trust fo. and is in-
terested in various other enterprises. Ee is a plunger and is
knowm to be a heavy borrower. How mich lie is worth cannot be
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ascertained. Directors were advised that the excessive loan to

Bros., should be reduced to the legal 1imit immediately
and that the straw notes and accommodntion loans should be
eliminated from the bank at once. They were further advised
that credit information regarding should be obtained or
the line placed on a gecured basis or liquidated.”

Criticized Demand lLoang

Bank 172 was in the habit of carrying demand loans as a large part
of its earning assets. These demend loans were collateralled by stocks and
bonds but were ineligible for rediscount at the FPedoral reserve bank and in
gplte of their demand classification, they proved difficult to collect. As
early as 1923 this practice was critlcized by the examiner as follows:

"It was suggested that large amount of demand paper could
be changed to time notes. At present {ime, bank has very 1it~
tle paper eligible for rediscount."

Two years later the same practlice continued as shown by the fol-

lowing quotation:

"Mhs bank continues to carry a large proportion of demand
paper, 61% of total loans being in this form, The apparently
large amount of past due paper is causod by the failurc to col-
lect interest on demand loans, which are billed quarterly.™

In 1928 it bogan to be apparent that the demand loans were frozen,

as shown by tho following comment: .

I"he genoral character of the loans is slow and of capi-
tal nature. Past due paper is exmcessive both as to amount and
mmber, The greater proportion of bonk!s loans are demand, a
mmber of which have been carried without reduction over an ex~
tendsd period. It was recommonded that a plan of amortization
be arranged for these loans in order to prevent their dsvelep-
ing into frozen assets. There is no doubt but that this bank
hes an unusually large amount of slow peper and action should
be talken to curtail accurmlating any additional.!

In the spring of 1929 a furthsr description of these demand loans

was given, as follows:
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"Loans consist mostly of advances to local merchants, real
catate doalers and oil and gas operators. In many instances
the borrowers worth is chiefly in real estate, and the loans
are of a capital pature, having been carried a long time with
little or no reductions. Crodit information is wholly inade~ -
quate, and several lmportant loans were not supported by fi-
nancial statements, Attention is directed to the large amount
of demand loans carried, 78% of the total loans being in this

form, "

At the last exemination of the bank made in April, 1931, the ex—

aminer?s comments showed that the demand loans were still in the bank's

essets, although other circumstances were directly responsible for the clos-

ing of the bank.

iMhe institution is in an extremely ron-liquid conditien.
A lorge portion of the unsecured leans are based upon real op—
tate equities, and the collateral loaas include a mmber of
purely speculative loans to individuals with 1littls financial
responsibility, Many of the latter loans are under-collateraled
at present marlet prices, Due to a combination of circumstances,
vhich included sudden doath of a director, a defalcation, and
friction among the board members, the bank experienced a slow
ran, and during the period from March 1, {0 date of closing the
examination, deposit liabilities declined $490,000.00 in spite
of efforts of ths mansgement to regain the confidence of its
customors. Immediately after closing the examination, efforts
were made to sell the assets 1o two other local benks., Having
been unsuccessful in closing & deal, the bank was closed on
May 4 by the State Banking Department, and a temporary receiver

was appointed, "

Ioans Collsterslled by Bank's Own Stock
or Stock of Affiliates

Several cases were found where banks either had made illegal loans

secured by their owm stock, or had made loans to individuals ard others to

assist in the purchase of the stock of affiliated banks or companies. These

practices were subjected to severe criticismi.

the bank at the same time,
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In case 155 loans were mads to borrowsrs who purchased stock of

Although there is no evidence in the exsminer's
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comnients that the stock was actually pledged to secure the loans, the prac-

tice was critlcized in 1930 as follows:

". « « In further refersnce to loans originally oado to borrow-
ers vho purchagsed stoclk of the bank at the same time, it should
be stated that at the present time the totnl loan to these bor-
romers is $550,324.65 which is $76,027.21 greater than on May 31,
1930, and $29, 637 65 greater than when originally reported in
February, 1930. These loans were apnorently all introduced by
one . Checkings with reputable credit men regarding
this man are not favorable, although no actual dishonesty chargos
mere made. He has beer instrumenteal in introducing other hor-
rowers since the precedlng exemination and same of their loans
are criticized herein, Many of these have coms from the Tr. Co.
recently consolidated with the ___ Banl. '

In case 166 the ban' had boen endeavoring to sell 600 shares of
its stock to responsible outside parties who were bolieved to be able to
bring snocugh business to the bank to place 1t on a satilsfactory earning
basis., Avparently this deal was not completed, and in 1930 it was found
that the banl had eold soene of its stock to a penniless corperation which
borromed ths money from the bank with vhich to nmalm the purchase and pledged
the banzls gtock as collateral. The transactioin was described as follows:

", . » The bankz has a loan to Inc., secured by 139 shares
of this banlts stock. This corporation has no paid in capital
and this stock is the only asset. This loan should never have
been granted, and tallng the bank!s stocl as collateral was
known to all of then to be unlawful,!

In case 219 the bank was criticized in 1925 aad egein in 1928 and

1930 for having loans collateralled by stoclm of affiliated ban'=. In 1928

loans of this nature were made with 670 shares of stock of affiliated banks

as collateral, and by tho spring of 1930 the number of shares of affiliated

banlc stock held as collateral had boen increased to 2,185, In 1931 the

parent benk located in the downtown sectlon of the cliy was taken over by an-
other benk, but as no provision was made for the abgorption of affiliated

banks, the gubject dank sugpondod business, There is na record of what happened
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to the loans secured by stoclm of affiliated banks.

In cage 154 the bank at two different times used its own funds to

support the price of itsstock. In May, 1930, this practice was described

as followa:

" .+ « The settlement gheets in the bond department show numerous
transactions in the bankls own stock. Most of these items are
cleared the same day. It ls admitted by President that support
has been given to the market for the bank's stock, but he denied
that there has TDeen any spesculation by officers or directors in
the stock. He clalms that there has been a considerable bona
fide distribution of stock, which is still going on, that none
of those on the inside have disposed of any of their personal
holdings or profited by stock dealings."

This same bank, case 154, purchased the bonds of an affiliated

corporation to provide funds for that corporation to twy a group of banks.

This practice was described in M¥ay, 1930, as follows:
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i, « « The illegality of the bank's investment in the socurities
of the Trust has been repeatedly criticized by the Examiners
and by your office., There has been some reduction in the amount
of bonds originally vurchased, but on account of lack of marketa~
bility, the bonds have moved slowly, and no definite plan or
promise for their elimination from the bank's assets has been
submitted. The funds supplied to the Trust by the bankis pur-
chase of the bonds have been used for the mosat part in purchas-
ing the controlling intersst in the group of banks above named.
These banks were taken over before the market crash last fall,
and at prices above book values and including large allowances
for good will, The price paid for tho ____ Bank stock was cs-
pecially high, and the condition of the bank requires a furthor
investment or centribution for its support. A detailed state~

ment of the Trust, as sutmitted by thc management, is shown in

the bond end stocks account., The item shown on this statement,
'Demand Loans Secured $127,868.75! is a note sigued by Presi-
dent and Director ___ , secured by stocks and bohds valued
at about $150,000. President stated that the Bank
stoclt shown in this statement was was talen out by him personally
May 28th, in accordance with previous agreement, He further
stated that tho stock was acquired by and came Into the Trust
in connection with the purchase of the Trust Co, An ex-
change of Kational stock for Trust stock was offered
to the ghareholders of the latter, “and the Trust was
caught with this stock which wes not accepted by ____ share-
holders when marknt values declined last November. N
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This practice was again mentioned in March, 1931, in the following
words

", . ., The bank's large investment in the Trust debentures
has long been criticized as illegal and has been very undesir-
able algo, representing as it does, inter-bank financing of a
nature whlch might prove disastrous in times of depression
such as now exist.”

Profits Over Safety, Loans to Capture Buslnesa,
and Loans as Service to Commnity

These three general practices were not frequently mentioned by
tho examiners, but where they occurred they usuelly led to difficulties.

Profits Over Safety. - The most important of the three practices
was the omphnsis on profits over safety. In cose £7 tho oxcminer wrote in
19211

"The present condition of this bark eppears attributavle
mainly to partial crop failures cmd general market declines,
and to e conalderablc oxtent to unwlso business judazment on
the part of officers and directors thru a too generous policy
of extending credit generelly, appoarently always considering
profits and inecreasing of the business, rather than keeplng
prepared for emergencies."

This bank suffered at the same time from the difflculties of declining commodity

Prices and from unwise loans to the ownors of the bank,
In case 97 the emphasis on high earnings ceused troubles beginning
in 1926, In this case the examiner wrote in 1925:

"Management appears capable but in their zeal to siow
a high earning powsr have over-stepped the bounds'of con-
servatism in some instances and accumlated a rather large

praportion of criticized assota. '

At the following examination the examiner wrote:

#The cautiousness that should have been employed has been
lacking to & certain extent in tho desire to zet new business.
The bank hag not been able to command a8 select a closs of
business ns its volume entitles it to."
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This bank was also ambifious fo build its balance sheot up to

large totals with the following results, as described by the examiner in

1929:

"Good, liguid bank credits in this town are limited in
volume, and it is most difficult to operate properly at this
point, This difficulty 1s accentuated in the subject bank by
the desire which appears to animate Vico Prosident B. to have
a big bank, The business of the subjoct bank is 'forced,?
meaning by that that the deposits do not represent accumilated
savings of the coumrunity or reserves carried by depositors
against contingencies or against current requirements. 4An un-
usually large percentage of their deposits are 'float.! Mr,
B. ahould know that ocne cannot skate contimmally on thin ice
with safety. He should kuow that he cannot do & 'big busi-
ness on the basig that his bank now has, "

In some ingtances a desire to make money vwas supplemented by an
easy—~going, amiable disposition on the part of lending officers, which
promptly led to difficulties. This is well illustrated in case 6, where

the examiner wrote in 1921:

"The management of this bank is left entirely with the
Cashier, Mr. A. He is apparently aa easy going sort of
fellow, anxious to makp moeney, and in his eagerness to maks
money it appears that he loses sight of the principal to a
great extent and can seo only the interost or discount re-

ceived,

In this cage the liberal lending policy was in evidence at the earliest date
given in the case history, which was June, 1920. At this time the bank had
deposits of $356,000, loans of $479,000, and was borrowing $87,000. During
the period fram June, 1920, to April, 1921, this bank's loans comtinued at
approximately the same level but 1lts deposits were reduced more than one-
fourth, and its borrowings increased 50 per cent, illusirating the frozen
charactor of its credit extonsion.

In one instance tho cashier of the bank resorted to forgeries to
cover up losses sustained through unwarraated credit risks. The cause of the
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bankts difficulties was described by the examiner in 1922 as follows:
"Tre Cashier is resourceful but inclined to take too
meny risks, or rather they could hardly be called a risk,
more an attempt to finance too great a volume of business
on his limited resources. He explained that the extended
condition at this time is due to a change in county edmin-
istration and the treasurer seeldng other bank denmositories.
The records reveal this benk was greatly extended lant
season, !

Later examinations describe the gradual recognition of the un~
desirable character of many losns in tho bhank, The directors were not
ective in correcting the situation and finally it wasg discovered that the
cashier had subetituted forged notes for ltems which had been classified

as losses.

Loans to Capture Business, -~ Closely allled to the emphasis on

profits over safety wos the attempt to caplure dusiness dy maeking loans as
a matter of policy. In case b4 the examiner wrote in 1921:

"Pormer Vice President W. used as poor judgzment in male-
ing loans as 1t has been my privilege to cbserve, and Mr. X.
who came into the bank a year agoe, while a good collector and
having a thorough kmowledge of the bank!'s customers has not
had suitable training for an activc manager; in addition to
vhich he has only mediocre assistance . . . . . Generally,
the bank is enjoying more confidence than heretofore. ILike
others here, it hag suffered from an over-anxiecty for busi-
ness, little attention being given to class or quality, but
this is past history."

Case 112 was another instance of a bank very eager for business
and having an incompetent lending officer. In 1922 the examiner wrote:

"Yanagement has been too eager for business, with result
that many loans are frozen and heavy losses are likely to be
sustained. "

The next examiner wrote in 1923:

"Pagt and present management are anxious for business.
Many loans made as a maetter of policy.™
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Later in 1923 the same ezaminer wrote:

"Former President A. deceaseds President D. 1s following
closely in footsteps of predecessors and conducting largely a
one~man bank so far as he can handle matters., He appears very
easy in extending credit or making too many loans os a matter
of policy, and also very reluctant and timid in enforcing col-
lection on criticised linse, apparently belng afraid he might
lose a customer directly or imdirectly,"

This bank was victimized by ite borrowing customers, as indicated

by the examiner's comments in 1927:

"Ee (the president) is one of the most pleasing men I
have had the pleasure to come in contact with, but is in-
clined to let people Impose on him, and some of his financing
is subject to criticisme. He trles to help people and con-
cerne who do not evez do business with the banlz, and anyone
can taks up his time vhenever they desire."

Later in 1927 a more drastic description of the woalmess of the

lending policy was made as follows:

"Pregident D. contimes to deminate and apparently direc~
tors cannot control him. BanX is ovorloaned, and Presidsnt D.
contimies to male loans that will prove very slew and alse con-
tinues to try and finance everyono in the community, Regard-
less of sdvice he receives from ezaminers and exporienced banls
ers, ho does not change his policies. I am afraid that if ho
does not change his ways he will find bank in a sericus condi-
tion one of theso days.!

Sorvice to Comrmunity. — Bant 69 was a case where loamns were made

on the theory that the commmnity was entitled to credit, rather than on the

basis of the financial standing and responsibility of the borrower, The

difficulties arising out of that policy were set forth W the examiner in

1921, as follows:
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"The dirsctors of the institution are all farmers, each
being actively engeged in farming overations. They have gone
upon the idea that the farmers in their vicinity are entitled
to the credit which they have received, rather than upon the
strict tusiness standpoint as against their financial stand-
ing. In fact, I feel that the directors have been very lax
in their efforts to ascertain the true standing of the note
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makers of thelr institution. I do not belleve that they
fully realize fthoeir duties and responsibilities of the
position which they hold."

Miscellaneous Lendins Errors

In the case hlstorles of suspended banks a number of errors in
loans were described which camnnot be classified. Several of these are illus-
trated by quotations below, but 1t should not be consldered that the errors
found in the case historles complete the catalog of tad leanding practices.

In spite of the wide geographical distribution of the case historiles, it
should not be assumed that they typify every weak lernding practice in all
classes of commnities and under all conditlons.

loans to a Got-Rlch-Quick Promoter. - The following quotatlon from
case 10 1lllustrates %he difficultles info which a bank was projected vhen it
came under the 1nfluence of a certain type of prometer. The examiner describss
the promoter as & man of striking personality, fluent speecch, and empty
promlses. Thae following is a quotation from the examiner's comments in 1926:

"The date of this examination was advanced in order to
determine more definitely the connection wilth the banik of one
Blank of X, and, as far as posslble, clean the bank of any
paper bearing the taint of hie wildcat operations. Some
$6,000 of such paper was disclosed in my last report of -ex-
amination, at which time I had only & slight suspieion of
the character and credit standing of this porty. For full
information regarding this subject 'see flle furnished by
Chief Examiner.! The J. line listed in schedule of cxcessive
loans hos the taint and earmarks of ¢ Blank nrometlon. Preszi-
dent X misrepresented this line to me in my last examination,
and at that time I had no occasion to guestion the informa-
tion he gave me. This examination disclosed that the total
line of tue J's aggregated more thaa $60,000, $l5,000 of this
amount was made up of purported acceptances of lumber drafts
represented to be legitimate sales. Upon discov?ry of tho
misrepreseatation, I demsnded payment of the entirc line.
This was pertly accomplished by removalnof lumber drafts an?
requiring President X. to furnish additional security for the
remninder of line, $15,000. To raise this amount of money,
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Mr. K. called on the Y Bank of X, one of Blank's banks for
assistance. They sent Mr. L, its Vice President, to work

out plans of refinancing for him. A company was formed

made up of local people and directors of the bank who made

a note for $45,000, taking as security such lumber as the
drafts repreeented and a blanket mortgage from the J's on

all of their unpledged holdings. This note is to be handled
by the X Bank for the new company without recourse on this
benk, This will retire a like amount of borrowed money now
being carried for the bank by X. I learned during the course
of this exsmination that Blank was instrumental in K. acquir-
ing control here. Last October X, bought out the {. interests,
consisting of 151 shares, for which he paid $145.00 per share.
Blank made the loan tkrough the X Bank which now holds the
stock as collateral; in addition, K, holds 19 sharee clear.
Not believing this & safe combination, I had K. exscute an
option end proxy to Director X. for the 1K) shares of stock
now held by the X Bank, This agreement or proxy is for a
period of twelve months., I believe that this action will
curb all future operations of Blank with this bank, I was
unable to remove from the bank at this examination the N.

end 0, note of $1,500; the P. Coumpany note of $3,000 and the
note of Blank and P $1,000 all of which were taken into the
banlk upon the recommendation of Blank., If collectible, I
believe that the Directors will ses that they are paid at
maturity, Q, & brother-in-law of K, and formerly connected
with this bank as assistent cashier, bought out the Z Bank
hers in recent months using the sems plans of high financing
as was used by XK. I am of the opinion that his bank is cor-
rying same dangerous lincs that are found here, Blank ceme
here scme time in last October; he is reported to be & man
of striking personality, end to have a strong line of hot air.
It seems that he promised the people many things, among these
being & hotel to cost not less than §150,000, he to supply
$100,000" if they would raise $50,000. He pointed out to them
the many natural resources which wore there for the taking,
etc., otc, As & result, he got the little community of 500
or 600 people very mmch worked up and excited, with the re-
sult that they began trading in real estate zmong themselves
telisving in values which had nothing to back them up. This
condition has generally inflated credits; the bank has taken
on its share and the result is I find 131 badly extended.”

loans Secured by Life Insurance. — In case 1 the bank management

followed the practice of lending freely, and then securing weak linee by

life insurance policies. While this pré.ctice cannot be said to have closed

the bank, since the primery reason for its failure was 2 large defalcation

b¥ the cashier, it was & very expemsive practice for the bank, Ioans with
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life insurance security were first mentioned by the examiner in 1921 whon

he wrote:

UThe Cashier says he 'frels so safe! if he can seccure
loans with 1ife insuramce; that 1life insurance is a 'hobby!
witi him. The only wey, apparently, to collect a good many
of these loans 1s to 1l off the borrowers.!

The drain on the bank's earnlngs, as a result of these loans, became very
apparent in 1923 when the examinor described the situation as follows:

Mhile still loaded with many frozen loans, it appears
that everything possible is being done to prevent a loss
and these loans will be worked out as rapidly as possible.
Many of these loans are secured by life insurance policies
costlng them approximately 3M per anmm which of course
materially cuts dowm their earnings,t

In 1924 further deterloration in this class of loan was indicated

and the examiner wrote:

WThelr condltion is far from being satisfactory -~ their
trouble appears to be the result of relying too greatly upon
moral worth and extending credit without security beyond the
limit and ability of maker to pay ~ vhon dotormined as dsubt-
ful bank officers attempt to secure by talking out life insur-
anco, cerrying the proniums 1n most cases, the conclusion of
which produces a dangerous, slow worlmut condition, but which
is boyond tho ability of the Directors to solve irmediately."

By the begluning of 1925 it appearcd that many of theeo loans
securod by life insurance policios wore in roality losses, but the cxam-
iner merely clasgified them as doubtful]l asscts. His statcment follows:

"Tha elassification of loans is the result of a canvass
of the notes, with the directors shown as being prescat. The
lines classified as doubtful aro in reality losses, as tho
directors admit the present insolvency of the nalergs, vho are
without present finencial worth to elfher pay or secure and
the unltimate liquidation of which is dependent upon the life
insurance policies talmn out to secure or an lmheritance from
some near relation most of vhom are at preseat enjoying excel-

lent heslth.”
At the same tims the exzaniner stated that actions by the nmanage-
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ment bordering on criminal intent had beea indicated. His statement follows:

"The Cashier is doing all he can to eliminate items of
criticiam, some of his methods, however, are questioned, for
instance, in the amount of estimated losses at last examina-
tion were a lot of emall notes aggregating $3,000. endorscd
by E, both makesrs end endorser of which were admitted in-
solvent, after charging off the various small notes {2 name
paper) one note for the aggregate $3,000. was exocuted by
tho endorser E, socured by life insurence with no cash value,
reinstating the amount charged off, In spite of such prac-
ticos and the large smount of questionable, doubtful papor
the directors withdrew $5,000. from surplus fund in order
to provide and declare a dividend.®

Automobile Paper, — In 1921 many banls oxporienced difficultioes in

collocting notos purchased from eutomobile dealers arising from the sale of
cars, The mothods of financing had not been standardized and many notes
wore takon for too large a portion of the purchase prico of the car end with-

out rogard to the ability of the purchaser to pay. Two cxamples of this

class of loan were montioned in the list of 120 suspcnded banks uscd in this

study. In case 63 the examiner wrote at thc close of 1921:

UThe Toans and Discounts are of an exceptionally slow and
stagnant charactor, largely due to the purchase of considerable
Machinory and Automobile sales paper.!

In case H] the examiner commonts on the special undesirability
of automobile paper in a coal mining town where a strilo is possible, His

comments in 1921 wero as follows:

IAlso buys much automobile papor from directors B and 4,
both deslers. Bank makes additional 2% to 4% on thosc notes;
aside from fact that some are overduo thoere is no serious
criticigm., Your examiner has roquested Doard to roduce amount
of automobile paper carried and have also requested them not
t0 makp or buy any of this papor maturing later than April 1,
1922, when it ig feared thero will be a strilm of coal miners.
Should this strike occur in April and this bank would be hold-
ing a large amount of small monthly payment notes of mincrs,
or oven business people whose business depends to a large de-
groo on mine pay rolls, the bank would be left holding some un~
desirable paper. Directore claim automobile season is over and
amount will be reduced meterially every two wecks from now on
through the winter."
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CHAPTER IV

IIVESTMENT POLICIES

Only one barlk of the 1921-1930 group of suspencions selected for
this study wes criticized by examiners because of 1ts investments. In fact
moat of the banks in that group had neglizible amounis of honds. In the
case of the one bank criticized the bond issue was the outgrowth of a poor
loan and could not be construed as part of the true investment holdings eof
the bank.

Among the 105 banks selected from the 1931 suspensions, however,
& number had large bond accounts, and serlous troubles arose from their
efforts to makse their investments yield too hizh a return. This resulted
in bond speculation, %trading out of high-grede issues into low grede issues
during periocds of risinc bond prices, and the purchase of undesirable bonds
for tho seke of a high return. Nesrly one-third of these banks were criti-
Ciéed by examiners more or less severely for thelr investuents, and a num-
ber of others held bonds of poor quality.

Bond depreciation was tho primary cause of failure in 5 of the
105 banks selected from the 1931 suspensioas, and ea importent contributing

eause of failurec in U other cases. Those 10 benks, where bond difficulties
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were either a primary cause or a major coatributing cause of failure,
varled widely in size, ranging in loans and investmonts from $400,000
to $8,000,000 at the time of their last examinations. Five out of
the aix banke whose failures werc ecaused prlaarily by bond troubles
had more investments than loans. In the # banks where securltics
difficulties were an important contributinz cavse of failure, but

not the primary cause, invostments were about one-half és large

as loans.

A study of the causes of bank failures in one district
In 1932 shows that bond depreciation was a ruch larger factor as
a cause of feilure ia that year then in 1931.

Thile the failure record of 1§31 did not indicate the
seriousnese of the effacts of the major decline in tond prices, a
study of the investment accounts of the suapended banks showed
that serious depreciation had occurred in the holdings of nearly
8ll grades of bonds.

To isolate and anelysze the weakmesses in the investmeat
portfolios a list of the bonds for each of the 105 banis used in
this study was secured for three different dates: &t the last
eXamination before failure, one year earlier, and two years
earlior. By studying the character of the tond 1lists of these

banks in 1929, 1930, and 1931, togetheor with examiners! criticisms,
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it was possible to determine the quelity of bonds that these banks were
buying during the period of prosperity.

The chapter is divided into three parts as follows: (1) qual-
ity of securities and depreciation; (2) faulty investment practices: and

(3) bonds chlefly responsible for 1931 depreciation.

Quality of Securitiss and Depreciation

Bond Quelity Index. -~ The first step in the study of the bond
accounts wae to develop an index which would measure the gquality of the
bonds in which these banks ianvested. The method used was originsted by
the Federal Reserve Ban: of New York, and consists of greding the bonds
of & benk according to their rating. Bonds of the two highest ratings
are graded 100 per cent; bonds of the tkird rating, 90 per cent; bonds
eﬁutpe fourth rating, 80 per cent; bonds of the fifth rating, 50 per
cents - bonds of the sixth rating, 10 per ccnt; and all other bonds and
securities recoive a grade of zero. The ratings used are those assigned
by important rating services, such as Moody's, Fitch, Stonderd Statistics,
oT Bond and Quotation Service. Xor the saze of uniformity the various
rating nomenclatures used by these services were converted iato a wniform

rating classification developed by tho New Yoric Federal Reserve Banl

and ranging from I, which is the highest
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rating, to IVc, which is the lowest rating, The following tablo will illus-

trate the manner in which the classification has been made uniform,

2!
Table 27 - Bond Rating Symbols
Rew York . Bond and
Mocdy'ls Standard

Federal Reserve . Quotation

Bank ratins & Titch | Statistics Service
Ia Aas Al+ A3
Ib Aa Al A2
Ic A A A
IIa Baa Bl+ B3
IIb ba 3l B2
ITc B B b
Ilia Caa Clt+ C3
IIIb Ca Cl i c2
IITc C c : C
IVa Daa DL+ : D3
Ivb Ba Dl D2
IVe D D | D

In addition to the rated bonds there are subclasgsificationa in
the New York schedule for defaulted securities, stocls, and bonds either
not rated or not listed. United States bonds to secure circulation and
the miscellaneous items, which ars commonly included under the general
heading of bonds and securities in a bank balance sieet and which in-
clude foreclosures, clains, judgments, etc., are omitted from the cal-
culation of the bond quality index. Bouds which a benk had berrowed or
had purchased under resale agreement wers included in the bond quality
index if they were included in the oxaminers® lists. It was impossible
to identify such bonds, but they wers not an important item. Since these
bonds are usnally of the highest grade, their inclusion probably raissd
the bond quality indexes of & few banks.
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In making the tbree annual bond quality indexes for each bank,
the bonds were rerated each year This was important becauce there was a
general tendency for bonds te deteriorate during those years. A bank which
had a high bond gquality index in 1929 and neither beught nor sold a bond
in the mext two years would usually have had a lower bond gquality index in
1931 than in 1929.

AL

A typical case, 158, is given in Table #} in order to illustrate
the method of computing the bond quelity index., This illuatration shows the
1929 bond holdings of a bank with a medium sized porifolioc and a distribution

of securities among most of the rating classes.

2A
Table #7 -~ Security Analysis of Bank 158

: 1 2 3 4 5 6
' Apprece(+) | Dosira~| Index of
Rating Book value {Fer CenY parket value or bility | quality
_ of total devrec, (-} | weights| (2 x 5)
la - U.,8. $ 2b,718.75 1.91% 24,218.89 $ -499.9C] 100 1.3
Ia ~ Other 96,000.00 7. 102,625.0¢  -6,625.00[ 100 I8
Ib 19,850.00 1.5 | 19, 252,50 -587.50] 100 1.5
Ic - 191,891.7 k.71 176,027.5C —-12,861%.25 90 12.2
Ila 265,098, 8 20.3 240,175.00 -28,923.86] 80 16.2
1Ib b 398.1k8.75]  30.5 ¢ 366,772.50] ~31,376.25| 5C | 15.3
Ilc . 128,020.00 E.a 135,010.50, 36,530.500 10 1.0
IIla 58, 366.25 U £5,977.50 ~2,388.75 0 0.0
IITh 0 0.0 0 0 0 0.0
ITe "0 0.0 0 0 0 0.0
IVaIVbIve 0 0.0 0 0 0 0.0
Defaulteq; i B
Real estate 11,500.00 1.0, 5,000.00 -a,goo.oo 0 0.0
Other 12,862. 50 1.0 8,325.00{ -4,537.50 0 0.0
Stocls 87,808.50 6.7 68,740.00| --19,068.50 0 0.0
Yot rateq 9,975.20 0.8 10,000.00 +25,00 0 0.0
Not ligteg ' 0.0 0 0 Y 0.0
1,304,340.36} 100.0 | 1,212,134.35! -92,206.01 - 56.5
Foreclosure 8,
Claimg, Judg-
Bents, etc, 9,560.00 10,750.00]  +1,200.00
Total $1,313,900.36 $1,222,89%.35$-91,006.01

"-—-..___________ ;
Note; Do not include U. S. Govermments pledged to secure circulat::r.on! Fedsrel
Teserve ban' stoclk, or securities of company owning bank building.
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In the firgt column of the illustration 1s given the book velue
of the securitles owned by the bank classified by ratings. The bank had
only $2Y4,719 of United States bonds excluding circulation bonds. Its
Principal holdings consisted of bonds of the IIa and IIb ratings, In the
sacond cclumn are given percentages showlipg vhat part of the total security
holdings were represented by securities of the varions ratings. Foreclo-
sures, claims, judgments, etc., are not included in total securities for
this mrpoee.

The third and fourth columns, which are nat uged in computing
the bond quality index, show the market value of the various grades of
securities held and the appreciation or depreciation in the bond 1list when
book value is compared with market value. A few bonds in the bank's list
were given a market value of either par or bool value because no current
quotations could be found by the examiner. fn those bonds there was probably
some depreciation which does not show in the table. The totnl depreciation
in the bond account i;.:., thorefore, somewhat Iund.erstlated. It will De noted
that this bank had a depreciation of $91,006 at the time of this examination.

Column five ligts the desirability weights, or percentages assigned
to the varicus grodes of gocurities. In column six the figures of colvmms
two and five are combined by multiplication. In other words, the figures
in column two are weighted according to the desirsbility or quality of
the various grades of bonds. The total of the figures in column six con~

stitutes the index of quality of the bond accounts. In this particular
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bank, the guality index is 56.5 per cent of a perfect score. If all of
the bonds hed been of Ia or Ib grade, ths index of quality would have been
100 ver cent.

The banks that failed in 1931 and were covered by this cstudy fell
far short of a satisfactory record in the matter of bond investments. Only
18 of the 105 banks had bond quality indezes over 90 per cent at the last
examination before sugpensioa, and only 30 had bond quality indexes over
80 per cent, Their records at sarlier dates were not much betiter. Only
26 had bond quality indexes over 90 per cent one year prioé‘to their last
ex&n?nation, and only 27 had bond quelity indexes over 90 per cent itwo years
prior to their last examination. On the other hand, 35 of these benks had
bond quality indexes of 50 per cent or lower at the time of their last ex-
amination. This would indicate that their average bond holdings rated IIb
dr worse. One year before thoir last examination 27 of the banks used in
this study bhad bornd quality indexes of 50 per cent or lower, and two years
before thelr lagt exesmination 17 had bond quality indexes of this very un-
satigfactory character.

Unsatisfactory as the sbove figures show the bond buying habits
of these banks to have been, they do not give an adequate picture of the
holdings of those banks which were heavy bond buyers. In the list of 105
bank failures were & group of 49 banks whose bond holdings were small or
negligible. Banks with very small bond holdings frequently hold nothing
but United States Govermment bords or high-grade municipal bonds, which

Are held for special purposes guch as collateral for borrowed meoney or

collateral for public deposits. Some of these banks hold nothing but
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United Btates Govermment bonds simply because they do not pretand to know
anything about other bonds and wisely prefer to place the smail amount of
their investment funds in Govermment securitioss whose soundness is beyond
question, Other banks hold United States Govermment bonde to improve the
appearance of their Dbalance sheeots,

For purpeses of more intensive study the banl:c used in this sur-
vey wore divided into two groups--thoseo having marketable sccuritios (at
market prices and excluding circulation bonds and misccllancous items)
amounting to less than 15 per cent of their deposits in 1929, eand those
having marketable securities amounting to 15 per cent or more of their
deposlits in 1929, The dividing point betwoen large securities portfolios
and small ones was arbitrarily fixed at 15 per ccent of deposits, without
underteking to take e position on the proper guantity of marketable bonds
for a bank to own.

In Table 2% is shoun the distribution of the banks in the first
group (thope with smell bond accounts) according to the quality indexes of
their bonds, Tho quality index distritution is glven for three datos: the
last exominntion before suspension, one yoar earlier, and tvo years earlier,
It will be noted that 12 of theso banks with small bond accounts hod bond
quality indexes ranging from §5.1 to 100 per cont, Most of thecse banks
had few bonds other than United States Govermment securitios. Two of
the banks hnd no securitios at the last examination before suspension,
The remainder of the banks in this group had bond quality indazes ranging

all the way from 95 to zero, showing that thero was a grecat disparity among

these 'b.;.:.nl..'a in the grades of bonds held.
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Table 7%~ Bond Quality Indexes of Banks Having Loss Than 15 Per Cont
of Doposits in Markoteble Socurlities inm 1929

Number of banks
Bond guality Last examina~
index tion befors One year | Two years
suspension earlier garlier

85,1~100
90.1-95
£5.1-90
80.1~85
715.1-80
70.1-75
65.1-70
60.1-65
55. 1-60
0.1-~5h
5. 1"' 0
Lo, 1-35
350 1"']'1‘0
30.1-35
25.1-30
20, 1-25
15.1-~-20
10,1-15
5- 1"10
8.1-h
0
Ho securities

[
5 |NU1I—‘OOOOOOONUNOJ='I—‘-I=\HNNO\N

]
\5 INO'\OI-‘OOI—‘OOI-‘\JIOI—‘NI—‘FI—‘-F'OWUN
& | o

WHOHKFOOOOKMOWNMN N v v

Total

For the banks having larger bond accounts, that is, marketable
bonds amounting to 15 per cent or more of deposits in 1929, the record
of bond tuying practices is evsn less sa.tisféctory than in the gréup of
banks with gmall bond sccounts, as illustrated in Table %. Only 3 out
of 56 banks in this group had bond quality indexes above 90 per cent at
the 1ast examination_bafdre suspension, and only 10 had bond quelity in-

dexes above 90 per cent two years earlier. The remainder of the banks
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owned bonds whose average quality ranged from zero to 90 per cent, and

in a large proportion of these banks the quality indsxes were below

50 per cent.

a4
Table b& - Bond Quality Indexes of Benks Having 15 Per Cent or More
of Deposits lr Markmtable Securlties in 1929

Mummber of banls
Bond quality | Iast examina~
Index tion befors One year | Two years
suspension garlier earlier

95.1-100 1 4 L
90.1-95 2 4 6
85.1-90 L 3 2
80.1-85 3 3 8
75.1-80 1 7 5
70.1-75 9 5 6
£5.1-70 5 g 6
60.1-65 b 5 7
55 1-60 5 ) 5
0.1~55 3 0 1
35.1-50 '3 6 3
40, 1--45 L 5 2
35.1~k0 3 1 1
3041~35 5 2 0
25.1~30 1 0 0
20,1-25 1 o 0
15,1-20 1 0 0
10.1-15 0 0 - 0
8.1-5 0 0 0
0 A 2 29
Total 56 55(1) 56

(1)one bond 1ist not furnished to the Committee.

A study of the relative qualitles of the bond accounts of banks
in various economic subdivisions of the country indicates that the bond

accounts of banks in the farming comunitlies were of betier grade than
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thoee of banks in the clties and minlng communities, Onc explanation of
this fact 1= that the bond accounts of banks in the farming commmlties
vere usunlly o smaller percentage of depoaits thon in the ense of tha
city banks, and consequently, it was probably true that goverrment bonds
constituted & larger percentage of the totsl bond holdings of rural banks
than of clty banks, It is customary for most banlks to have o “bacllog! of
United States Govermment bonds and thenr, if clrcumstances pormit, to in-
vest other avallable funds in general mariet securltics, A second factor
accounting for part of the better bond gquality indexos of banks in the
faming country 1s that those banls are large recipients of public de-
posits of minor goverrment subdivislons, The govermment offlcials ro-
quire collateral or surety bonds for these vieposits and generally desig-
nate high-grade municipal and other securities for this purpose., Unforw
tunately, 1t 1s impossible to 1lsolate pledged securlties for special analy-
Bis, A third reason which nppears to have accounted for somo of the un-
favornvle comparison between the bond Lablts of city bonks and country banks
19 the fact that the city banks were hiore exposed to speculative influences,
and this speculative sentiment pervaded their bond policies,

Using the bond quality indexes two yenrs prior to failure as
the best test of the bond buying habits of the banke with the larger bond
accounts, it was found that 7 out of 28 banks in farming comrmnitles had
bond guality indexes above 90 per cent, whereas only 1 bark out of 11 in

the large cities hnd e bond gquality index above 90 per cent, and omly
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2 out of 10 banks in the smaller industrial and suburban cities had bond
quality indexes of thils grads. No banks in *he mining commanities had
indexes sbove 9C per cent,

Securities Depreciation. « With the available material thig study
attempts to show the total emount of depreciation in the gecuritles accounts
of the banks which failed and the classes of banks suffering most heavily
from securities depreciation. Two methods have been used to measure the
depreciation in the securities accounts of the sample banks. The first was
to compare the amount of depreciation with loans and investments and with
capital funds, The second method was to compare securities depreciation
with the book value of the securities owned.

The securitiles mhose depreciation was compared with loans and in-
veétmcnts and with capital funds were the total bonds and securities of each
bank, excluding circulation bonds. Circulation bonds usually sell at a
Premium, and thelr price fluctuations are subject to influences quite dif-

ferent from those affecting other securities,

21

Table #¥ — Securitiss Deprqpiation per 3100 of Loans and Investments
(Securities do not include circulation bonds)

Humber of banls

Depreciation Two yoars before _
last examination|l2S% oxEmination

Appreciation 7 1
@PP 2l 13
0.1 - 1 56 26
1.1 - 2 7 11
2.1 - a 7 10
ﬁol - % 2

al -

21 ¢ 1 3
7-1 - 8 O 5
9.1 - 10 0 0
15.1 ~ 20 0 3
20.1 - 25 0 2
25.1 ~ 30 0 3
Total 105 105
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Depreciation on securitles, as shown in Table 25, was not large
relatlve to loans and investments, even at the last examination of the sample
banks, All but 9 of the banks had depreciation in their securitles accounts
of less than 10 per cent of loans and investments at thelr last examination,
Of the § banks with depreclation of more than 10 por cent of loans and in~
vestments only % hod depreclation of over 15 per cent of loans and Invest-
ments, and only 2 had depreclation of more than 25 per cent of loans and in-
vegtments, Two years bofore their last examlnations none of the sample
banks had deprecistion in thelr securities.accounts of more than 10 per
cent of loans cnd investments,

Securities dopreciation is compared with capitzsl funds in Table
26, Capital funds includé the capital stoclt, surplus, undivided profits,

and sundry reserves of the falled benis,

Pable 26 ~ Securitios Deprecintion per $100 of Capital Funds
(Securities do not include circulation bonds}

Number of banks

Two years before | y,5t oxamination
lost examination

Appreciation 8 1
$0 : 21 12

0.1 ~ 10 58 JE
1
I

Depreciation

10,1 -~ 20
20,1 - 30
o1 - o
0.1 - 50
50,1 ~ 60
60.1 - 70
70.1 ~ B0
80,1 - 90
90.1 -~ 100
100,1 ~ 110
110.1 - 120
120,1 - 130
130,1 -~ 140
140,1 - 120
150,1 - 160
160,1 ~ 170
170.1 ~ 180

Total 105 105

Ic:c:c:c:c:c:c>C)c:c)¢3 000 W —
Lﬂ OHHONOHMOM N
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The second method of measuring securities geprecimtion was to com-
pare the depregiation with the value at which the securities were carried
on the books of each bank. The investments used in this comparison are
theose used in constructing the bond quality indexes. Unitod States Govern—
ment bonds held by those banks as collateral for national bank notes and
miscellaneous items, such as foreclosures, claimé, judgneﬂts, tax certifi-
cates, etc., wers omltted from this tabulation., The miscellancous items
excluded from the total investmants were usually a very cmall part of the
total investment account, but there were a few exceptions. In 4 of the 105
failed banks used in the 1931 study, all or the greater part of the bonds
and securities (excluding circulation bonds) consisted of these miscellaneous
items.

At the time of thoir last examination before suepension the 105
banks owned securities (excluding circulation bonds and $430,000 of miscel-
laneous items) with a book value of $69,753,972. The marknt value, however,
was only $59,779,938, resulting in a depreciation of $9,974,03Y4, or k.3
per cent. One year earlier the beok valuo of the securities of these banks
was slightly higher and the depreciation amounted to only 7.3 per cent.

Two years earlier the book value of the securities of these banke was about
$2,000,000 higher than in 1931 end the depreciation was only 3.8 per cent.

The figures for the three dates are given in Tablo ';é (The figures on de-
Preciation do not includo deopreciation on securities where no market price

Such securities aro usually cerricd at book value in the ex~

aminer!s tatulation of market value. The bonds with no market are usually

& very small part of & bauk!s invostments, )
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A - At the Last Exomination Prior %o Failure

(excluding circuletion bonds and miscellaneous items)

Banks having marketable invesiments
amountlng to 15 per cent or more of
deposits in 1929

Location

12 failed banly in clties
over 100,000 population
10 failed banks in other
Indugtrial and suburban
citles

6 failed banis in mining
communities

6 feiled ban's in north-
eastern farming region
22 failed banks in other
farming regions

4 fatled banks in cities
,over 100,000 population
o.fa.iled banks in other
industrial) and euburban
citiesn

2 failed banks in mining
communitieg

% failed banks in north-
eastern farming region
33 failed banls in other:
farming rogions

Potal--all banlks
‘-‘___-____

$69,753,972.06

Tepreciation
Book value Market value | Depreciatlon | as per cent
of book value
$42,116,998.99' $36,520,936.72] $5,596,062.27|  13.3
5,57%,119.35/ 4,289,917.65 1,288,201.70 23.1
4,554,190,47! 3,900,003.51]  654,186.96 144
2,213,356.76} 1,540,928.66  672,428,10 30.4
5,501,28%.101 L ,608,087,11 _ 872,996.69 15.9
$59,963,949.67; $50,880,073.95 $9,083,875.72 15.1
Banks having marletable investments
amounting to less than 15 per ceat of
deposits in 1929 )
|
$ 6,379,713.97{ $ 5,933,710.73| § 46, 003. 21 7.0
|
1,562,66k. 1) 1,398,498.96  164,165.45 10.5
t
57,557 .42 ug,luu.u3: 8,412.99 14.6
97,968. 301 81,063, 00! 16,905.30 17.3
1,692,118.29] 1437690  254.671.%0)  15.1
i
s 9.790,022.39| $ 8,699,864.02 § 890,158.37| 9.1
|
I
$59,779,937.97| $9,974,034.097 143
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a1 .
Table &2 ~ Investment Accounts of 105 Failed Member Banks

B ~ Oue Ysar Prior to Last Exzaination

(excluding circulation bhonds and miscellaneous items)
Banks having marketable investments
amounting to 15 ver cent or more of
. deposits in 1829
Lacation Depreciation
Boolt value Mar¥et waluo | Depreciation | as per cent
of book value
12 failed banks in cities
over 100,000 population | $ul,12k,U432, 74 $k1,071,352.91 $3,053,079.83 6.9
10 failed banks in other
industrial and suburban
cities 5,944,911.86 5,316,155.36 628,756.50 10.6
6 failed banks in mining ) '
communities 3,786,749.51 3,421,280.64]  365,468.87 9.7
6 failed banls in north-
eastern farming region 2,421,095.20| 2,169,783.05|  254,312.15 10.5
22 failed banizs in other
faming regions 4,950, 74k4,13| Y4,683,6L3,06 267,101.07 5.l
$61,230,933. 4l $56,662,215.02| $4,568,718.42 7.5
Banks having marlotable investments
amounting to less than 15 per cent of
denesita in 1929
Y faileq banky in cities
over 100,000 pomulation | $ 5,354,028.50] § 5,164,479.50( § 189,543.00 3+5
6 failed banks in other
industrial and suburban
cities 1,342,083.90 1,267,455.65 Th4,628.25 5.6
2 failed ban%s in mining
LLcm:cmmni'oiea 163,003. 42 158,976.92 k4,026.50 2.5
failed bauks in morth- '
3ea-5tern farming region 111,719.19 109,704 4o 2,014.79 1.8
.33 failed baniks in other
farming regions 1,700,797.40|  L.Y68,747.36]  232,050.04|  13.6
$ 8,671,632.41]$ 8,169,363.83|$ 502,268.58 5.8
Total-~all banks $59,902,565.854 $64,831,578.85( $5,070,987.00 Te3
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5
Table 3-; - Investuent Accounts of 10% Failed Member Banks

C -~ Two Years Prlor to Lest Exemination

(excluding circvlation bonds and miscelleneous items)

Banks having markstable investments
amounting to 1% per cent or more of
denosits in 1929

Location

Depreciation
Book value Market valus | Deprecitation| as per cent
of book value
1?2 feiled banks in cities
over 100,000 population | $U2,853,377.29$41,538,629.54] $1,314,747.75 3.1
10 failed banks in other
industrial and suburban
cities 6,377,752.90| 5,907,276.00|  470,476.90 7ol
6 failed banks in mining
communities 4,555,722,79| 4,166,289,96 389,432.83 8.5
6 failed banks in morth-
eastern faming region 2,613,279.85| 2,458,483.93}  154,795.92 5.9
22 falled banks in other
faming regions 5,328,773 441 5,12h,64t,91| _ 204,128,53 3.8
$61,728,906.27 |$59,195, 32k, 341 $2,533,581.93 b1
L
| Banks having marketable investments
: amounting to less than 15 per cent of
! devosits :':.n 1929 I
L faileq banls in cities '
over 100,000 population | $ 6,215,303.041$ 6,122,245.8215 93,057.22 1.5
6 failed banks in other
industrial and swburban
cities 1,543,239.01 1,488,507.L7 54,731.54 3.5
2 falled banks ia mining
commnities 194,124, 36 18l,769.03 9,355. 33 4.8
4 failed banks in morth-
Sastern farming region 118,570.57 115,731 74 2,838.83 2.4
33 failed banks in other
faming regions 1,788,443.57 | 1.771,099.131 17,3414 1.0
| i
' $ 9,859,600.55 6 9,682,353.19 8 177,327.36 1.8
r |
Total-wall banks ' $71,538,586.82 F68,877,677.53 |$2,710.909-29 3.8
e l ! *
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The percentage depreclation in all three years was greater in
banks with large security holdings than in benks with small holdings.
Banks having marketable investments emounting to 15 per omnt or more of
deposits in 1929 had depreciation In thelr securities accounts at the
last examination before suspension of 15.1 per cent, whereas benks having
marketable investments amounting to lesa than 15 per cent of deposits in
1929 had depreciation of only 9.1 per cent,

Banks in variocus econonic groupes experlenced maripd differences
in the per cent of deprecliation in their investment holdings. Among the
banks with larger investment holdings, ban!s in the large cities made the
best record, with a depreciation of only 13.3 per cent at the time of their
last exemination, 3Banls in the nlning comrminities ranled second, with a
depreciation of 1l4.4 per cent. Banks in the southern and western agri-
cultural sections ranked third, with a devnreciation of 15.9 per cent.
Banks in the smaller suburban and industrial cormunities were fourth, with
a depreciation of 23.1 per cent. Banls in the northeagtern agricultural
soction made the poorest showing, with & depreciation of 30.1L por cont.

Anong the banks with emall investment accounts, the record was
quite similar, with banks in the large cities having the best record and

banls in the northeaetern agricultural section having the worst record.

Faulty Investoment Practices

Thig section describes and illustrates the more important mis-

talmg in investment manngement contributing to the poor quality of the
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bond lists found in the 105 banks. To describe the investment mistekes
e combingtion of examiners! comments and 1llustrations from the bond
lists of representative banks has been used.
Bonds Bought for Yield. - A conmon mlstake mads by these

banks in handling their bond accounts was to place tho factor of
¥Yield above the factor of safety of principal in selecting 1ssues.
Thic weakness was not mentioned by the oxominers in their criticilsms
very frequently, but a study of the bond lists of these falled banks
shows that the criticlsm would have been merited in many instances,.
The examiners did not begin to critlclze the purchese of scecurities
on the basis of yleld until the last year or so prier to suspension.
The following is o typical criticism on this point, and is taken from
the April, 1931, examination report of bank 157,

". , . the recl malady 1lies in the bond list vhere yields

have been primarily comsidercd and secondary reserve ls

o forgotten quality. Depreclation in the class of bonds

held has increased staggeringly between e:camina:c.ions.
The banl seems to be a mark for bond salesmen with the

usual result to the bank.”
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4As a result of buying for yield rather than for safoty,
this bank had a bond quality index in 1929 of 60.2 per cent. At
the time of the last examination before failurec it had declined to
31.2 per cent. It 1ls very evident that yleld wes an importent fac-
tor in the selection of the bonds of this bank, since the averagoe
vield on the entire list at book veluc was 6.98 per cent, It was
also very ovident that safety was o secondary consideratlon, for
the aversge rating of these bonds was only slightly abovo IIb.
This was also indiceted by the bond quality index of 60.2 per cent.
Mmost the entire 1ist consisted of wenk foreien and publie utility

bonds. There was only $1,000 of United States bonds in the entire

list which totaled more than $125,000.
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In periods of depression low grade bonds decline in wsrice much
more than enough to offset any additional income which may have been
received during the period of ownership of the bond. The record of what
hapnened to the mrice of those bonds which this bank held from 1929 until
the time of its fallure will serve to illustrate this, In thia bank'a
portfolio a grouo of $46,380 of bonds was held through the two year period
prior to last examination. The income from these bonds during the two year
period was $5,695, but the depreciation, comparing market vclue in 1231 with
book value in 1929, was $30,515.

Bond Trading., - Bond trading 4n the language of bankere generally
refers to the practice of selling bonds at a profit in a rising btond market
and reinvesting ‘the proceeds in bonds which are selling at a discount, In a
poriod of falling bond pricos these banks gencrally scll thosc bonds with the
smallest deprociation in order to avoid taking losscs., Usuelly this wractice
1nvolves two mistakes in policy: (1) Sclling high-grado issucs and roinvest-
ing in sccuritios of lower grade; (2) rctanining poor bonds with large denre-
cirtions hoping to sell thesc socurities later at more favormble prices,

During times of rising bond orices the faulls of bond trading
are masked by the large immediate profits secured by the sale of bonds
vhich are quoted at higher prices than the value at which they are carried
on the banks'! books. In case 158 the examiner comnented on the profit
from bond trading. XNevertheless, his comuents in Jamuery, 1928, showed

that he was awere of the risk of this practice. Eis uneasiness was well-
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founded, becemse within the next year the evile of bond trading had
became very aepperent. Hie comment folloms:

"The bank contimies to profit consideradly by 1ts policy

of actively trading in bonds, many of which are of e

epeculative character. Profits on sales of securities,

since the preceding examination, increased the profit

and loss account by over $30,000. It 1s believed that a

responsible officer in one of the large trust com-

panies is advising President in this coanection.

While the profite from this or any other logltimate

source are badly needed, management has heen advised

that the corresponding risk must not be overlooked.!
In bank 157, the examiner commented on the losses arlsing fram bond
trading in the summer of 1923 as follows:

"Bond depreciation at present aggregates $12,488.75

although depreciation of $5,550, and losses on bonds

sold $1,321.58, have been cbarged off since last exam-

ination. This posltion in the bond account has e~

gulted from the fact that in the past the bank has

actlvely traded in bonds, taking profits but allowing

losses to remain In the dond account.™

One 1llustration from the bank boad portfolios will serve to
show the dangers and mistakes of bond trading, For this purpose Bank
157 1s ueod. In June, 1929, this bank held $125,645 of bonds at book
value, The market value of these bonds was $114,702, showing a depre-~
clation at that time of $10,943, or 9 per cent. During the next four-
teen months ‘bonds wers sold from thie 1ist wilth a bdook value of $53,632.
The bonds which were sold wero those with the smellest depreclation,
indicating that the bank was selling its better securities and retaining
1ts poorer securities in the hope that the price of tho latter would
recover in time so that the bank would not find it necessary to write off

& heavy dspreciation. This proved to be a forlorn hope, because during
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the poried from June, 1929, to Anguat, 1930, the bank wrote off $8,610, or
12 per cent of the book value of the bonds which thoy retained, and yet
the depreciation on the book value of those boads in Angust, 1930, vms
$11,565, which was $3,852 larger than the depreciation on the same bonds
at their higher book valus in Jume, 1929, It is thus scen that it wes an
expensive policy to retain these low grade bonds iz the bankts portfolio.

 During the same period (from Junme, 1929, to August,1930) this
banlc purchased bonds with a book value of $50,235, The bonds which they
bought were of & lower average grads than t.he bonds which they sold, as
showa by the following tabulatioam.

af

Table & - Bonds Sold and Purchased by Banlt 157
Between June, 1929, and August, 1930

*

Rating Seld Purchased

Ib $ug7.50 | $§ ©
Ic 4,662.50 9,L50.00
Ila ' 28,850.00 15,595. 25
IIb 10,647.50 12,553.75
Ilc 4,985.00 4,550.00
IIla 0 4,387.50
Miscellenaous 0 3.700,00
Total $53,632.50 | $50,236.50

Daring the. peried from August, 1930, to Novembern, 1931, tho same
bond practices were followod by this banlk with similer results, During
this poricd Tbonds totaling $75,254 at book value were hold in the port-
folio contimmously, In August,1930, the dopreciation on theso bonds was
$3;50‘+, or 11 per cent of book valus. Betwoen August,1930, and November,

1931, the bank wrote off $6,469, or 9 por cont of tho book value of those
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bonds. However, the amount written off did not equal the decline in the
market value, and in November, 1331, ths depreciation on the same bonda
as cempared with their lower book value was $35,645, or 52 per cont.

In this period <the bank contirmed the policy of selling its
better bonde; for example, it sold during the year $3€,385 of bonds at
1930 book valuo, wlth a depreciation of orly U4 per cont, as compared wlith
en 1l per cent depreciation on the bonds which they ratained. As in the
Preceding year, the quality of the bonds purchased was lower than the
quality of tho bonds sold. This 1s shown by the following table,

29
Table ¥#§-- Bonds Sold and Purchased by Bank 157
Between August, 1930, and November, 1931

Rating Sold Purchased

Ic $ 9 ,1*50-00 $ C
Iia 11,160.25 9,162.50
IIb 14,425.00 g,0u0,00
Iic 3,350.00 13,207.50
Miscellaneous 0 5, 100.00
Total $38,385.25 | $36,110.00

Convertible Bonds. - Several banks lost heavlly through investing
thoir funds in conveﬁibla bonds. A convertible bond 1s a bond which can
be traded for stock of the seme campany under certain conditions. As the
Price of the stock advances, the bond can be profitably converted into
shares of stock, while if the price of the stock declines, the holdor of
*he bond can retain the bond, and in that way, hold a lien on the assots
of the company issulng the bond, which ranks shoad of the stockholders!

¢laims, Tho weakness of convertible bonds is that usually the holder
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sacrifices something in tho way of safoty in oxchenge for the possibility
of profit from a rise in the price of the stock. GConvertible bonds are
often "junior liens" and are not ﬁruch better than tho stock into which
they can be converted as regards safety of the principal. Some banks
attempted to combine aspescvlation in stocks with investment of the funds
under their management, with disastrous resulte. In “hank 155, $711,381
was Invested in convertible bonds in September, 1929 out of a total bomd
account of $1,533,573 at book value. At that timo the convettible bond
section of this 1ist appeared to be much more desirable than the other
investments, for the convertible bonds had an appréciation of $136,000,
wihereas the remainder of the bonds had a depreciation of nearly $3L,000,
It should bo mentioned that the convertible bonde were carried on the ‘
bank's bools at & price sbove par, and in some cases, the ca.rrying- prices
wore higher than the call price for the bonda.

By October, 1930, the relatlve desirability of convertiblo bonds
and other securities had boen completely roversed. The bank had purchased
8 fev more convertible bonds, 8¢ that its convertible bond list at book
value totaled $747,526, out of a total bond account of $1,973,813. The
market value of the convertible bonds had decreased much more eharply than
the market value of the other securitios owned by this bank, so that there
"as a depreciation in the convertible list of $119,701, or 16 per cent, of
book value, whereas the remsinder of tho bond account showed a deprecis-
tlon of only $87,893, or 7 per cent.

By August,1931, the plight of the convertible bond section of

this bank!s holdings had become much worse. Some of them had beon sold,

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



~ 130 =

and the book value of thase held in August, 1931, was $627,2L4, The depre-
clation on these bonds wna $250,861, or 4O per cent. Many of the other
bonds~ keld by this bank had been sold by this time, so that the total
bond account at book value was only $1,268,975. Maony of the botter grade
bonds hnd been sold. Tho depreciation on the remeining bonds, other than
convertibles, was $217,789, or 34 per cent.

The 1list of convertible bonds held by thie brnk contaired many
low grade issues, tut even in the highest zrade convertiblo issues it made
some very bad mistokes. For exsmple, in 1929 thig bank evmed $75,000 of
one bond issue, the call price on vhlch is 105, and yet the bonds were
cerricd on the books et 137.3. At thet time the banl: probably thought
that it hed & very satisfactory investmont, becemso thers was a M"poper
profit! of 60 per cent on thosec bonds due to the exceptionzlly high price
{213) et vhich they were selling in the morket. This particular issue was
given the highest reting by tho various investment services, but thet rating
reforred to the safety and markotability of the bond at par. Neo rating ser-

vice attempts to rate the desirability of hioldlng & bond ebove its per or

call price. .
One~third of these holdings of thls convertible bond was wold be-

fore the next oxamination in October, 1930, On theo latter datc the record
shows that the book value of the remeining portion of this issue had becn
marked up to 176.9. Whilo this marieup uas contrery to good banlzing proce

tice and wms wholly unjustified when tho ccll price 1s considered, the
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ection of the bank may have seemed reasonable at the time because the mar~
ket value of the bond reached a high polnt of 227 in 1929, The market price
had declined to 152, however, by October, 1930, and while this value would
have shown an appreciation on the bank's holdings at the 1929 book value,
there was actually a lose of 14 per cent on the higher book value at which
the bank was carrying these bonds in 1930,

Between October, 1930, and August, 1931, the bank mede no change
in the book velue of ite holdings of this bonds In fugust, 1931, the bond
had declined in price to 129, so that there existed a depreciation of 27
per cent on the book value, whercas the depreclation would have been only
6 per cent on tho 1929 book value, which was presumcbly the purchase price
of the 5onds.

The bank!s method of hoandling its investment in low grode con-
vertible bonds was equally frulty. 4 bond with a reting of IIIa, may be
used a8 an illustration. In 1929 thie bank owned $20,000, por velue, of
these bonds. The call price was 104}, Tho book value was 111%, indicating
that these bonds hed becn purchased ot o price well above their call price.
However, the market price had doclined to 95 by June, 1929, showing a
"paper loss" of more than $3,000 at thet time. By October, 1930, the
markst price of the bonds had declined to 64, wherems the book velue on the
bank!s records rempined unchangeds The depreciation, therefore, was $9,500.
By August, 1931, the market valuo of thesc bonds had declined to 513, but
the banlk's book value remained unchanged and there wes e depreciation of
$12,000.

The bank owmed elso in enother convertible issve $75,000, par

value, which was being carried in June, 1929, at 2 book value of 122,

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



The call price of these bonds was 102}, However, the market price at that
time was €l4 end there was an approcistion of market price over the bank's
book price of $68,900. Between Juns, 1929, and October, 1930, the bank
bought an additionel $25,000, par value, of these bonds. The purchase was
evidently made at & high orice because the book value increased from 122 to
139, Subsequent to the purcheso of thesc additional bonds tho markct de-
clined te 95 at the timo of the 1930 examination, and there was o deprocie-
tlon of $44,C00 in this issue, Betwcen October, 1930, and August, 1931,
thero was no change in the bank's holdings of thesc bonds, The book valuo
wag reduced one point, to 138, by a charge against profit and loss, The
market value of the bonds declined, however, to B7, leaving a depreciation
of $51,000 in the bank's holdings of this issus.

Unlisted Bonds. - The majority of the banks used in this study
bought bonds which were not listed on any exchange, and some of which had no
market except the doubtful one of resale to the issuing house, The banks
also bought large numbers of bonds for which the rating services wublished
no rating, For these issues the bank was compelled to depend on its owm
information or the recommendations of banks, tond houses, and bond salcsmen.

There were 592 of these unlisted iscues and most of them were of
medium or low gradcs according to the bost information available., In fact,

S0
109 isgucs out of tho 592 had dofeulted by the close of 1331, Table &%

glves the distritution of theso issues according to ratings assigned by

the Commiftae's gtaff.
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Table 8 ~ Distribution by Ratings of Securities Found
in Falled Bank Portfolios for Which No Ratings
Were Given by the Usual Services

Humber
Cur rating of

issues
Ia 5
Ib 22
Ic o8
Ile B2
I1b 54
Ilc 73
I1le 61
IIIb 15
Ille 46
IVa 22
ITb 1
Ivc 12
Defaul ted 108

Not rated because of

insufficient data | _31
Total 592

Case 159 furnishes an illustration of a bank whose holdirngs of

unlisted bonds resulted in disaster. As early as'1923 the examiner criticized

the bank for buying bonds with e limited markot in an effort to sccure a high

¥ield, His comment follows:

n,...It will bo noted that many of tho issues in the Bond Account
are not listed and the exeminer could not find gquotations 1nt:€—
e

praisi their market values, The yield on the list is a 1i ;
over 7%gwhich accounts in a large measure for the handsome earnings
which the bank enjoys. Examiner recommends greater caution in
making purchages and that seasoned bonds and bonds having a wide or
reedy market be acquired. President and Cashier keep in close touch

with bond market."
In the summer of 1926 the quality of the bond account was again

criticized in the following words:
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n,...Te desirability of improving the quality of the bond account
as well as the requiiement with respect to credit deta were dis-
cusged with Mra who agreed to make some effort to comply with
suggestions, Kowever it canmoi be expected that the habits and
practices employed by him for forty years will undergo much change

at this late date."
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In December, 1929, the bond pertfolio wag criticized moderately, as

by the following words:

"+ « « Bonds and Securities need more attention as the report
pages will show. Agreed to charge off only $15,000 deprecia-
tion in Bonds & Securities.”

In June, 1930, the point of view of the bank management with re-

gard to the purchase of sccond grade bonds is described and criticized in

the f

ollowing words:

". « . The chief cause of compleint is the bond list which is
decidedly second grade. Bonds purchased with view to yield.

The 1list yields 7%#. Managament figurcs that it is better
business to charge off $25,000 2 year and mnke that much extrn

In trading profits and yield than to purchnse conservotive
bonds. Coshier purchases bonds for this bonk as well as the X

Banl which list shows o large doprecintiosn.”
In February, 1931, the bank's bond buying habite were &escribed

&s "reckless.” The situetlon was stnted os follows:

e « + This bank througzh tho reckiess purchases of bonds now
finds itself facing n serious situetlon. The 1list is composed
of speeculative bonds of the worst kind. MNoeny are ln defeunlt
and others on the way. List wos analyzed by Standerd Statis-
tics Inc. Thelr approisnl showed a depreciation of over
$100,000 and it was their opinion thet it wes o gamble as to
vhether the bank could worlk out of this oredlcsment. The

affilinted bank at ig in the snmo condition.”
The bamk closed in Merch, 1931, at which time the full import

of the faulty bond buying practices of tho management had become apparent.

The gituation was described as follows:
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", . . Bank was closed by resolution of the Board at 9:30 P.M.
March 11, 1931. Insolvency was due almost entirely to bond
losses. Safety of principel has been absolutely disregnrded
for interest yield., Affairs of the banlt have been dominated
entirely by Coshier who is 73 yeors olds It would scem that
the directors are chargeable with gross neglect of dQuty.
Fallure of the bank wes due to lncompetent management. This
bank had been in operation gixty-oix yonTs ond ap?arently
hnd enjoyed the confidence of the community. Until the
Cashior become the managing officer some seven or eight years
cgo it wns probably worthy of such confidence but sinc? he
hag boen in charge he gradunlly traded the high grade in-

vestmente into low grade speculative 1ssues.!
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This benk was in the XNortheastern farming area. Its bond quality indexes
wore &s follows: June,1929 ~ 42.4; June, 1930 ~ 34.9; March,1931 — 17.8.
In case 189, the weak practice of buying unlisted bonds was
further aggravated by the fact that these bonds wsre purchased from an
investment house operated by ons of the bank!s directors. This un-
doubfedly gave the benk a false feeling of security and led to very
serlous exploltation of the bank by this director and his firm. As -
early as 1921 the examiner began to criticize the bond holdings of this
bank on the ground that they wore unlisted and that it was impoesiblo to
secure satisfactory marknt prices by vhich to appraise the prosent worth

of the bond account. The examinor!s criticlmm follows:

WThis bank 1s conservatively managed by an attentive
board and a cepable cashier. 4 large portion of tha
bonds and socurities are unlisted and it is almost
impossible to appraise the entire 1list on a basis of
what cach item would bring on the open marlnt. This
matter was discussed with Director A, whose brokmrage
firm seld the barnk most of their socurities. Whilo
admitting that outside quotations could not bo ob-
tained in meny cases, Mr. A cleims tho socuritios are

good end stands on his past rocord of securitios
underwritton."

In 1923 the exzminor's commont shows that tho diroctor contimuod

to dominate the bond buying policy of the bank.

"Diroctor A is a member of the firm of ¥=~Gwax, R
Brokors, who handle a groat many unlisted socuritics.
No roady marknt oxists for thoso aocuritioq and it ie
thought that tho bank is invosting too groat a portlon
of its funds in thoso securitlos, Information concorn-
ing such bonds is meagor and valuos arc listod at
eorrying valuo. Diroctor A claimg thoso bonds as good
and tho othor diroctors roly on his oplnion ontiroly."
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In 1926 it was roportod that tho benk's bonds wore minglod with
tho securitlios of otker customors of tho diroctorts invostmont fim. Tho

oxaminor's statemont follows:

f....Tho bonds and socuritios of this bank aro lkopt
in a box at tho Coey ___., undor tho control

of Diroctor A and anothor officor of tho bank. Somo
of thoso socurities arc hold in box rontod by A and
Son, who hns ontiro control. Thoso socuritios mro
mixpd with othor socurities bolonging to customors
of A and son and upon & vorification of tho banks
socuritics somo of tho securitios aro prosontod from
tho lattor namod box as tho banks nssota."

In April, 1927, the examiner again criticized the bond list of

this bank in the following words:

"The bond liet of this banlt has improved considorably during
the past five years, but there are still a number of unlisted
items held and your exsminer is compelled to ¢ alm quotations

from A and Sons, which concern is represented on the Doard of
thid bank by A. While there 1s no reeson to believe any of

the items keld are bad, your exsminer considors this class of
investments undesirable. Otherwlse, the banlt is in excellent

condition and well managed."

In October,1927, a more detailed criticism of the bond account of
this ban't was made, giving the examiner's reasons for suspecting tho quality

of the bonds held.

"Thig bank's bonds, particularly indnetriels, have been
subject to criticism for years because of being unlisted,

of narrow market and in some ingtancos wealt, S5inco last
examination the bank has made twenty-four (24) purchascs

of bonds and has sold 29 issucs held at that time, Where
jssues are not listed your examiner obtainod so-called mar-
kpt pricos from A and Som, which firm through Director A
attonde to this bank's investments in bonds. While tho list
as roported shows an apprecistion of $17,535.70 it is elg-
nificant that none of this appreciatlon is in tho indus-

trials although pricos on unlistod 1ssuee wora obtained
from A and Son., The bank may have a paper profit now, tut
1t may also have somo grief in tho future. It is 4iffi-
cult for your examiner to dofinitely state that specific
jegues are not readily markntable, as his timo and
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facilitios do not permit of an investigation as to tho
ready sale prico of oach bond, howover, ho is of the
opinion that 1f the industrial issucs in this report wers
offerecd on the opon marlnt indepondont of A and Son,
thoy would bring much less thaz values shown even if
purchasors could bo found for alle Your oxzminor has
discussed this mattor with Mr., A sovoral timos ovor a
poriod of sovoral yoars and has como to tho conclusion
that furthor offort to havo him correct this condition
would bo usoless as far as your oxaninor 1s concormod,
Local essots, and local managoment of this banlk are
good but tho monace lios In A in whom tho directors,
vho are not at all femiliar with investmont gecurltios,
have unlinmited falth and who continvos to placo un-
dosirablo bonds with tho banls,!

In April, 1928, the exsmliner!s corment showed that the faulty

practices in handling the banlk!s bonds contimied and that the bank was

aot willing to follow suggestions for inproveoment.

"ees.Bonds, Securities, etc.: Prices on all bonds except
those marled # were obtelned from quetation records avall-~
able to your Exaniner or fram investment bankera other

than the firm from which they were purchased. Inascmch

as quotation sheets and trolers quote a market price en
thege items your Examiner assumes that they are readily
marimtable at the smounts listed. Prices on items marked
% could undgubtedly bave been obtained from the firm from
which they were purchased, but inquiry outside resulted in
the information that thers was !No market available,!

Thege items would seem to be in the class of one house
bonds. Subsequent to last examination and under in-
structions of your office your Examlner advised the bank of
specific issues of bonds yhich in his opinion did not conform
to the requirement of marketability. This erlticlsm was

based on information and opinions obtained in , and is
contalned in Examiner's letter to bank under date of Janu-
ary 23, 1928, a copy of which was forwa.rded._to your office.
The management did not agree with the classification of

your Examiner."

This condition apparently contimied without much change for

mere than two years longer, for the oxaminer wrote in Octobor, 1930:
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"Your examiner has not been successful in past efforts
to have this benk improve the claess of securities held.
The only result of written and verbel criticisms has
been an exchange of letters which hes accomplished
nothing, Director A is a member of the firm of A mnd
Sona, Investment Bankers, of y and can naturally
outwtalk your examiner in defending objectiomable bonds.
In view of the mumber of defanlted issues and the size of
the aggregate depreclation it is respectfully regquested
that this bank be required to charge off the amount
listed es loss. These bonds could not be priced during
examinatlion, consequently, your sxaminer was unable to

advise the bank ms 1o the amount of depreciation,"

In the summer of 1931 the bank!s officers and directors finally

decided to attempt an Improvement in the bank'e affairs, as shown by ths

following quotation:
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"Heavy depreclation in Bond Account and mumerous de-
fanlted lssues due to character of securities., Slow and
Boubtful Losns. Total of Doubtful and Loss c¢laagifi-
cations exceeds Surplus & Profits. Statutory Bad Debts
and Other Overdue Paper. Offilcers not adequately bondsd.
Lack of financilal statements. Credlt information too
gonoral, 3Bank expecting to pay reguler semi-annual divi-
dend of $3,850.00. Officers and directors ars now co-
operating to improve this bank's condition although Preei-
dent X contenda & contimiation of dlvidends is essential
to naintaln confidence of the cammnlty. ¥No objection

is expressed to charging off losses as roquired and re—
ducing Surplus whon neceesary, although this chargoe off
was doferrsd until an actual appraisal of the bond account
could be completed. The required charge off at thls time
was calculated to mels due allowance for a voluntary
$15,000.00 charge off on May 27, prior to date of ezamina~
tion. However, that charge off was accomplished by means
of writing up Banking House $10,200.00 and $2,500.00
voluntary contribution by directors. FPresidsnt X agreod
to charge off, (and promptly advlse your office that this
had boen done}, such amounts as would be required es a re-
sult of this exemination, To further improve thls bank's
condition, officers have voluntarlily accepted a reductlon
in salaries and diroctors have walved thoir fees. Moody's
1imited service haa also been employed in an effort to
inprove ths bond account. Averags net earnings before
losses and dividends, for past two years, show but
$6,175.00 seml-anmially and consequently any material
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improvement in banlkt's conditlon is dependent on im-

provexent in the bond account which includes many weak

issues. Based on bond depreciation, capltal shows an

impairment of $11,694.33 which should be made good and

Mr, X agreed to come to for & conference in the

Chief Examiner's office when requested and this con-

ference will be held in the nsar future.n

The bond quality indexes of this bank were as follows: March,
1929 -~ 59,.8; April, 1930 ~ 49.5; June, 1931 ~ 43.6, This bank was in the
Northeastern famming region.

Beal Estate Bonds. ~ Several banks were criticized by ezaminers
for holding undesirable real estate bonds. However, there were no com-

ments extensive enough to be quoted ln this section.

Bank 216 was eriticleed for 1ts sale to customers of a large
volumo of undesirable reel estate bonds which later defaulted. The
oxeminer stated that a moral obligation to protect the purchaser of
thege bonds from lose reated on the benk, but the higtory of the bank
does not show whethsr the moral obligation resulted in any repurchases
of resl estate bonds. by-this—bank.. Nevertheless, 1t was obvious from
the comments that the reputation of the bank for integrity was at
stake. In March,1930Q, the examiner made the followlng statement:

"In considering this situation the fact ;thould. be

carefully weighoed that thie bank has eold out

approximately $6,500,000 of real estate bonds on

which a very real moral liabillty exlsts and at the

timo of this examination thors was past due princi-

pal and interesst affecting ono and one-half millien
dollars of these bonds."

In September, 1930, this matter of moral obligation was again

mentioned by the examiner in the following words:
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In considering ths situation it is necessary to taks
into consideration that the bank has sold soms
$5,600,000 real estate bonds to customers on which
there is $166,000 in default in interest and princi-
pal, affecting bond issues totaling $2,155,000. While
there is claimed to be no 1lisbility on the part of the
bank, either written or verbal, there is unquestionably
@ strong moral contingent 1liability vhich it will be
difficult to avoid."

Irrigation Bonds. - In case 254, the bank suffered serious
losses from the purchase of a large amount of irrigation bonds, These
bonds were & popular form of investment several years ego, since they
generally bore a high rate of interest and wore exempt from taxatlon
end were apparently woll protectod by the ability to tax the land holders
benefited by the irrigation project. However, 1ln many such projects,
it later doveloped that the tax burden necessary to pay the irrigation
bonds was greater than the bonefited commnities could bear. Iand was
abandoned in many irrigation districts and the irrigation bonds de~
fanlted., Thie goneral experiemce affected the prices of all irrigation
bonds.

The experlence of thle bank with irrigation bonde was first
mentioned in April, 1928, when the oxaminer commonted as follows:

", ...Tho bond account of the bank is very unsatisfactory.

Most of the dopreciation is occasioned by irrigation

‘bonds. At a meoting hold with the directors April 19,

1928, they agroed that in the ovent the Bond House from

which they purchased the irrigation bonds, did not re-

place them by good ealeable bonds, they would wake up

the doprociation, and & proper mimuie entry was mado of
such decision."

Furthor dotall was givon in September, 1928 as follows:

n,...The bank's bond account shows a goodly depreciatien,
occasioned prineipally by Irrigation Bonds, the most un-
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desirable of them being the X bonds. These
bonds have not as yet defaulted but are bedly
off on the market and not readily salesabls.

As per agreement during examingtion made April
9, 1928, the Directors have paid in $6,375.00
to talke care of depreclation in Bonds and an
account in this figure ie now cerried on the
bookas."

In March, 1929, the irrigation bond troubles werec again
briefly mentioned as follows:

", . o The Bornd Account is very unsatisfac—~

tory. $13M of the $19¥ in depreclation is

occasioned by Irrigation Bonds. The market

is not only off, but bedly slipping daily,

end 1t is bBelisved that eventuelly a heavy

loss will be taken In these bonds.!

In June, 1929, the inexcusable concentration of the in-
vestment funds of the bank in irrigation bonds and the subeeguent

difficulties of the bank were described as follows:

kB, . . The entlre capitel of the bank was
on its orgonization invested in undesirable -
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irrigation Bonds, the maricet for which is
slipping badly. The directors voluntarily
contributed $6,375.00 a year ago to a charge
off on these bonde. At this examination
$10,978.13 was written off and further loss,
it 1o believed, is bound to develop. There
is no real market for the bonds and to dig~
pose of the entire amount of these bonds at
the market values given would be imposgible.
The values gilvon represent the price here
and there where a sale has been made. All
of these bords no doubt could bs disposed
of in a very short tlme, but the price
would be ebout one-half of waat is quoted
here. It 18 necessery t¢ shop arcund and
find a buyer interested in this elags of
investments in order to obtain fair values.
A large lnvestment house is cooperating
with the bark hopeful of retiring all
issues of the Irrlzation Bonds with as
1little loss as possible.”
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The further history of the difficulties with irriza-
tion bonds in this bank was not given in the case history be~
cause irregularities were found in the management of the baniz,
and the examiner's entire attention during the laat two Years
of the bank's sxistence was centered on an attempt to effect

a reorganization or sale of the bank to other interesis.

Bonds Chiefly Responsible for the Depreciation in
the Investment Portfolios of the 1085 Banks

Further light on Investment mistzkes of bankes fail~
ing in 1931 is obtained by a study of individual bonds econ-
tributing moat to the securities depreciation of these banks,
It should not be clalmod thet exactly the same liet of bonds

have been the principal cause of securities trouble in all

Federal Reserve Bank of St. Louis
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1931 bank failures. However, the list points to certain faulty
vrectices 1n bond buying which were undoubtedly quite general.
Amongz those practices were the purciase of convertidle bonds

at high premiums, the purchase ol low grade issues, and the
purchase of unseasoned lssues.

Mothod of Selectinz Bonds Contributingz Greatest De-
preciation. - A cimple method was used to find the tonds con~
tributing most to the bond depreciation of the sample banks.,
Only general market securltles were considored. United States
securities, stocks, claims, judgmeats, and other irregular items
appearing in the securities records of these banks were excluded.
A tabulation was made for each bank of the individual bouds with
the largest dollar smount of depreclation whose combined depre-

ciation smounted-to one-half of the total depreciation in the
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benk'!s general security account. The next step wza to select
the bond issue showing the greatest dollar amount of deprecia-
tion, and the second issue in point of depreclation, end the
third and so on, until & total of depreciatlon had been btuilt
up approximately equal to onc-half of the grend totel depre-
ciation in the benl!s bond holdings.

The same procedure was followed for each of the
banks which had substantlal bond accounts (the banks with

investments of 15 per cent or more of deposits in 1929).
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The grand total dspreciatlon of the bonds selected in this
way was §$3,66%,727.

Based on the above described tabulation, a list
was made of the fifty issues contributing mest to the de-
preciation in the bond accounts of the banks used in this
study. Each of these securities was an important problem
in only a small number of banks, but their combined depre-
ciation in 1931 was $2,208,340.

The two bonds contributing the greatest amount to
the depreciation in the banks' bond portfolios were convertible

bonds. The mistcke made by banks wos buying these bonds at
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prices substantinlly above par and the deprecistlon experi-
enced was due lavgely to the wiping out of the premium on
the bonds in the market. Of the first fifty bonds in point
of deprociation only five hed ratings of the first three
grades in 1929, The remainder of the lssues were of the
fourth grade or lower. In perlods of declining bond prices
the igsues of lower grode declined fester than the higher

grode issues, with the exception of convertibles.



~ 148 -

Table 31 ~ Ratings of Fifty Issues Contributing
the Oreatost Deprecintion to the
Portfolios of the 105 Banks

Roting ¥o. of issues
In 2
Iv C
Ic 3

1la 6
ITb 2y
Ile 9

IIln 2

IITb 0

Ille 1

Defaulted S

Total 50
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In gsome of the fifty bonds the per cent of depro-
clation to book value was emall, but the large holdings created
a heavy dollar amount of deprociztion. In other bonds the large
dollar total of depreclation was caused by a serious percentege
depreciation on rather emall holdings. The per cent of depre-
clation of the various issues was nffected consilderably by the
dntes of the reports, becouse the bond market wos declining
throughout 1931.

Every one of the fifty issues showed a deprsciation
of over 10 per cent from book value at the time of the lest
exemination of the somple banks prior to suspensione. All but
one issue had 2 deprecintion of more then 20 per cent. The
depreciation ronged up to 100 per cent for the various ilasues,

ond for the combined 1ist of fifty bonds it was L5 per cent.
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The deprecliation recorded would have been larger if the
last eXaminations of these banks had all been at or nea;r the tims
of their failure instead of some months earlier. Tue last eX-
aminations of fifty-Ifour banks, or more than helf of the list,
werc in the five months, Narch to July, 1931, before the most
serlons stages of depreciation in the genercl tond market begen,
and for 16 other banis the last examinations were prior to the
beginning of 1931,

0F the first fifty bonds in point of depreciation the
great majority were lssued in the post-war perlod. Only four
issues were brought out before 1923. Threz oi tliese four were
railwny issues and one was & joint stock land bonl issuce Twenty-—
one issues, or 42 per cont of the first fifty, were brought out in
1928 or later. In otkher words, the bonds causing tie greatest amount
of depreciation were unseasoned issues, largely the product of boom

conditions in the bond marzet.
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Table 32 - Years of Origin of the Fifty Issues
Contributing the Greatest Denmraciation
to Sae Portfollos of tae 10F Banlrg

Year of issue Yo, of lssues
1830 2
1529 8
1528 11
1927 9
1526 3
1925 5
1924 5
1923 3
Before 1923 L
Total Ko
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Table 56 - Classification of the Fifty Bond Issues Contributing tho
Greatest Depreciation to the Portfolios of the 105 Banks

Type of issue

Par value

Boolk valuo

Depreciation

Per cent of
total depra-

clatlon in
fifty lssues
Foreign
Governments $ 136,000,00|$% 122,562,501 § 65,512.50 2.9
Industrials 103,000,00 100,312.50 62,356.25 2.8
Rails 30,000.00 29,475.00]  16,975.00 0.8
269,000.00]  252,350.00[ 14Y,843.75 6e5
Rails 680,250,00| 688,501,00] 320,618.50 14,5
Public Utilities _
Telephone & Telegraph 1,157,000.00] 1,820,024,75| 598,289.75 27.1
Light, Eeat & Power 369,000.00{ 356,181.25 130,213.75 5eQ .
Water 54,000,00 53,117.50] 26,367.50 1,2
‘Streat reilway 70,000.00 69,037.50 57,637.50 2.2
Bridge 20,000.00 19,950,008 _17,950.00 0s
1,670,000.00! 2,318,311.00{ &30,458,50 37.6
Industriale
Woolen Mills 309,000.00| 292,922,45| 210,264,95 9.5
Oils 176,000.00| 172,245.00{  96,495,00 4.4
Coal 240,000,00|  239,107.50{ 1h6,232.50 6.6
Foods 92,000.00 90,693.50 56,493.50 2.6
Theaties 179,000.00| 168,823.75f 93,613.75 L2
Rubber 141,000, 00 40,216.25{  3u4,0k0,25 1.6
Cement L45,000,00 W, 212,50 26,212,50 1.2
:ilk 35,000,00 3%,375.00 11;%'223'00 0.8
iscollanooun 20,00 17.50 604,00 2.1
° | PR 1 IS TE| Teres| 350
Financlal ‘
Joint Stock Land Banks 206,000.00[ 211,312.50| 92,312,50 4,2
Fedorel Land Banks 25,000.00 ok, 250.00{ 15,250,00 0.7
Invostmont Trust 245, 000,00 267,362.50 77.475.00 .
ont Truste L76,000.00} 502,925.00| 185,037.50 g’.&

—— Total

16k, 311,750.00

$4,917,800. 45 52,208, 339. 70

100,0
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The first fifty issues from the stundpoint of depreciation
were widely diversified as to type, Thirty-seven and six-tenths per cent

were public utilities, 33,0 por cent were industrials, 1l4.5 per cent were

railroads, 8,4 per cent were financial issues, end £.5 per cent were for-

eign issues, No municipals were found among the first fifty tonds, due
partly to the wide diversification of investments of thls class wihich did
not allew sufficient concentration of funds in any one issue for it to en~
ter the group of leaders in depreciation, Moreover, many mainicipals have
no market price and examiners were consequently unsble to figure their
depreciation. The distritution of the firat fifty issues by type of issue

is found in Table g:
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CEAPTIR ¥

OTHER OPZRATING POLICIES

——

In addition to the examiners! comments regarding toeir loans and
investments most of the suspended banks covered in this survey were subjected
to criticiems regarding other policles and practices. The frequency with

-
waich these criticisms occurred is shown in Table k3.

3+
Table %3 - Criticisms of Othor Opmrating Policies
19211930 1931 Total
Type of criticism suspensions |suspensions (225)
{(120) {10R) 7
Overextended condition 40 66 106
Continuous borrowing 23(1) 53 76
Failure o keep up legal reserves 15 el 36
Overdrafts ' 7 26 33
Payment of dividends not currently earned 12 17 29
Excessive investment in banking house 9 20 29
Too hign salaries 9 10 19
Too higih Interest rate on deposits 12 6 18
Large public deposits 9 8 17
Overoptimism 1 10 11
Write-up value of building, furniture and fix-
tures, donds, or other assets to cover losses
or earnings deficit 5 5 10
Bank understaffed e 7 9
Bank too small for profit 1 2 9
Poor records 0 8 g
lawsuit 2 5 7
Unwarranted endorsement of notes 1 4 5
Criticized asset removed by loan to director L 0 L
Surety bond difficulties 3 1 L
Investing public deposits in loecal loans 1 2 3
Failure to depreciate bank building end famiture
and fixtures 0 3 3
Reliance on permanence of large single deposit 2 0 2
Inefficient clerical force 0 2 2
Lack of proper supervision 0 2 2
Small net wortn of stockholders 1 1 2
Bank ungercepitalized L 1 2
Bank overcapitalized 1 1 e
Miscellaneouns criticisms occurring once each b 1n 17

(1) The statisticel analysis showed 42 casss of contingo§s borrowing in tnls
group, or nearly twice asg many as the examiners criticized,
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Overextended Conditlon and Qoutimous Borrowing

0f the 225 suspended banks included in the study, 106 were criti-
cized by examiners for overextended condition, and 76 were classed as con-
timwous borrowers, There is 5o accepted definition of overextended condi-
tion, but from examiners! comments it can be inferrsd that they considered
a bank overextended wher it had a combination of the followlng character-
istics: a large volume »f loans relative to depoelts, a very small volume
of secondary reserves relative to deposits, a large amount of loans of a
poor guality, and contimuous or heavy borrowings from other banks, While
not called an overextended condition, a similar sitwation occurs when a
bank becomes burdened with a large volume of depreciated securities,

In the case of most examiners, there was apparently no attempt
made to establish a comneciion between the couses of overcxtended conddi-

tion and the criticism of the status guo. Overeztended condition might

develop as a result of bad management in overlending or slack collections
or it might result from deposit withdrawels and economic reverses, Howover,
in avery casa of overextended condition there was a large totel of criti-
cized assets, suggesting the fact thet the frozen character of the assets
was frequently the underlying reason for the overoxtended position,

The four conditions listed in the first paragraph of this section
occurrod in nearly all of the cases where the banks were criticized for

overextended condition, UFor example, in case 33 the bank was eriticized

org/

Federal Reserve Bank of St. Louis
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repeatedly in terms such es the following quotation from tue May, 1925,
report:

"Bank contimes to operate in an over-extended corndition,

has been a habitual borrower in large ampunts, witn an unsat-

is factory reserve record."
At the time this was written, the bank had loans of $645,000, whicn were in
excess of its deposits of $618,000, The bank was borrowing $132,000. Its
criticized assets amounted to $309,000, as compared with capital and surplus
of only $50,000. It bad only $15,000 of bonds and securities, none of whica
were marketab}e.

In case 21 it is evident tnat in the mind of trne examiner overex-
tended condition was more closely connected with the relation of loans to
deposits than it was with any of the other factors mentioned above, Deposits
decreased between December, 1927, and Juns, 1928, 2nd althougnin loans also de-
creased by a small amount, the bank was stated to have become overextended,
inasmich ag it had beon compelled to increase its borrowlngs in order to meet
deposit withdrawals,

In case 26 the bank was criticized every year Ffrom 1921 to 1926,
when it failed, for being in an exteﬁdﬁd condition. Throughout this period
its loans exceeded its deposits, it had practically no investments, it wes
borrowing heavily, and it owned 2n unwieldy volume of criticized assets.

Illustrations from two case histories will serve to describe ex-
treme cases of borrowing. Case 119 was a bank with & record of contimious

borrowings during all of the wer pariod. Tnis bank was obvigusly overextend-

ed and paid insufficient attention to reserves during the years when its de-

Posits were increasing. When its deposits declined in 1920 and 1821, it had

Federal Reserve Bank of St. Louis
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no means of meeting witndrawals except to increase its borrowings heavily,

In June, 1920, 1t was borrowing more than its total deposits and four times
as much as its capital and surﬁlus. The following table gives the statistics
of 1ts loans, deposits, and borrowings at various examination dates from 1916

to 1921,

jd"
Table ¥ - Loans, Deposits, and Borrowings in Case 119

[in thousands of dollars)

Date Loans | Deposits | Borrowings

8-1-16 $148 $154 $ 6
L 17-17 170 194 10
3-21-18 231 2u5 36
9-27-18 338 250 18

11-14-19 E'{G 365 10

6-1-20 55 238 282
6-10-21 359 132 223

Case 109 shows a very similar condition, In February, 1920, it
had deposits of $563,000 and loans of $754,000. Its investment holdings were
negligidle, amounting to $29,000. To support the volume of loans in excess
of deposits, this bank was borrowing $116,000. During succeeding months,
its deposits dsclined end its loans increased, so that it was compelled to
increase its borrowings to $UL8,000 in Septeuber, 1921, At that time the

examiner wrote:

"This bank is in a very serious condition, as is shown on
face of report, I called the directors' attentlon to this fact,
However, they do not appear to be alarmed over the situation.
Of their total loans, b7% are pledged to secure bills payable;
of their total individual deposits, $100,000 represents state
funds subject to call at any time, In the event a call snould

‘be mnde for these funds, they have no exchange to meet the same
witk, at present, and taking in consideration their liabilities
for money borrowed it is doubtful with your examiner if they
could find e bank that would be disposed to make furtser ad-

vances to them."
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In many cases the failure to leep up legal reserves was & symp-
tom of other difficulties rather than an original cause of trouble, It
was sometimes due to heavy withdrawals or an overextended condition, but

in some cases it was due to weak or carcless manageuent.

Miscellaneous Criticisms

Poyment of Div.dends Not Currently Esrned. - Only 29 cases were

found among the 225 suspended banks where tho exauminers had ecriticized

tho menagement for the payment of dividends in excess of net earnings.

The ecriticiems, however, do not cover all the cases. . A survey of the not
earnings and dividend payments indicates that a large propertion of the
suspended banks pald dividends for a year or more after thelr net income

had decreesed to a point where dividend paymentes could not be made ocut of
current carnings. In fact, if the losses set up by the examiner had actually
been written off out of current earnings before dividends were paid, very

few of the banks under survey would have been able to pay dividends as long
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as they did without dipping into their undivided profits or surplus.

Excessive Investment in Banking House, - In 29 banks, according

to the examiners, the investment in the banking house constituted such a
large portion of assets as to curtail the earning power of the bank. Case
9 was such an instance wiere the examiner wrote in 1922 as followa:

"Handsome bank tuilding 1s being pushed to completion
and is expected to be occupied on or by October 1. ‘fhen
completed will cost some $250,000. In this connection,
management states they have a prospective buyer of present
banking house and adjoining property for $75,000 which,
when sold, will be credited on new building, thereby ro-
ducing it to about $175,000, Our examiner has stated to
President and Cashier that, in reality, they should have
more capltal and surplus, since the new building would be
carried in excess of present capital, and surplus; furtier,
that present deposits justified additional caplital and this
matter should be given consideration.™

Later in the same year the bank building was completed and still appeared
in the examiner's opinion to be ftoo large for ftne size of tine benk,

#5ince last examination, the bank has completed 1ts
new home and now has one of the most modern and well-
equipped banking rooms in the btate. The investment, at
present, is somewhat out of proportion to capital and
surplus account. In tais conmection, following previous
suggestion of the examiner, President 4. advised ms taat
plans are under way whereby capital will oe increased
$50,000 and surplus $25,000 on the first of the year.
This, it will be seen, brings the investmwent more in
line, particularly after giving effect to tae sale of
the 014 home now carried, ths proposed sale of which has
been outlined by the bank to your office.”

Zarly in 1925 the unwieldy investment in the banking house began to be

noticeable in tile earnings account, and the examiner wrote as follows:

"The bank is meking just enough money to pay their
dividend and teke care of the small losses that appear.
This is partly due to the heavy investment in buillding

and fixtures.!
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Zoo High Salaries. - In 19 cases examiners reported that salary

paymente were too large, sometimes because a single officialls salary was
out of proportion to the earninge of the bank and sometimos because of a
surplus of help. In case 47 the exeminer wrote in 1930:

"Wice President D domlnates the bank, Ee is aggres-
sive and is a good collector, and has made some progress
in collecting slow and doubtful loans, Ke is & men of ex-
travagant ideas. It was upon ials suggestion that bank
added Director G to its force of active officers, and also
brought Agst. Cashier F in the bank. It seems as tuough a
bark this size should be able to get aleng with less than
nine active officers and employees,'

Too High Interest Rate on Deposits. ~ High interest rates on

deposiis generally arose either from excessive competition between banks

in a whole ares or from the desire to attract deposits from outside of tne lo-

cal bankding district. The difficulty of maintaining a low enougn interest rate
for sound operation under strongly competitive conditlons was described
in 1924 by an examiner in case T1:

"The bank is baving trouble in renewing some of its
good loans at 10%, many borrowers insisting upon 8% money,
at the same time the bark is paying 5% on time deposits.
A letter from your Department insisting, if possible, upon
a reduction to U% would probably heve the desired effect.
I have been trying to get the banks to reduce to L%, but
it is impossible to expect one national bank to reduce to

% and gllow the others to pay Y% and 6%, when they are
located in the immedigte vicinity. I realize that some
banks are in & better position to pay Hb than othere to
pay 4%, but if we are golng to have any success in getting
the interest rate reduced, it will be necessary for all of
the banks to make the desired reduction,"

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



6/~
—_—

Hizh interest rates on deposita necessitatod a socrch for

investments ylelding high ratea of intorost, In 1925 tho oxaminor

doseribod the rosults of this prectico as follows:

%Thls bank is owvmed by tho Y-Z intcrests of znd

» but tno policy and management of tho bank is loft
largely in tho hande of tho cashier, X, who has bocn able
to build up an umugually lorgo banking buainess for a vile
logo of thls size and hns ostablished himself o roputation
08 a banker of moro than averago ability, but this has boon
largoly nccomplishod by the paying of o largoe interost rato
on timo deposits, Thle hns nocessitotod a higher leaning
rato and, as this particular comminity could not obsord
depogite obtalned throush this high rate, tho bonk woe
forcod to go outside of its territory for loans, evon ontor-

:ing othor states, with the result that the bankk is carry-

ing a considerable amount of slow and doubtful essets and
thoro is no doubt that the bank wlll suffer heavy lossos
through this policy. It was necossary to got a nigh in-
torost rate on loans, which bocame tho first attraction
whon looning money, rathsr than the security of the prin-
cipal, This apparently has been a policy of the ¥-Z banks
in « Toey stato they have reduced thelr in-

torest rato to 5% on time doposits, but their loams havo
the appoarance of 10% loans,t

Tn cose 68 the exasperated exeminer ozclaimed in 192u:

"How can a barl, with the volume of busliness of this
one, with a capital of 25M, with 15M iavestod in bank build-
ing, with 2UM invostod in O«R.E., with loams of the type
carried by this one, poying interost over a long (and prob-
ably indefinite) period on Borrowed money amounting to about
100M, and paying (usually) 6 per cont interest on more than
two~-thirds of its deposits, lwpe to rohebllitate itself
tiwough its ordinary and usuval operatione? That's the main
question to be solved hore. The answer assuredly is not

"found in the 'Romances' of banking."

Case 88 shows ovidence of outside funds being attractod by

the high intorest rate on deposits and tue effocte of tlioso volatils

funds on benking provloms, In 1922 the examiner doseribed tho bank's

~depegit interess practice ns follows:
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"Money is exceedingly tight locally, Before the
war, I was advised, the bank paid 6% on time certifi-
cates. KNow they pay from 6% to 8%, with an estimated
average of a trifle over 7% They are irregular in
their amounts peld on savings. The two competing state
banks are also hard up, so the cashier of the subject
bank advises, and the banks practically bid for de-
posits. With the decrease in deposits, the bank is
not making expensss, and no margin can be figured for
possible losses.!

A year later a new management had talen over the bankls af-

fairs, but was flonding the outslde funds a special cause for worry. The

exeminer's comments were:

"One item in the bank's affairs, that of the high
interest rate paid on time deposits, {and of this time
certificate money, approximately $90,000 belongs to
cortificate holders who live out of the state), made a
new men taking over the management afraid of its with-
drawal with a lowering of the rate, That was a big item
in malking the purchaser tale ample precautions as to his
safety. This item was slowly belug corrected, the cer-
tificates as renewed being cut 3% or 1% all thru the

past summer.t

Mismanagement of Municipal Deposits. — In eeveral banks in-

cluded in this study, wealnesses developed through the faunlty manage-
ment of deposits of municipelities, counties, and other Government
units, The difficulties arose from the invesiment of such funds in

loans not subjoct to ligquidation upon demand or at short notice. Pub-
lic deposits are subject to wide fluctuatlons, They are built up rapidly
at tax payment dates and are then dramm down steadily to minimum balances

before the next tax payment date. It has been a2 coammon practice for banks
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to furnish security for such deposits by the pledge of a surety bond,
elther supplled by a bonding company or entered inte jolntly by sub-—
stantial stockholders of the bank, ter furnishing such oecurlty,
the bank wag then free to use the funds 1ln sny way that lts monaje-
ment wished, There wereo no cases where difficulties arose vwhen the
managcement invested these public depositn 1n readlly marketabdle, high-
grade honds or open~market loans of suitable maturities, CThe dlffi-
culties arose entirely out of the invostment of these funds in slow
loang whore thore was a danger of inablllity to collect the loans
whon the Govermment officiale demnnded thelr funds,

In case 109 is fournd a good exnmple of the unwieldy propor-
tion of public and State funde somctimes included in tho dcporits of
& bank., This bank had depocits of $232,000 in April, 1922, of which
only $90,000 was lecal deposits, tho remrinder being public and State
funds., At that time this banik had loans of $707,000 and wes borrow

ing from other banks $423,000.

Caso 37 illustrates the trouble arising from the misminage-

ment of public funds. In 1924 the examiner wrote:

Federal Reserve Bank of St. Louis
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"While tho gonoranl condition of the bank's assots
seems to have been improved, tals bank for three years
has been paying Y3 per cent for public funde, ranging
from $100,000 to $350,000. It has tried to invest these
funds profitably in sundry bonds, and has finelly invested
$350,000 in local loanms. It has contracted to accept these
funds for two more years beginning in 1925 at 3% per cent,
and the managemsnt hae adopted the policy of extending lo-
cal loans on the strength of these temporary deposits in
enticlpation of incrensed deposits during the mext two
Years, Due to this short-sighted policy, the public funds
aro a constant monaco,. and 1t is belioved the bank will
oxperience difficulty in borrowing from its correspondents
to cover the large fluctuations of public funds which oc-
cur in the fall of the year. If at tho ond of the two-
¥oar period the benk should lose the public doposlt and
has boen during that perlod unable to increase its local
deposits or reduce ite loans, it will face a serious sltus-
tion.?

At pucceeding expminations the large volumo of public funds
bearing o high rate of interest was ecriticized, but the practico of
the bank monagement was not changed. In the spring of 1926 the usual
inersase in fublic deposits from the proceeds of tax poymente occurred
and the examiner criticized the bank's proctice as follews:

NPhe bank has eliminated its borrewsd moncy by the
influx of publie funds and it 1ls forscast that they will
again be heavy borrowers when withdrawals are mado of
theso funds, since the bank has always been in a highly
unliquid state, and these funds have boon for yoars a
decided element of danger to the bank, with the direc-
tors apparently unwilling to force their customers to
liguidate their loans in anticipation of these with-

drawalg,”

In the fall of 1926 the exominer's predictions came true, for he

wrote:

#The eituation at this bank has been most disheart-
ening for a long period and since the last exemination
withdrawels of public funds have eeriocusly embarrassed
the banlz, and its lean credit has been strained to the
limit, On the date of exnmination, the bank was praoc-
tically cut of funds to meet cash letters.”
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In cose I7, tho examiner oxposes the dangor of this prac-

tice of handling public funds from the standpoint of tho govornment

subdivigion owning the funds. In this case it wns a county whoso

funds wero placod on deposit with the bamlk, and the risk involved

vae woll doscribed in tho followlng parograph from the 1926 recport:

"If thls institution 1s forced to euspond, which
seoms ineviteble, 1t wlll practically bankrupt thie
county. Thoe condition of the othor two nationnl banks
is such, as your offlco woll lnowe, thet thoy could not
stand a run, The First Fationnl Bank of '2,) en affili.
atod instltution, could not hopo to koep open, In fact,
the First Natiomal Bank of 'XX' would probably bo the
only bank that could withstand the starm. Furthsrmore,
i1t hae always beon the practice of the County Troasurer
to doposlt large sume of money in the subjoct bank durlng
the months of Decomber and Jamuary without socurlty, Tae
county balanco at thils time is covered. However, during
Decomber end Jamiary it will run $100,000 in oxcoss of
tho socurlty nold."

This practice with its risit to the county contimied to be followed

up to the tims of fallure, for in April, 1927, the ozamlner wroto:

BThe cash positior of the bank ie stronger than waos
anticipated at thls senson of the yoar, and is largely
accounted for by tho County Troasurer's largo balanco,

Ho lhas approximately $138,000 on deposit in the bank,
with orly $63,000 in colloteral and suroty bonds. It is
impossiblo for the bank to proporly collatoralize this
deposit, and, on the other hond, it is statod that the
County Treasuror is unoble to find security for county
funds if depositaiolsovhere. Should thils sccount he with-
drown down to the amount of the supporiing collateral, it
would undoubtedly havo a serlously crippling effect on

this ba.nlc. f

The succossful handling of public deposits with surety bond

security wae somotimes threatoned by tiie refusal of the bonding cem-

Pany to renevw its bonds.

¥o cases occurred in the bank nistoriss

studiod whore tho bonding compenies' refusals were final, but the

threat of such action was mentioned in two casos, and the eeriocus
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nature of this threat can be seen from the tone of the following quotations.
In case 66 the examiner wrote in 1921:

"The situation was further complicated by the action
of the bonding companies in refusing to renew bonds secur-
ing $U45,000 of county and city deposits, which bonds ex-
pired the latter part of December and the first part of
January. Your examiner, together with the county and city
treasurer, was in constant commnicatlon with the agoents
of those companles both during the exmmination and after .-
returning to ___, and I em now advised that the companies
have agreod to renew for anmother ycar,"

In case 115 the bank had been relying on its public funds to
meet the local demand for loans. In tho summor of 1924 thero was some

doubt in the examiner's mind as to thas future attitude of the bonding

company, for he wroto:

¥An unsatisfactory element is tho fact that it has
$175,000 in public funds on deposit, and six other large
doposit eccounts aggrogating $125,000, Thore appears to
be no reason though why any material withdrawnls should
be mado on any of these accounts. No trouble has yet
beon exporienced in obtaining renevals of dopository bonds,
but attitude of bonding companies in this locality has not

boon favorable.!

The condition became precarious in succeeding months, and tho examiner

wroto in Docember, 1924, as follows:

1A matter of grave concoern is the fact that of

$52L,000 deposits, $146,000 is public funds and $102,000
1s eight individual accounts. $100, 000 91' public funds
are secured by dopository bonds, and it is imposseible to
dotermino whon sll or & part of these bonds may be can-
celled. About 90 days ago, One company served a can-
cellation notico of a $25,000 bond. A conforence was
arranged. Cancollation notice was resclnded.
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Marleup of Book Value of Assets, - Ten banks facing losses or deficits

in earnings followed the practice of increasing the book value of their banikdng
house, furniture and fixtures, bonds, or other assets, This bookkeeping trans-
action added a like amount to the undivided profits of'the bank against which
losses or excess expenses could be charged, In case 37. the transaction in 1925
wes described as follows:

"Bank has appreciated its banking house $10,000 since last
examination so as not to show an operating deficit,."

In case 86 the furniture and fixtures account was increased to cover
an earnings deficit, as described in the following quotation from a 1923 report:

"he furnliure and fixtures have recently been replaced on
the books by an increase in the building end fixture account to
cover a deflicit in the earnings dne %o a large amount of notes
taken for interest on limit loans when the interest could not be
Paid in the past year. The amount at which the building and fix-
tures are carried 12 not excessive, and the building is thought
to be readily marketable at the present bock value."

In some cases such book entries were not illegal, since ths true
value of the acmets inveolved was sufficient to Jjustify the increase in the book
value, However, this was not always the case., In case 2. the examiner gues-
tioned the validity of suca an entry in 1325, as shown in the following quota~
tion:

"Board increased value of bank building and lots $10,000,
new president J. contribtuted $6,29L.31 on Jamary 26, 1925,
and balance of losses were then charged off as classified in
report of Jamary 12, 1925, Examiner does not exactly approve
appreciating building $10,000, but property includes two lotg
and officers said they thought they could eell the adjoining
lot for $7,500 to $8,000, which would leave banking house and

lot on books at a reasonably fair vatue,m

Eorly in 1926 the examiner reported that the lot adjoining the bank

building had been sold for a sufficient amount to reduce the book value of the

banking house to a falr amount.
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well run according to the examiner'!s classification of assets.
lawsuit in 1928, and was forced to suspend, but was later restored to solvency

without the farmality of go}ng through receivership, The history of the lawsult
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Lawsuits, - In several cases lawsuits with the outcome adverse to the

is given in the following quotation:
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"Herein is the history of the suit that cmused this bank to
close 1ts doors, togetner with information izcident to reopening
for business,

"he suit through which judgment wes obtained was filed August
21, 1926 in the circuit court, and after many delays ceme to trial
on October 1, 1928. It grew out of the sale of stock in 1920 and
1921 in what was called -the X Company, & company incorporated under
the laws of the State of D by some five or six promoters, of whom
4 then president of this bank was presidsnt. The purchasers alleged
in their complaint and testified at the trial that A when soliciting
these purchasers verbally agreed that when $25,000 worth of the stock
was sold and paid for a meéting of the stockholders would be called
and one of thelr mumber sent to B to lavestigate the project, return
and report to another meeting of stockholders, at which time, if the
report was favorable, & representative would be sent to B to expend
the funds so raised to install and operate the plant for the mam-
facture of rubber products from cactus,

"Money derived from the sale of this stock was deposited from
time to time between June 1920 and July 1921 in the aggregate sum of
$18,000, and begizning in November 1920 was checked out by the secre-
tary and treasurer of the rubber company to varlous persons and com-
panies until there remained in July 1921 a bzlance of only $65.70.
The testimony of the defense by &ll directors except one who wes un-
able, due to sickness, to attend the trial, and all of the active of-
ficers of the bank was that they nad no knowledge of what was told
these purchasers of this stock or of any agreement of any kind that
these funds were deposited as a trust fund. The activs officers tes-
tified the deposits were made by the cffice girl of the secretery
and treasurer of the company in the regular menner as any othsr de-
posits, and subject to check by the secretary and ireasurer of the
company, The office girl of C., who was secretary and treasurer of
the company who opened the account, made all of the depasits, testi-
fied she kmew nothing of any agreement with the bank. A, who since
has severed his comnections with the baenk, testified that he made no
such agreement with the purchasers of the rubber company stock. Ths
bank was unquestionably the victim of clrcumstances through this
suit over which they themselves or your office could have no possible
control, and it was due to this and this only that thsy were forced

to close their doors for the short time."

Federal Reserve Bank of St. Louis

Case 55 was a2 small bank very

The bank lost a
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Feyment of Unsecured Produce Drafts for Yiorthless Drawer. - In

case 39 an inexperienced cashier peid drafts amounting to a large sum for
a worthless concern without first sscuring collateral to insure reimburse-
ment. The detalils of this tranesaction are given in the following quotation
from the 1929 examination report of this bark:

"0n April 29, 1929, I was instructed by Chief Examiner
to proceed to X, 23 the Y National Banlt there had suspended
business, After arriving there it was disclosed that they
bad gotten into trouble through anm incapable casnier, and
the cashing of some $211,032,95 produce drafts of one Z Com-
pany, which had been returned to them unpaid, and on which
the bank had no recourse for thelr money.....The drafts that
were paid wore all unsecured, drawn by the Z Company on vari-
ous concerne in varicus places, mostly on D Company and the
E Company. The only evidence of security was noted on scme
of the drafts by a certain car mumber notatlon, tut being
void of any bill of lading or other evidence of security,
except as above stated simply a car number, and this was
only on a few of them. When agked about the cashing of
these drafts, etc., Mr. &. only enswered: 1!'I just had con-
fidence in thess people and that so many werc pald 1 felt
that these wowld be a&lso.! The records show that the bank
first startod cashing thesec drafts in Novomber, 1928, and
since that time the bank had casied some $1,653,840.20 of
thege items, all having been paid except this amount of

$211,032.95."

Cotton Speculation. - In ceso 105 the bank becamo involved in
cotton speculation to a serious extent, BMuch of the blame for this trouble
sht;.:uld be attributed to the dishonesty rather than tho ignorance of the barnk
officials, The bank followod objectionmeble practices in copmmection with

cotton financing for several years. It gradually became evident that the

bank ¢fficials yere themselves epeculating in cotton, as sanown by the

following quotation from a 1324 roport:
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"Tho condition of this bank is deplorable, inexcus-
able and dangerous on account of the ppeculation in cot-
ton by President A, Notwithatanding tho prowisos mado by
him and othor directors on April 4, 1924, as contained in
their lotter addressed to tho Comptroller, the samo condi-
tion was found at this oxomination, end, while their weck-
ly report to tho Depertmont showed all bills of exchange
Paid, they wore not in fact peid, and thoir statement was
untrue, Farthermore, Mr. A. has boen buying cotton since
previous oxanination (which he promised ho would not do),
and carrying the checks he gave in payment therofor as
Cash Itoms" until the cotton was shipped and returns ro-
celvod., Mr., A, also wilfully borromod additional funds
from the bank since provious examlnation, lmowing at the time
he hod an excess loan in tho bank, Tho notes represent—
ing thoge loana being signed *D Farm! and 'E Farm,! bis
name not appearing thereon, but upon close questioning ho
adaitted that he signed the notee; thu* he owned the
farme, and ths notes were his direct linbility, The ex-
aminer called a meeting of the Board and all who weore
avalilablo wore prosent and all matters agoin gono over
with them and their personal respensiblllty ogain ex-
plained to thom and promises made that these matters would
not be pormitted in future, in which this examiner places
no confidence, dut fully belleves that Mr. A. will do ‘as
he ploamses! s long as ho is connmected with the bank in
any woy. (The directors aro mere figurehsads.) Mr. A.
states that he expects to comply with his promise to re-
tire from the bank within the time agresd upon with this
oxaminer and contained in ths directors! letter of April
4, 1924, (which statement is also not believed by tho
examiner), Should he continue in charge, it is merely
a matter of time until he will wrock the institution mnd
bankrupt himself and assocliates. Therefore, thse only
gsolution this examiner can see to protect the depositors
1g to file sult for forfeiture of the banikcla chartor or
contime specinl examinations until the public become
aware of something wrong and start a run on the bank,
thercby forcing the closing of its doors,"

In 1925 the examinor further described the irregular prac-

tlces as follows:
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8o far as could be dotermined, the ' pumorous ir-
regularitios revealed by the October examination in the A,
Brothers! cotton account had been adjusted, That is, the
account showed to be settled. Reference is made to the
promise made to examiner by A. at that time to discontimue
tuying cotton. While the records indicate that he ef=
foctod the ligquidation of the account as then ghown, 1%
appoars that he prectically engnged one F., a would-beo
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farmer and cotton man, to buy cotton as it came in, and

I found the line in the bank as is shown as excessive. Be-
tween examinations, the account has run mach higher and in
eXxcessive amounts., At the time of previous examination, I
took occasion to explein to all of the directors and Mr. A.
the methods followed by conservative banks in handling cot-
ton accounts which contemplate financing its purchase and
sale, and only by requiring rapid sales is speculation
evoided. It has always been A's policy to have the bank pay
for cotton, ship it to cotton factors in Y., and draw cgolnst
it, which practise lessened the burden on this bank in corry-
ing 1t, but allowed him to speenlate and throw the entire
hazard on this benk, The factor never advances but e portion
of the value and holds the actual cotton to secure him, while
this bank is in the position of a secend lien holder. A4s F.
began to buy cotton, it was shipped to B. Cotton Company in
Y., {which firm was holding the cotton belorging to A. Bros.)
in the pneme of A, Bros, This was determined in trying to check
the security represented to be held by the bank to secure F,
line, which I could not satisfactorily do; nor could I ascer-
tain even by inquiry from B, Cotton Company, for all the cottion
they held was held for account of A, Brothers."

Finelly, the ownership of the bank was changed and an improvement

in the matter of handling cotton accounts was recorded. However, the

caghier of the bank contimed to monipulate the cotton accounts and finally

brought about e situation where the bank failed and the cashier fook his

own life,

Customer's Check "Kitinz." - In case 38 the examiner found in

1926 that & check Mriting” operation hed been in progress waich promised to

be a serious matter for the bank, Eis commnt was as follows:

B4An examination of this bank wee ipade at tnis time in
view of the fact tnat & local concern nad been kitirg cnecks
between this institution and two other banks. Tue ultimate
loss to this bank at tais time is not determinable, but ex-
aminer is of the opinion thet it will not be to exceed

$50,000."
Two months later the loss from check "kiting" had beer definitely

determined and it proved to be too large for successful handling by the bank
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management, as shown by the examiner's description of the situation.

bank closed shortly after this examination,)
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At the tims of the last exeminatlion, there was & poten~
tial loss of approximately $50,000 as the result of a check-~
kiting scheme by a local concern. Since that time, directors
of the bank have voluntarily removed $25,000 of this amount,
and there 1s possibility for recovery of the other $25,000
from sale of the assets of this local ilndustry., The directors
of the bank were very mch adverse to the levying of an assess-
ment at this tims which would necessitate an explenation of
the losas to the stockholdsers and would, in turn, probably pre-
vent an orderly liquidation of the concern's assets.!

Federal Reserve Bank of St. Louis
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CRITICISMS OF BANK PERSONNEL

Examiners'! reports of the 225 suspended banks selected for
thls study contaln meny criticisme of the wersonnel of theso benks,
fmong the matters criticlzed, those mentloned meost frequently are il-
legal acts, inmctivity of directors, weak managemcnt, explditation of
bank by management, and outslde mctivities of officers. The frequency

with which these and other criticismes occurred ig shown in Table 3o.

Table 36 - Criticisms of Bank Personnel by Examiners

1921-193%0 193] Total
Type of eriticlem suspensionsisuspensions (225)
(120) (105)

Illegal acts H8 17 135
Inactivity of directors _ 53 4o 101
Weak managemont 2 47 1
Exploitation of bank by menagement 24 22 - 46
Outside activities of officers 16 23 39
‘Involved affairs of owners 13 17 32
Dieregard for criticism e 31
Overdrafts by officera, directors, and

help 5 20 25
Refusal to admit gquestiorable charactor

of mssets 15 g oY
Bank officer detrimental to bdank 1 20 21
Natural death of officer or director 3 10 13
Managing officer ill 2 10 12
Land speculation by owners 6 Yy 10
President aged and infirm 1 8 g
Former manngement detrimentzl to benk 1 5 6
Suicide or disappearance of officer 5 1 5
Friction among officers and directors 0 5 5
Refusal to charge off losses as they occur 2 E g

Refusal to pay assessment

Note: Other criticisms occurring only once were: socurity speculation
by owners; director also director of competing bagk: rcinstatement of
objectionable officer; excessive drinking of cashier; purchasc of
criticizable paper from brokers who are large shareholders; loss of

memory by officer; purchase of boank by promoters.
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Illezal Acts
One lmndred and thirty-five out of the 225 suspended banlks showed

some evidence of violation of banldng law on the part of the officers or

employees of the banks., In soue capes the offenses were of the most seri-
ous nature, as in the case of the 28 defalcations, 5 conversiong of funds,
8 forgeries, and 27 false statements, Table 37 zives a classification of
the illegal acts maintained by exnmincrs and the frequency with which each

occurred,

Table 37 -~ Evidences of Illegal Acts and Dishonesty

1921-1930 1951 | potal
Type of criticism suspensions|suspensions (225)
(120) (10%)
Loans over legal limit 32 63 9
Disregard for law gonarally 11 25 36
Defalecation and embezzlement 13 15 28
False statoments and entries 12 1 27
Unlawful real estate loans 0 1 14
Loens without consent of directoers 10 bt 13
Check "iiting? 6 6 12
Porgery L L 8
Effort to sell benk stockholdings to dodgo
asgesomente 5 1 6
Conversion of funds 2 3 5
Evagion of asseasment 2 1 3
Illegal act unepecified 3 0 3
Cashier bribed to make loon 1 1 2
Overdrawing correspondent accounts : 0 g

Replacing chorged-off asset in bank

Note: Other critlcisms occurring only once were: use of bank's funds to
gupport market for bankts stock; defdlcation in affiliated bank; loan
on bank's own stocly certification of a customer's check on an over-
drawn account; efforts to gell bank stock by promising large cregit ex-
tensions; illegel interest paid on GfD'a; gscle of worthless notes to
bank!s customers on promise to ropurchase ofter examiner left; bonds
held in safekeeping for customer pledged as collateral for bazﬂc-loa.ns;
goneral dlshonesty; misapplication of voluntary contribut:!.on; viola~
tion of guaranty; directors reimburascd for reserve pennlties charged to
them: failure to remit proceeds of collections made on rediscounts; re-—
discounted notes not shown on bonk's books; ¢rediting interest on Ylosg"

paper to earnings to pay a dividond,
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The most frequent of the violatlons of law mentioned by
examiners was "loans over the legal 1limit" which was reported in
95 banks., In some cases these excessive loans wero illegal in
amount at the time of thelr granting, and in other cases they were
increased to illegal sigze becauso the debtor could not pay his note
at maturity and the »ank was compelled to renew the note for its
original amount, plus intersst, In stlll othur cases, loans becamo
excessive through the reduction in capltal or surplus of the bank
after the leans were made, To avoid overemphasis on the frequency
with which excessive loans appearcd in the excminers! comments,

there were ilncluded in the tabulation only throse banks whero excos-

eive loans were a chronlc condition,

Innctive Directors

In 101 of the 225 closed ban«s sclected for this survey, bonk

Federal Reserve Bank of St. Louis
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directors were criticized for paying too little attention to fhe affairs
of the bank, In many instances the directors were merely appointed to
fulfill the legal reguirements as to the number of men on the board of
directors by the self-perving managing officer owning the controlling
stock in the bank. Such directors were usually controlled by the domi-~
nating official's wishes, and were aleo frequently lacking in business

experience,

In other cases the directors considered that their positions
were meraly honorary and placed full reliance on the abiliiy and honesty
of the managing officers whom they elected. Directors! meetings were in~
frequent, and when they occurred they wore mere formalities.

In cese 15 is found a typical ezaminer's comment describing the
board of directors of a "one-man bank,"” In 1929 the examiner wroto:

"Por many years, and until two ycars ago, bank was
operated along the line of one-man policy. Vice President
P, active, deminatod his board of directors, as well as all
employees of the bank. Until his own affairs became so bad-
ly involved, he was generally considored an able oxecutive,
and enjoyed the reputation of being able to work out bad
situations., He owes the bank at thipg time in excess of
$19,000, only partly secured. After czhaustive quizzing
and cloge analysis of his financial statement, the conclu-
eion igs roached that he is insolvent, It further developed
that he does not always confine himeelf to true statement
of facts, For this reasson and the condition of his person-
al affairs, ho is not believod fitted for the position that
he is now filling., The board of directors as a vhole 1s
woak in banking experience, Having been dominated for so
long a time by Mr. P they hesiteto now or are not qualified
to render the aggressive assistance that is nocessary under
existing conditions. T, § and U aro clderly men, represcni~
ing substantial financial worth with their principal in-
terest in farming. V is a banker of W, and an inactive di-
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rector, He usually attends anmwnl meetings. X, Cashier
of the bank and o dirsctor, oxercises no authority be~
yond the supcrvision of the dotnil work of tho bank,

Els financial worth, if any, is smnll, Y is o genoral
contractor, They have nover had an oxpression from him
at board moetings, hie finmnclal condition is closo to
insolvency, and he owes the bank in excoss of $15,000,
only partly secured. §, warohousoman, a young man, op-
parently melting o success 1n his line, As above stated,
he ie the only member of tho board who shows any aggres-
gélvenoss or concorn over tho bank!s condition.”

In casc 80 was found & typical inactive board of dircctors

whose apathy and inattention to the bankis affairas led to forgorles

and other irregulerities by the cashier. In 1923 the examiner de-

scribed the board of directors as follows!

"No chonge in manngement or control since last ox-
amination. FPurther investigations dleclose the fact that
the Cmshior dominates and directs the banlt!s policles.
This fact is more opparent by reason that the mimutses
of the moeting of Directers had not boon writton up and
wore completed during oxamination. By completed, it ie
meant wore wmrittem up. Tho record is merely perfunctory
and does not disclose the fact that the directors take
active 1nterest. The VYice Pregident and Caskler both
stote that each day o meeting 1s held at vhich time the
notes are discussed, though thore is no record ¢f such
meetings, One director is a boy, & formsr employee, and
now engaged in suto sales business, and 1s more or less
undor influence of the Cashier. Another dlroctor 1s o
g00d business wan, but moves along the line of lezst re-
sistance, Thet ths directors are not vigorous is dis-
closed by the volums of overdue, uneocured and concen~-

troted lines,"

Conse 14 wns o bank whose board of directore was composed of

successful business men whose primary interosts were so pressing that

they neglected their duties ns dlrectors of the bank, The bank, as a

result, drifted along under incompetent officers until shortly bhefors

insolvency when the examiner described the situatlon as follows:
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"The bank is not overly woll officcred, nor do thero
appear to be tho oificient, trained and oxpericnced offi-
cors at tho hend wilch an institution of this sizo skould
omploy and dewand, Ono or mere of the oxocutive officials
are handicappod and thelr efficieoncy retardoed to o consid-
crable extent om account of tholr own porsonal dobts to the
bank roquiring mach of their enorgy and time to caro for
perscnal neods ond financing, There are some quite able
and successful business mon upon the board of diroctors of
thle banit, Some of those gontlomon, rowovor, are gotting
protty well along in years, and are tired, wisi: to reotire,
would prefer to resign on neccount of tio contimued criti-
cism they have to foco as to the bank, and tholr lack of
interest is plalnly notod, although it may bo seld to the
credit of Mossrs. L, R, JJ, J, KK and A that they remain
loyal, and aro believod to stilll have tho intercst of
commnity and bank at heart, and whe state they wlll go
to the limit and even sacrifice home and other comforts
and even necessltles to the end that tho bank may mot
have to close."

Case 36 provides e good illustration of the drift toward in-

solvency of a bank with an incompstent president and an inoctive board

of directors. In 1921 tho examiner criticlized the president in the

following words:

"Policies appear to be dominnted by the presidont
who ie nearly seventy years old, His knowledge as to the
rosponsibility of borrowers appears to bo rathor limited.
Whotker thies is dnes to carelessness or old age, I am un-
oble to state. Other members of the board are alsc sub-

Joct to some criticism.”

In 1922 the president was ogoin critlcized, and 1t was eppor-

ent from the wording of the report that the board of dlrectors wus not

functloning,

NThe president shows poor judgment in extending
credit and should not moke loans without tho approval of
o coapetont discount committee, If the loans of the bank
cannot be handled in this manner, it will probably be neces-

sary to request a change in managementa"

The same situstion existed in 1923, as shown by the follow-

ing quotation:
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"Monogemont of this bank rosts almost ontirely with
the preeident, who ie considered not a good Judgo of
credits, - evidenced by the condition of loans. In the
past, the president has made practically sll loans with-
out consulting the discount committes, and at tne next
board meeting would submit such loans for approval. It was
agreed that future loans would all be submitted to the
discount commlttee bofore being mads."

By 1925 tha condition had bocome menacing, and tihe oxaminer

described the managemont as follows. {The bank closed sarly in 1926, )

KCondition here is vory unsatisfactory, Presldont
omne control of the stock and is not considerod capable
of correcting the condition, Directors are moro figure-
heads. No monthly meetings are held, and bank ig rapid-
ly drifting into the danger zono. Since last exemination,
additional excoss loane have been made, which is conclu-
give evidence that no regard is paid to violation of law
by these diroctors. The pregident hae an excees loan and
he ie nlso mixed up in othor denls in tho bank which
couses exominer to beliove that he hns indulged in specu-
lntione in the past, This bank is also poying 5% on timo
depoaita, which ie entirely too high, A3 a motter of
fact, nothing is dono right in this bank, and no lettor

. was token, ae directors will sign anything just to get

rid of the examiner. Thelr last lotter wwns an absolute
falachood,"

ingitdar-BiTectere-Permtt-Ped-Bemking~— The caso histories

a.fforci mmerous examplee of banks which were exploitod by monnging of-

ficers and in which the exploitation con bo traced directly to the

domination of the banks'! affnirs by one or more unscrupulous officers,

Case 26 was such an instonce. Early in 1921 the examiner reported tho

domingtion of the bank's policies by the president, and described the

misuse of bank loans by the bonk officicls as follows:
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"The president dictatos the policies of this bani
and, os ho does not see fit to press collection of notos
clossed gs capitel at last examination, there hos been no
offort mpde to comply with instructions given at that
tims, Several of the directors have promisod to devote
more time to the bank!s affairs ond eec that the loens
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woro given attontlon., Thoy state they thought this was
‘::ing done, and had no ldea the bank wos in this condi-
OTla

MFormer vlce president, who hos becoms rather henvily
invelved, ig owing considsrable money to customers of this
bank, Present officers, with the exception of the presi-
dent, are borrowing from this bank and elsevhere to specu-
late -in real ostate, and now find themsolves owning quanti-
ties of land and cannot pay thelr debts. As soon as this is
knowm, the customsrs of the bank will undoubtedly have the
impression that the institution is being used for specule-
tive purposes only, and, tuv a cortoin degree, this is trus,
for many of the loans have been made for that purpose.

The large amount of paper carried past due can be attri-
buted to neglect on the part of the officere."

The same combination of an inactive board of directors and a
self-serving group of officers wes further described in tho fell of

1921 in the following words:

"The policies of the institution are dictated by the
preeident who is the owner of 75 shares of stock, Other
directors, aside from the cashier oand assistant cashier,
ere farmers and do not profess to know mich about tha
banking bueiness, It has been the custom to allow the
president to malke loans and ot the regular meeting follow-
ing to approve loans wlthout much investigation of the
basis on which the credit was extended. $26,000 was charged
off as loss gt this examinntion, and the directors stated
they had no idea that such a condition existed.

NThe bank has been paying dividends es high as Yo%
anmelly, which indicates that they ars more interosted
in that foaturs than giving the bank the attention it ie
entitled to end whichi is so necessary at this time, Tho
last dividend was cut to 10%. All of the officers have
besn speculating in land, and their net worth consists
entirely of real estate equities, while carrying cherges
ore more than their salary, to say nothing of additlonal
money which will havo to be put into the land =8 per a
regular schedule of payments, The president owes about
$42,000 to different banke and individuals, Cashierl!s
financial condition is becoming very much involved, and
he is owing other banks and individuals $22,000, If there
is no improvement in the cashler's affairs at the time of
the next oxeminntion, it is believed that the interssts of
the bank con best be conserved by eliminating him from the

bﬂ.:l:ll:. "
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Towarde the close of 1923 tho affnirs of the bank officors had

becomo moro beddy involved, owing to the spoculative transnctions re-

ported in precoding quotations,

"The president ls attempting to hondle tho situa-
tion alone, ond tlus far has fallod to metorinlly im-
provo it, The cashier is worso than uscloss and his
porsonal affairs are very mech involved, duo to specu-
lations in lond, Aselstant cashler is listless without
o constructivo idea, and his porsornl affnirs aro ovor-
oxtonded, due to purciwsos of heavily encumbered land."

In Jamary, 1924, the examiner reported that the directors

cortimiod to bo under the domination of the president, His description

follows:

"Presidont has for years domingtod the policios
of this bonk. Cashlor ond nssistant cashlor, both de-
pendont on their positions, havo been sorving as di-
roctors, and arc not considerod capable assistants to
the presidont. - Other directors have felt that thoy
have had no voice in the manpgemont and think the
prosidont's Jomination has been absolute,®

In Jemary, 1925, the condition of the bank had becomo alerm-

ing with slow, doubtful, and loss classificotions of assets totaling

$253,000, as comporod With a capitol and surplus of $38,000, However,

the president of the bank contimued to be optimistic as to the future

of hils institution, as shown by the following quotation:

"The problems to be met in this baunk are rendered

more difficult through the apporent inability of the
president to comprohond the seriousnoss of the situation,
He thinks my estimate of losses too mevoro, hle remarks
being 'of course, if this land kas no valueo, then none
of the loans ere good,’ and tiis oxpresses fairly well

the bank's weakmess."
Finally, juaf before the banlk closod in 1926, the oxaminor

deseribed the condition of the banlk in the following words:
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“Approximately 50% of total loams criticized.
$119,000 in renl ostate loans taken as security for
dobt, very largely jJunior liens and the prior encum-

brances. in many instuncos are such as to guostion

the value of the bank's equity, During 1925, tho bank
operatod prectically without profit, and charged off
in oxcesa of $28,000, Assessmont of $26,250 wos peid.

Banl's surplus fund was originally $55,000, which, with

th? aszessmont paid, glvos somo indleation of tho loscos
which havo already beon charged off. Banls's rocord hore
a8 to reserves 1s kmown to be one of the worst we have

hgd, BReports of examinatlon and transactions with the
bank create the impression that tho situation is sbso-

lutely hopeloss, The only strensgth in rediscounts or

bills pay=ble is in the paper taken."

Case 62 was ome of the most flagrant examplos of o bank with

o dammny board  of dircctors end an unscrupulous bank president. In

1920 a now dircctor was electod to the boeord of tiuils bank, and tho

unsztisfactory type of man seloctod was described in tho following

quotation:

"A now momber of the Board was elected to succesd
Director , Who reosigned, (nevor attendod meotings).
Sorving his own purposcs, Presldent X hod Assistant
Cashlor , an old-timo omployce ontirely subservient
to his every wish, electcd Director. Cashier
frankly edmitted that thocy wore afraid to iavite a good
man on tho Board becmaso they lmow nhe would not stay.
There nre ot least a bnlf dozen local and dosirable mon
holding sufficient stock to qualify that could be se-

lected."

The whale b-ard of directors wos opporently under the domina-

tion of the president who hoodwinked them at his plensurs, as shown

by the following quotation from tho samo 1320 report:
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"In response to inquiry as to why Directors had not
anewered office lotters, President X stated that he had
not been gble to got thom togother, quite overlooking
the fact tant Directors had mot three times after letter

wag received —twico for regular moetings and once to

declarc o dividend., Tho other Directors stated that they
v.nd not besn ndvised regarding the Examiner's repert or
lotters from your office. (Cashier should bo ox-
ceptod from tils, as ho is conversant with all matters
but & mere tool in the hands of the Prosident. )"
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Iater in 1920 it was discoverod that, while directors! meetings

had presumably been held in accordance with the by-laws, it was common

practice to neglect notification of two of the directors as to the time

of meetings,

WDirectors! meeotings have been held mumerously during
the past four months ~ eleven in all. At only one of these -
a meeting requiring ths approval of a bond for funds - were
Messrs. and » two employees of the banlk, Cashier
and Wote Teller, present. Your Examiner noted this absonce,
and tock the matter up with Mr. X and the two directors as to
the reason for so many absencea. &Nr. X stated the moetings
had usually been held about H P.M. and the boys had boen too
busy to attend, though in the barking room at most of the
times, The two seaid that they had not beon notified, and
had been informed nothing important had come up, and there

as a4 quorum anyway.®

The lack of senso of rceponsibllity of the beard of directors

wvas described in 1921 by the cxaminer as follows:

1Tt was qulte clearly demonstrated during the examina-
tion of the assets that aside from vhat little data the
bank held on questionsd items {(most of which was in the
nature of memoranda mads by tho Prosldont) and from statae
ments made by the President, there was littlo hope of got-
ting much real information from thoe other mombers of the
Bosrd, and they gquite freely admittod thot they did net
¥now and thot thoy have depended largely, if not alto-
gother, on the President for information, and havo been
compelled to accopt what he might chooso to givo them in

connection with matters,”

By the beginning of 1922 the oxploitation of tho bank by tho

presidont had gone to groat lengths, as shoim in the follewing quotation:
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MNotwithetanding the fact that this btank has been
subjected to most sevorc criticisms by your Dopartment,
the Chief Exsminer and Exeminers for more than four years,
its condltion hes becn constantly growing worse. During
this period of time, the edministration of the bank's af-
fairs has beoen completely dominatod by former Presidont X,
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who hos at all times unquestionably ueod the bank in
mapy waye to furthor his oim porsonal intorests (most
generally employlng cxtroordinary methods in order to
conceal the facta}, and who has made mumerous loans -
both in large and oxcessive pums - of fixod, specula~
tive and questionnblo choracter, nppareatly without
any regard whatsoever as to ossential liquidity, law
oand departmentzl requiroments, and tho natural conso-
quencos most certain to fellow in connection with such
rockloses ond hazardous procoduro, As o result of the
mnny things in connection witih the manipulations of
tnis management, the bank has finnlly been forcod iato
a most procarious condition, giving due credit, however,
to the fact that the somovwhat recent goneral business
dopression hos in no way benefited the situation,!

Finally, the board of directors bocame aware of the ssrious

state of the bank's affnirs and were mindful of their duties aond

ligbilities ns diroctors of tho imstitution, Thelr awvakening was

described in the following words:

#0ther board membere, after comsidering the bonk's
precarious condition with your Examiner, opparently have
avakenod to tho fact that formor President X hae serious-
1y mismanaged the bank's affaire, and aave nov taken a
firm stand as to what the future business policles shall
be. Dirsctors appear to havs lest all felth in X, and,
a8 o consequence, have adopted a resolution asking for Mr.

X's resignation,'

In case 83, tho bank was wrecked by the cashier's speculative

loans which probably would have been kopt out of the bank 1f toe di-

rectors hnd been active.s Tho ottitude of the board of directors was

described as follows:

"The family owme control of thoe stock and the
Cashier is the active manogemsnt and dominates the policy
of the bank, The directors do not give the baniz tho at-
tention thoy should, but leave the managoment to the activo
officers, Tho officors are copable tut lonlent with thelr

borrowers, due to competitlon.®

A year later the cagnier's unscrupulous acts were described

as followe:
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The bank is carrying a large amount of peper which
no bank should carry or bo allowsd to carry. Along with
having mumerous loans of large amounts that are slow end
will take three to five years to work out for local cus-
tomers, it is also carrying at least $125,000 of paper
for non~customers and non-residents, which is of an ex-
trarely speculative nature and should be removed from the
assets of the banl. These loans are telen in deals in
whilch the Qashier is largely personally interested.™

In case BY the demination of the bank by its president made it
possible for that official to involve the banlt in a shortage of $177,000,
and other irregularitiesg of at least $50,000, In this case the relation-

ship betmeen the board of directors and tho officers of the bank was de-

scribed as followa:

"hisg institution is coumpletely dominated by the
President, The directors, with the exception of the
President 's son, are merc figurcheads; thoy are clerks
with official titles and, consoqueittly, would not ob-
Jject to any of the President!s practices, even if they
7ere so inclined, for fear of losing their jobe. The
Pregident's methods are fast placing this instlitution
in a very precarious condition, and werc it not for
his own financial responsibility, the situation would

be alaming.!

Wealz Hanagcnent

Seventy~one banks out of the 225 banks studied vere criticilzed

for wealt management. In a mmber of other instances the managing officers

7ere inefficient in some ope part of the banl:'s operation, tut these 71
banks had managing officers vho displayed a general lack c¢f ability.

In case 21 the Federal reserve baul credit department summarized

the wealmess of the management in the following paragraph:
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"The history of this bank reflects inferier, incap-
able and careless managoment, lacldng vision and alert-
ness, and as its condition inevitadbly becamo more involved
thore were rumors of lack of integrity. Tendencles Mmown
to wealk institutions wore in ovidence throughout most of
its history; namely, unvise and unsound granting of cred-
its -~ these on entirely too libersl a basis under current
normal values and incomes - apparently lines incroased
under inflatod values; evasion of loan limit by placing
parts of lines with affiliated and other banks; lack of
definite information on credite and evasive and doceptive
attitude towmrd oxaminers; abtuse of credlt by officers and
directors; loans in excess of deposits, with laclk of sec-
ondary reserve; invested assets beling practically all
reproponted by local loans; overlomned end frozon condi-
tion, resulting in constant and hoavy borrowings - often-
timea, with deficlent reserves; lax coilsction policy,
rermitting loans to run indefinltely when, with propser
action, many lossse might have been avoldsd; inefficiency
reflected in bank!s nethods generally; board of directors
falling to do their duty in correcting wrong tendoncles
even when so advised by Examining Departmont..ccacevess
This was a wenk bank under normal conditiomns, further
weakened by inflations of the War poriod and that which
immediately followod it. With no strength to survive
falling values or reduced incomes, under other than fa-
vorablo agricultural and businees conditions, banlz'e
wesknese was very apparent and lack of confidsnce ensued.
It had no strength to resist adverse conditione and
closing was only a natural consequence."

In the oxcerpts from examiners' comraents thsre were froquent

criticisms of the inefficiency of the bonk officials, such as the fol-

lowing from case 100}

"After a very thorough examination of this lnstitu-
tion, both examinsrs were of the opinion that the present
active officers can be charged to a great extent with the
present condition of the bank. The octive hecad, Mr, C,
is absolutely inefficient, and admitted to his board, in
oexaminers'! preeence, that he was a poor credit man, and
was unablo to mpke collections as he should. The large
lines carrisd through good years without any liquidationa
are on ovidence of that fact. If this inmetitution can
18 worked ocut, it will require o far more aggroesive man

at the head of 1t,"
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General incompeteicy of the bunk managemont wos
clted in case 68, The president of that bonk was an out-
spoken mon who made & very good improcslon on tho bank ex—

aminers until 1923,'1':hen the first foint susplclon - of his

avllity was volced by the examiner in the following words!

"X is considerod & compotent banker, has been
in this locality for a mumbor of yoars and is
thoroughly conversant with cenditlons and the
proper method of conducting 2 bonk in an agricul-
tural community, Howevar, it must be sald that
in the past and I believe, even yet, hie ls in-
clined to err on tho sido of liberality in grant-

ing credits,"
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In November, 1924, the succeeding examiner stated that

the dominntion of Mr, X had proved prejudicial to the best inter-

osts of the depositors, He also wrote:

"His finanelal capocities are very limited, but
his other capacities are good, For what he has done
and tried to do he is to be commended. BUT KIS BANK
STILL REMAINS ) DISGRACE TO THE NATIOHAL SYSTEM,.Y

Case 120 wns a one-men bank, dominated by its presideat,

who enjoyed in extraordinary degree tho confidence of the publie.

Based on an overly optimistic outlook for the future of city prop-

erty, the president made a large cmount of undesirable louns,

pogltion in hie bonk was described in 1622 os Tollows:
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"President A is the domlnating character, It is
evidont that he has in the past been reluctent to share
any euthority or rosponsibility with arny otiier ofilcers,
or even directors, and hns not been disposed to consult
with the diroctors anmy more thar abscluiely neceseary,
The last report of cxacination, lilmwise letters writton
by the Compiroller addressed to the Board of Directors,
have not been submitted to the directors, and ne mention
made in the mimtes of board meetings, President A has
talten it upon himself %o ancwer such comrmnications,
Managoment has been far from eggressive, tho borrowers
have been educated to add interest to thelr loans vwhon-
ever reneved if unable or not conveniont to pay the in-
torcst, and it will be difficult for the officors %o re-

His
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verse such & practice or policy, President offered to
resign and turn the mansgement over to some one else,
which is lnadvisable, So far as public confidence in
the bank is concorned ho is its strongest amgeot. 1If
the gensral public takes cogmizance of the bank being
frequentl;,v examined, it would ecreato an alarm, that

in the opinion of your Examinor would force tho closing
of the bank, Presidont 4 is also downhearted and mich
worriod over tho bank!s conditionm, all of which affects
the welfars of ths bank,"

At the boginning of 1923 it began to appoar that the ealve~

tion of the bank rested in the infusion of new blood in tho management,

a9 described in the following paragraph:

"Salvation and hops of this bank working out of
its present difficulties depends on obtalning suffi-
cient outside directors (other than nctive officers)
who will and can curbt the optimistic tendenclies of
Prosident A in his free granting of loans without odoe-
quate credit data, (as well as to himsolf, relatives,
frienda, and othsr business associmtes.) Diroctors
B, C and D are meeting dn2ily, authorizing nll renew-
als before made, a8 well as other loans, and they od-
vised President A he mst co-operate with thom if he
expected to retain his position and save ths bank from
ruination. President A still holds tiae confldonce of
the community, and it 1s inadvisabls to remove him,
the bank cannot afford to employ additionnl competent
help, and it is very doubtful if any capablo and ex-
porienced man would assums the Worry and responsibility
that prould naturally be thrust upen him in the monago-
ment of the bank's affairs.t

In 1926 tho examinor recepitulated the factors of weakness

in this bank's mansgement in the following worde:
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"Your expminer was of the opinion that tha grecotest
danger at that tims, after tho now capltel hnd been peld
in, was the optimistic monogemont, their disregard for the
provisions or roquirements of the Hotionnl Bank Act, and
an apparent utter disregard for instructions of examiners
and your department. This, coupled with an exceptionally
weak board of directors, dominated and influenced by
President A left your examiner with a feeling of uneasi-
ness as to the bank's future., Presidont 4 in 1923 re-
peatedly admitted that he alone wes rosponsible for the
bank's unsatisfactory condition, and that no one else
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eaould bo consured, Your oxaminor beligves Prosidont
A is chiefly responsiblo for the bank!s unsntisfactory
condition today. Examinor is o1 the opinion tuat with
proper managemont, and und a policy of consorvativo
bonking boon in effect tho past throo yoare, tho bank
would bo on a dividend paying basis today. Tho bank
has attoined its growth in spito of the woak manage—
ment simply bocanso as a wiolo tho torritory tributary
has beon devolaped, tho towmn lLas growm.”

Sometimes it wos not an indiviiual but o group which doninated
the bank in & manner adverse to its best intorosts, In caso 8,
famlly domlnation wns ppparent, In 1922 the oxaziner wroto:

"AA, Prceident, end the father of CJA pnd C8A
is somevwhnt tho hidden dominnting force, inactive,
but exerts his influence by recason of fanlly rela-
tions, otes CJA, Vice President and Cashler, active
in the manngezont, apperontly of honost purposc, but
limited as to ability, corries tho full rosponsibility
of menpgement and 1s burdencd ontirely teo much with
the detail operation of the bamk, CSA, Assistant
Casliier and brother of GJA, acte in tho capaclity of
teller, my opinion is tliat Lo does not give his full
tine to the bank, is wholly indifferent to zomngr in
which bank is run, and doos not assumo tho dutlos or
rosponeibilitios that ho should, his wife morks in
the benk and I dare say does nmot corn her pay. F,
Assistant Cosnier is only a fair clork, and has the
groater amount of gonerzl bookkooping to do, but is
thought could and would koep his work in good shapo
with proper instruction and supervision, two other
clerks, a lady oand a young man, are required to do
the individual bookkoeping, wiizk could oaglly bo
carriod on with one wit.a assistonce froam somo otaer
clork, in other words thoy have at loast ono too
mony clerks if not two, Of tho directors, G, C, and
D, aro belicved of avorage abllity bota ne businoss
men and ae bank directors, that is to say for a smnll
towm, but thoir interest and supervision 1s consider-
ably subordinated to tho A interost and control,“

The inefficiency of this fomily group was furtner describod by tho

examinor in 1924 as follows:

9The bank is dominated by the & intorest and
that principally the Prosident, eltio he ie not active,
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nevertheless this is true., The Vice President and
Assintant Cashier are both sons of the Presidont and
the Agelstant Cashier's wife is also an employee of

the bank. The opinion of your examiner is that CJA,
Vice President and Caenier has a desire to conduct

the bank as it should be, his methods aro somewhot
crude gnd his policies lenient 'tis truo, but he in-
dicated a desire to do the right thing, but ho is
Testricted on overy sido in accomplishing anything

for the reason he does not havo tho support and co-
operation of the worldng force or his fathor who is
President, At procont tho bank hgé no 'Hoad! that

is to say, one with complete authority to sco that
tiings are dono as thoy should be, The Vice Presi-
dent and Cashier trios to do and look aftor every-
thing with rosult practically nothing is really oc-
complishod, 4&ssistont Casaler 4 doos not appear con-
cerned gbout tho welfero of the bank, is not interested
in complying with law and office instructions, he
comes and goes at will, so does bls wife, the indi-,
vidual bookiteoper does tho same, Asalslant Cashior

F is connected with several outside intorests bo-
sides mumorous public affalrs, all of wialch toke eomo
of his time, this leavec only ono lady who is giving
the bank full service and loyalty with it. Your ox-
aminor has endoavored to mpke himself very plain to
the Cashier in thie comnection and has enumorated all
of the abovo facts to him, further have advised him
thot the writer and your office were very much dis-
satisfisd with the smnall progreses thoy have mnde in
adjusting matters of criticiem, Roplying the Cashler
admits the fact ho does mot have the entlre support

of tho organization and the justificatlion of examinors
romarks, ho further promises ‘o take those mattors up
in tho immediate futuro with hie board of directors in
an effort to moke such corrections in the working forcoe
that will insure proper correction of matters now under
criticism, even if nscessery for him to resign. Ex-
aminer has advieod him that no person attempting fo
conduct the bouc would tolerate ths serviecce of the re-
meining forcs, unless it is the ore lady previously
reforred to. Whether or. not anything is done in this
respect remains to be soen. The opinlon of your expminer
ie that things will run along pretty much as they are
until the death of the President when no doubt there

will be changes brougat about."
In case 82, tho benk was run by heire of the former bank

owner. Theee holrs had little banking experience, and furthermore

wero involved in contimual bickering over senlority in the bank and

patronage rights, The eltuntion in 1928 was described as follows:
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"During tho administretion of . deceassd, former
presidont of thie bark, his nephew was ite cashier in charge
of the first tellor's cage and s Tocruitod from a
bank, wos its Vice President, workipg under the President's
close suporvision., Upon the doeti of four yoors ogo,
Mr, v boing the oldsr of these two and the moro essump-
tive, appoars to have declared himself the bani!s mannger
and, being devold of oitier ebility or finencianl worth, to
havo proceedod to over-extend both the bank and himself to
a dongerous degree, this, without regard for the admoni-
tions of tho Caslhior, the directors of the bank, or your of-
fice. The Casuier, a thrifty lod, with nccess to tho
fortunc, but roticont about advancing on his own judgomént,
deforrod to ths Vico Presidont until last summer when the
advance of tho boll weevlil tiireotened tho local cotton
crop and Ilnsoclvency tireatened the inetitution, the direc-
tors advanced tho Ceghler to the mangzoment, ou oction
which tho Vice Presldont resented snd which finally brought
the two to blows, Last December, directors y Mrs.
end called your examiner to krs. 's homein .
and expressed themselves ag disposad to ellminnte the Vico
Presidont and inguired if I would myself consider ossuming
the maungement of this bank or would recommnend someone who
might. Although their effort to flnd some suitable person
wag without fruit, tho Vice Presldent appeare to have dia-
covered it and to have summarily changed his course in an
almost desperate effort to appsase his board and retain
his position. He now readlly defers to the Cashier and
works 'like a trooper.'! His desk is now belind the fix-
tures and olthough his ability is oxtremely limited, he
is doing somo good. His offico forece lacks coordination,
each clerk digging for hlmself so that the result is more
the running nbout and barking of a dog~towm rather than
tho united industry of an ant hill but ho has two new men .
who are falr clerics and tke records are somewhat lmproved.
He has consolidated his personal borrowlnge, formerly scat-
tered among the bmk!s correspondents, with the Cashier,
wao lolds his bank stock as collateral. The Caslier,
sincs tae first of the yeaor, appsars to have assumed full
chargs of tho bank’s note case. He is slow and ordinarily
is consorvative, Hs throws back, however, to the former
president's practice of overloaning o tement farmer popu-
lation, and all of tho top-heavy new loans referrad to in
the criticisme of this roport are his own and are speclally
sot out in ordsr to bring him to his senses, He made a good
record in his collections from this fallls cotton crop,
waleh saved his stockholdsrs untold assesszents, Now he

ghould stay on his base.'
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Exploitation of Bank by Manarzement

Managing officers or influential directors of a number of the
failed banks included in this study used their positions to secure favors
from the bank and at times to fipance speculative or fremdulent transactions
of their own. 1In some cases the exploitations were not of a vital nature,
such as the abuse of the overdreft privilege; tut most of the cases men-
tioned by exsminers wore much more seriocus.

In case 71 the cashier was stated to have loaded the bank with
a2 sizable amount of "other real estate," aa well as a large amount of loans
besed on second mortgages, where the indications ware that these loams were
originally real estate deals of the cashier. Other officers and directors

algo misuged the funds of the bank, as shown by the cxaminer's statement

in 1929:

“Exploitation by officera and directors for their rele-~
tives and affiliated interssts ic the chief reason for the
deploreble condition. Over $75,000,00 of placed paper ema-
nating from their concerns has been charged out in tho past,
and every item appearing under their !Large Line! chould be

charged out."
In case 42 tho self-serving attitude of the benic president is

well described in guotations from two examinatioas in 1929.

February, 1929 - the condition of this bank 1s far from
sitisfactory. A new president was elected recently to suc-
ccod A who is now looking after his porsonal af?airs. In
my opinion there is grave danger thot A will still attempt
to dominate the bank, Former President A during his temure
of office made large loans to his femlly and affiliated in-
terests. While your examinor is not alamed at the presox}t
timo over these large lines, yet there_:.s a.lway§ a po?entml
danger in large concentrations of credit to a single inter-
cst. Tho A estato has valuable propertloes, but tho monagoe-
ment of its affairs by former Prosidont A 1s worthy of some
The personal habits of this men are not abovo
reproach, and the public genorally socm to l:n?'.:' that he ia
addicted to the oxcessive uso of liquor. During Lir: {Us
manegement of thc bank, he had no rogard for tho spirit of

criticism.
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the law, ond readlly admitted to your examiner that ho had
vlolated the provisions of section 5200 by earrying accom-
modntion papor for the benofit of customors whose borrow-
ings hod reached tho logal limit,®

July, 1929 - "A}{ tho regulnr election of officers in Jamuary,
Director C wns elected presidont, tut dus to 11l hoalth, ro-
tired on July 1, and Mr, & was re-elected, Proeident 4 is
the dominating olement in tho bank, Eo and his famlly own
actual stock contrpl. Mr, A's idoos of banking principles
are fundamentally unsound. Ho hoe regarded the bonk as be-
ing oporated for the benafite of his own intercsts and tho
large line sot up 1s concrete ovldonce of tho result of his
reglmo,s Coshior D is no banker, He g2s formerly County
School Suporintendent. Cashiler D is thorouzhly in sympathy
with tho policies of President A and is unlikely to opposs
him. it

In case Y9, a family dominnted the bank and usod it for their

ovn interosts, beyond the limitation of good judgment, In 1922 tho ox-

aminer said:

"Pregidont 4 and his family exercise control in manage-
ment, Bank hes lately bocomp involved in bankruptey pro-
coedings of o momber of the X G, Co., Whereby it is disclosed
that Prosident 4 recelved 2z bomus on material used in the
road construction by the X C. Compzny, and the intereat tiue
creanted in the onterprise svidently influenced him in grant-
ing loans to the company of §$18,000, far in excess of the
legal limit,M

The bad effect of this lending policy was described in 1923 as followa:

out rendering any service for 1t.

YBank still holds among its assets ltems resulting
from the bankruptcy of the X C. Company. ZIresidont Alg
connoction with operations of the X C. Company have beon
reported in previcos excminatlicnc. The tendencles of the
As to bocome involved in varicus enterprises whorein they
wora to share in the profits in return for furnishing
operators funds from the banlz, has boon apparently some-
what curtailed through their oxpsrience with tho X C. Co.,
but this inclination will have to bo kopt in mind in ex-
aminations of the bank as long as tho 4s are in active

managoment. "

Ian caso U6, tho vice president drew a salary from the bank with-

Tolloywsa:
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"It was found durinz examination that Vice Fresident

A was drawlng a selary of $1800 without rendering any ser-
vice to the bank, other than attendance as director. Mat-
ter was talked over with the bonrd and they remdily ngreed
that it was unjust to balance of stockholders, but thoy
were uncble to nolp it on mccount of A controlling tho ma~
Jority of stock. It 15 undorstood that he draws salarios
from other banks without rendering any service other than
08 a mexmbor of the board. !

Case 108 wap a bark purchaséd and wrecked by promoters. Tho

method of operation of tiheso men wns described aftor the failuro of tho

baxk in 1924 as follows:

"In the spring of 1922 the A family had so misused and
stolon tha bank oul that the writor called the Chlef Examinsr
into conference. Mr, B, & dirsctor at that time, togethor
with Prosident C, gusranteed the solvency. Mr. B was worth
enough to do this. At that time the benk was broke. It
would bhardly have paid 10 cents on tihe dollar, Mx, B was
an old cow-man, He was lost in tho bank, Hs soon grow
tired of tho banking businese, after paying in somo $U46,000
to toke out bod assets. Ho asgresd to give the bank to his
cashier, Mr, D, who was planning with some friends to under-
mine Mr, B, any-ay. Eowever, lir. D could not meke a go of
it ag 1t was still broke withsut tho B and C guarantes., It
wap assessed 100%. D could not pey it, nor could his asso-
cintes, Mr, E, a broke promoter who had readily linod up with
D in a get-rich-schemo, and Mr, ¥ vho had formerly worked
with Mr., D gt the Federal Reserve Bank, ond had boon induced
to leave the Fadernol Bank and cams to X with hls small sav-
ings on o rosy plcture of the futuro by Kr. D, None of these
men could pay the msseesmont. Mr. B could end was liable
ot hs woull not as he was sick of banking, Ho felt hls life
was in danger, Ho agreed to go to T and borrow the neces-
sary mcney, loan it to T, E and 7@ to pay the assessment of
$15,000, toke thoir note secured by all but 15 shares, the
other $10,000 in losses wos to bo provided for by the re-
duction of tlo capital from §35,000 to $25,000. D fell cut
with his assoclates who accusod him of misreprosenting to
them. Mr, G, & broke banker from Z, a friend of Mr. E, camse
over and agroed to take the presidency. 4ccordingly, G, E
and T made e note to Mr, B for $15,000, which was paid into
the banir, Instructions wore loft them as to hov to proceed
with the reduction of tue capital from $35,000 to $25,000.
They mado only a pretense of reducing the cepital. Thoy
never c¢alled s formnl meeting of the stockholders. Tney
nover neld a formal mesting of any kind, at least the min-
utes do not so record, Mr, F states that G, E and F, who
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omed over two-thirds, voted to reduce. Anyway, it was only a
book entry and the capital was reduced on the bank's books to
$25,000, This gave what I considered at that time a solvont
bank, still somewhat burdened with slow paper. But a very
weak board of directors and a management that was wesk but
honest. Mr. F ls believed honest, He was active in chargu.

G was figurehead. X a prowmoter, was dangerous, but cutside

of being on the note had no say so to amount to anything, E
had figured that he could ressll this stock to substantial
parties in tho commnity, pay off B and have a $10,000 profit
to divide with ¥ and G, Hs was a promoter and insurance sales-
man and did have some abllity nlopg this line. He wos advised
that under no conditions could ho place the notos reprosenting
the snle of stock into the bank, He thon wanted %to schems
out. Somo way, & got in touch with o Mr, H and I. Thoy ex-
omincd the pasets carofully, They agroed to buy the bank
stock held by G, E and ¥, paying them $3,260 cash and assuming
the note to B for $15,000, G, E and F, in their anxioty to
got from under the loan to Mr. B, turned the barnk over to Mr,
I and H, who drew two drafts aggregating $3,260 on J, and poid
off G and E and F. However, they were afraid to call B in on
the trade for fear he would block it, From lettere on file
exchangod botwoen I and H, I am sure it was o frams-up., Thsoe
drafte wore returnsd unpaid from J, as they knew they would
be, and H and I placed their own worthless notes in the nassots,
now as .they were in the saddle, B soon found it ocut and of
course felt that he should have been consulted. He refusecd
to releaso G, E and F off his note tut dld agree for I and H
to go on now. But when his $15,000 note came due ho camo in
and demandsd the monsy. I could not poy and B caused such o
racket and talked it over town as to how I and H had eecured
control of the bank that a run starteds It was never entirely

quieted and finally closed the bank,™
In cese 12, the management of the bank blamed their predoccesors .

for the queetionable lomns in the bank, There was some ground for this
blame, and yet the mew owners soon placed the bank in a still more unsatis-

factory condition. Their attempt to blame the former mansgement was de-

scribed by the exeminer in 1922 as followa:

"The many other criticisms which vhen sumued up clearly
indicate that the bank is suffering from the effects of mal-
administration to a consldersble extent on the part of former
officers antednting the purchase of a controlling interest in
the bank by D and C. This epplies of course more to the

_eriticised loans, and it must be sald that the present manage-
ment has succeeded in clearing up meny unsatisfactory linee,
It is typical of the 'one man domination,! and sublect to slil
the pyile incident thereto, a8 expresced in ths mumbor and
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character of criticisma, In viow of the difficulties which
have alunys surrounded the situntion and the loecal condltions
which havo prevailed during the last two yoers, it has boon
your Examiner's dosire to give the bank the benofit of every
reasonable doubt, but the progress made hrs boen dlapppolint-
ing and the time seems to have arrived when reostablishront
of asset values has becoms necassary, regerdlose of who or
what may or may not have boen rospomeible for the borlk's
Present condition, Mr., C has stated to your Exominor that
he has achieved his purpose in 1life at thirty-four yoors of
a2gs, nomely to be worth a million dollars and tho solution
of the problem in comncetlion with the bank is belioved to bo
in his ability to protect his large interost by moking good
the losses, since to charge them off ard exhaust the surplus
by so doing would no doubt imperil the bank's contimuance,!

By the fall of 1923 it becams cloariy ovident that the now manage-

was ot least equally as—mxch to blame for the conditions of tho bank

an the former owmners, for the examinor wrote:

WTo predict the outcomo and future of this institution
1s very difficult., Like all stories thero are two sldes, and
there is no exceptlon to tho rule in this bank. The officers
tell tho story that they have for & long time hnd much trouble
among themselves, through former acts of mismanagement, unwise
and unworranted loans and extenelens of credit, ddesenting
members of the Board leaving the directorate and now uselng
thelr influence to injure the name and standing of the banlk,
The President, Mr. C, claims that he has neglected his owm
porsonal affalrs and businoss to work for the bank in its dif-
ficulties and troubles and relates long stories of self-sacri-
fice, spending and depositing of momey, traveling clear to
England and meking inmumerable trips in the interset of the
bank and proudly declaring the things he has accomplighed.
He 1e on interesting men, a good talker, shrewd, suave and
diplomatic, keon and sharp. He puts forth hie side of the story
shead of everything else., Ho losos Bight of the faoct that he
and hig enterprisns havn long ‘ridden the bank,! solf-sorved
to the lizit, cameod mucu criticism to be heaped upon the bank
on account of his actlons, yet feels that he is and has been
the means of 'seving the bank' as he terms the work. It ap-
parently had not often occurred to him that by hie own actions
tho bank had suffered fully as much as by the actions of

othere,!

gutside dctivities of Sonk Officers

In several cases bark officers woro conducting business enter-

Prises or wero holding public office aslds from their officlal bonk
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duties. In such cases it was gensrally found that theso outside ac-

tivities absorbed so much time and energy that the bank officers

slighted thelr primary work, In case 65, the managing officer of

the banic war involved in local poliiics, liquor runnlng, and oil

prospecting, The difficulties in which thls 1nvolved the bank wero

deseribed in 1921 ag followa:
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"I have never regarded the X's as of high caliber and
now that a roeal crisls lupends, X is telling the roal truth
about his loans, and they roveal a woeful lack of erodit
¥nowledgo {friondship and good-fellow loane), X has almo
financed the running of whiskey to semo oxtont (loos to ree
sult, or now prcsent); also some of his 0ld customers driftecd
into the liquor traffic, In fact, gquito a rumber of
pergons were at one time engagod in whot appenred to bo a
prosperous, . though hagardous and temporary business, X has
also interested himself in the oll gamo, which in thils stato
is the worst kind of wild-cntting. He tells mo he has not
actvally put monoy into = project, but hns allowed his nome
to becomo publicly assoclatod with lateresis connccted with
it, Another thing: X ls Hayor »f , ocing elected af-
ter a bltter campaign which opparently erded in a factlonal
towmn 'fight!, Theso various activitics hnve tendod to couse
comment .and finnlly open tolk not only in__ but in tho
immcdiate vicinity, ond o serious drop in deposits ($u0,=
000) during the past thirty days is the anewer, The bank
has never boen a prosperous one, out tho X's have 'milked it!
by the salary route; X's salary of $6,000.00 per year is
absolutely ridiculous, not only from the point of his abillty
as o manager but also the bank's sizc aad obility to pay
such a salary. A4As to locns to the X's: I found thet o
considersble portion of the loans to and {mere
clarka) wera glven for differences or shortages in warrant
or pimllar accounts which their ovrother, X, has mnde them
respongible for, That portion was orderod off the books
at once, X is apparently thoroughly and corpletoely dis—
heartened with his problem, and this attitude (that of
quitting) 1s the reslly serious thing about the bank,"
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In saveral cases the outside activities of bonk
officers were instrumental in bringing .into the bank's ae-
setg a volume of undeeirable loans, This matter has been
mentioned in scveral other parts of this survey. Cose 66
will serve to 1liustrate tho point. In 1921 the exeminer

wrote:
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"Control held by Y and X, vice president and cashier,
respectivoly. It gppenre that 1n the past the management
of the bank has been largely left by the directors with
Messre., X and T, who are both active, and that Y probably
domineted and directed the policy of the bank. X and Y are
copartmers, and for a munber of years have beern ongoged irc
business outside of the bank, largely speculative, their
dealings belng lorgely in londs and livestock. Consider-
aeble of the paper criticised in this report has come into
the bank through operations of this kind,"

Involved Affairs of Owners

Running through a3t the comments regarding weak management and

the exploitation of banks by their owners, were comments showing that the

omers gradually became involved in losees which depleted thelr capital

and made thelr bank loans highly mwnsatisfactory. Case £9 is an exampls of

this sort, where the examiner described the financial condition of the di-

rectors and president ae follows!
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"T50 much confidence has been placed in the Cashier of
this institution, and the Directors have not fulfilled their
duties ms prescribed by statute. In meking up financial
ptatements, the Directors did not include liabilities which
they should have included. Directors , , and
the President have been reported to have speculated in grain,
and they are reported to have lost $5,000.00 each; none of
these men reportsd these losses as llabilitles on financial
ptetemonts to the Federal Reserve Bank. Ths indirect bor-
rowings from the frust Company on & note of $12,000.00
for the bank was never reported, nor was 1t divulged to the
examiner; other jolnt notes to the same concern in the amount
of $11,500.00 of Directors were not reported in their finan-
clal statemonts, A loss of over $10,000.00 sustained by
loans to a renter on the land owned by the bank, was
also never reported, The present payroll of the lnstitution
is now $675,00 per month; this, with current expensee, will
result in daoily loss, impeirment of surplus and capital, Both
Diroctors and Officers have executed notes personally and for
the bank to such sn oxtent that their personal guaraniee 1s
of no value, with tho possiblo exception of and -
The Officers:and Directors have also failed upen request
to honestly etato the condition of their personal standing,
2s well as the bapk's, and have wilfully withbeld neceseary

information,! -
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Illnoss end Death of Qfficera

41l banks have the problem of furnlehing substitutes or roplaco-
mont for bank officials who are incapacitatod duo to 1llnoss or who die
or are forced to retire on account of oge, Tho failod banks used in this
BUTVeY Were ho exception, Thoro were frequent cases where managing offi-
cors became ill or grow aged end infirm and were umable to cerry on tho
bank's affairs in a satisfactory manner. 4 fow bank officisls wero in-
volved in defalcatlons and compitted sulcide, Orne bank official lost his
memory and slnco his bank maintainad mo adequate credit records, tho banlk
suffered great ombarrassment until itg affairs could be untonglod. Othor
officers disappeared, with a resulting loss of public confldence in their
banks, The mest serious results of these personnel dlfficulties occurred
in the smaller country banks vhere the management woe vested in one or
two officlals, In such banks substitutions in the work of maneging the
bank were difficult., Thke operating officers had no understudles, Whers
an officiai becams incompetent on account of his age, it was sometlmos
impossible for the bank to afford the services of a second officer to
toke part of the duties of the first. 4ll of these factors led to slip-

shod banking, especinlly in the matter of granting new loens and moldng

collections,

Difficulty in Removing Officers
Examiners repeatedly referred to the difficulty of removing bank

officers who were lncompetent, unscrupulous, or dishonest. Frequently

these officers ogned the controlling jnterest in thelr banks and dominated

their boards of directors, In such circumstances the board of dircctors

did not wish to antasgonizo the owner of the bank by voting for hls re-
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moval 28 an officer, and, in fact, it is doubtful if such o method of ro-

moval would have served any good purpose as at the next directora! olec-
-f‘,u.n.-

tion the ownor of the majority stock would/.‘raplacytho oxleting boavd of
directors by enother group of mon who would roplace him in office, In
case 112, the oxpmminer described tho inability of an examiner to removo
o bank employoe in the following words:

Directors were advised that exominor had no authority
to demand or request resignation of any employee, but that
it was duty of exominer to moke recommendntions to diroctors
for good of bank, and it was suggested that if prosont maonnge-
ment did not show & desire or inclination to work with direc-
tore that direbtors should émploy some one who would take chargo
of bank!e loang and who would be responsiblo only to bonrd ond
not Buf,ject to interference by president or cashler, and it
as further suggested that directors compel officers to comply
with resolutions passed thot no new loans in excoss of $500
be mnde without first being authorized by finance committee
and that directors compsl officers to furnish at boord meet-
ings informntion they deslre concerning status of loans ond
other assets, and that If presont officere are not compotent
in opinion of dirsctors and tho bank's wolfare would bo im-
proved by a chango of management that they give sorious con-
sideration to eame,"

In soms cases the board of directors and the examiner recognizoed
the weakness or detrimental influonce of a bank officer, but anllowed him
t0 contimie in office rather than to risk the loss of public confidence

which might arise from a change of manngement, Case 70 was such an in-

stance, In that bark the examiner reported in 1921 that the prosident
had been removed from actlve management, but was allowed to retain hie

title., The examiner's statement follows!

PYour exaniner does not question the integrity of the
prosident at this tims, but his judgment hes boen exceedingly
poor., Ho has permitted his customers to imposo upon him, and
is very optimistic even at the presont time..... At the moeting
with the board of directors, & resolutlon was passed prohibit-
ing the president from making or renewing any loans vhatsoever,
and the directors are to hold weekly meetings and make weekly
reports of the progress made to the Chief Examiner and your
examiner. Tho matter of requesting the resignation of the
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President was suggestsd to tha board, but their disapproval
of thils course was unanimous. The president holds tias con-
fidence of the commmity and the directors felt that to
have 1t Imown that Mr, X was np longer actively interestad
in the bank!s affairs would work to the detriment of the
banlkt, He is, however, to be practicelly relieved of re-
sponsibllity in the management of the affairs of the bank,?

1t later devoloped that it was impossible to provent further
detrimontal actions by the president of the bank, end in 1922 it was found
noceesary to romove hipi from office in order to soccure further leans from
the War Finance Corporation ard the Federal resorve bank, This action

was described in 1922 as follows:

"So acute had the situation become, it appears to
your examiner that in. lato Decamber or enrly Jamary fur-
ther accommodatione sought and obtained in some measure
through the War Finance Corporation wos secured only after
Mr. X hod comsented, whether voluntarily or otherwlse your
examinar does not undertake to determlne, to ropounce hie
powers and dutlos as nctivo presidont: and sinco somo date
in Jamuary or February Mr. , Who wag elected as vice
prosident, hns been in active control nnd monagement and
determining the policiles of the bonk, Under the terms of
the resglution providing for his instellatiom, thore is a
recitation that his employment is to contimuo until the
War Finance loan is repeid, It 1s further proper to state
that Mr, hos ths confidence and support of the Fedor-
al Rosorve Bank, and that the Federal Rescrve Bank will
continue ite accommodations as long &s he is in chargo,
Mr, X, the deposed president and his essocliates, somo of
them, at least, have comntrol of the stock, So for as I
have been nble to discover, ¥r. X has not interfered with
the mansgoment and conduct of the boak during Mr. _____'s
administration; and I can readily lmagine that he has not
concerned himself particularly to holp or do any real lift-
ing, so far as it may be apparent, at least,in the bank's
present condition to get it into easlior and more comfort-

2ble clrcumstances,”

Later it bocame necessary to levy a 100 per cent assessmont,
The deposed presidont mede it a condition of voluntary payment of this
assessmont that he be allowed to regain his position as prosidsnt of the

bank, This seomed to bo the only possible way to avert tho bank!s closing,

and he was allowed to resume his pesition.
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In case 105, the prosident engogod in cotton spoculation as
previously described, and the other stockholders wore very enxious to
eliminate him from mancgemont. They oven offercd him moro for his stock
than 1t was worth, but he rofused the offer and remsined in control of
the bank until 1926, The efforts to get rid of this man wore described
by the examiner in 1925 as follows:

"His reosignation has been obtazined repoatedly tut ho
contimice to dominate the bank!s affairs and will always do
80 until he disposes of his stock, He claims ho hes boen try-
ing to do this, but tho examiner is reliably informed that he
was offorod more than the stock wae actunlly worth and re-
fused the offer, Ho is tho hordest man to do anything with
that tils examiner hes ever como in contuct with, he will
promisc enythinz and nevor fulfills a promise,?

In case 2, the exﬁ.miner triod ropeatedly to socure the resigna
tion of the bank prosident whe had engaged in chock kiting and other forms
of explolitation of the bank, but the president refusod to sell his bank
stock or rosign. Tho exaczinor stated that tho only possible chanco to
gave tho banlk was to force a consplidation with the other bank in the
town. Howovor, in this case the president of the bank finelly sold his

stock to outsido parties. It was not statod Just whot ceused the presi-

dent to take this action., The examiner's description of the situation

follows:

#At the samp time President A was dotermined to
dominate the policies of tho bank and would not comsont to
anything olse so long as he held any stock or hnd anything
to do with it ot all, but the public had lost all confi-
dence in Lim and the bank on account of his management and
his extendod condition personallys A borkzer ha.d offered
to put $30,000.00 new money into the bank for its cepital
if President A and his bonrd would agree to teke out
$25,000.00 of the worthless motes and the other real estate,
to elect new directors, and place it on e sound basis, but
he said he would nmot do that, Examiner could see this as
‘only possible chanco to save the banlz, or to force o cﬁn-
solidation withh tho other bank here, a8 8 lnst rosort.
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In one case the examiner stated that the only way to induce the
president of the bank to retire ¢n aceount of hig age was to levy a heavy
assessmont against the stockholdors, This vemik was caco 36, and thec ex-
aminer's statsment written in 1926 was as follows:

"The examiner belisves that an assessment is highly do~
sirable if for no other reason than to get the Proeident cut
of the bank and his stock placed in responsible hande,?

Case 60 presents the umsual occurrencoe of a group of depositors
forcing the board of directors to reinstato os president a formor cashier
who had boen removed for incompetency, Tho zew.val of this man by the

directors in 1929 was described as follows:

"The diroctors of this bank contimio to ellow A to
dominate the policies of the bank, Ho is largoly reeponsi-
tlo for the oxcoselve lomns and bank!s genoral unsatis-
factory condition, ©C, formor assistant cashier and book-
keoper, resigned rocently. The directors obtained tho
service of D, a local boy, who for the past fow years has
held a position as bookikeeper in ono of the lergo X banks,
He was elected as cashior end director; A being romoved
as cashier and director, but retalned as nsesistont cashier,

WThe change hos not improved the situation. Mr. 4
contimuos at tho some work and cashler D is the bookkoecpor.

0pshier D has not had the nocessary exporicnco to
qualify as on executive, Mr. & sponds coasiderable of his
time in looking after his farm and his insurance busincss
and tho offpirs of tho bank have suffcred.

"President B, who has been ruito active in tho past
year is a man sixiy-fi7. years of age, now failing in health
and igs desirous of being relieved of the rosponsibilities,

A meeting of the board was held during examination.
The diroctors wore urged to make the necessary changes with
a view toward placing the bazk in satisfactory conditien,”

The examiner was very mich surprised at tho time of his next

oxamination to find Mr. & acting as presidont of the bank, and the reason

for his roturn to authority wos describod as follows:
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"The examination of this bank was made in the regular
course. Your examiner entered the bank the morning of March
26, 1930 at 7:30 4.M., and found Cashier ¢ in charge. A4,
former eashier, vho resigned at the time of the last ex-
amination was elected president of the bank at the last
reguler stockholders! meeting, His election as president
was brought about through demands on the board of direc-
tors by some of the large depositors that he return as an
active officer or they would withdraw their money.

Moaghier ¢ informed your exeminer that the banlc had
lost about $20,000.00 in deposits and the directors wore
forced to talke A bank into the banlk!
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CHAPPER YIT

ECONOMIC, CLIMATIC, AND COMPEDITIVE FACTORS

Among factors that eventueted in bank fallures oxaminera' ro—
ports as a rule laid stress on those that were in large measure control-
lable by the management, and consequently they do not throw mach light on
general economic condltions in thelr relation to the cuspension of banks,
Some economic, climetlc, &nd competitlve factors are, however, includod
in the examlners' analyses of bankdng situstlions, Tho most frequently
mentloned external factors were crop failureo, lower commedlty pricos,

bank fallures in the vicinlty, lower land values, and shut~downs of 1lndus-

try and strikes,

In case 39 tho examiner criticizod the banlking structure of tho
community as being overdeveloped, as shown by tne quotation from a 1526

report:

NThig bank is operated in o small town in competitlon
with two other banks, and 1t is really 2 onc-bank town,
The banks are very bitter and one would do almost anything

to hurt the other,!

However, for several years before this criticlism was made, the exnniner

had been criticizing the manngement of the subject pank for 1is woak lend-

ing policy, Ae early as 1923 the followlng comment eppeared:

hard hit on land values,

1§ has been
Thie communlty thore 1s but 1little pros-

The slow paper is only fair and

pect for immediate improvement. The active president who

1s in charge hns besn awsy ond 1s not coﬂsigered i-ogggiand
i anr to have the 1orce

credit man, nor does he &pPp T the borrower's fi-

TO er he 1s advieed

iangzzlsf:?::}tfy %zf:miner attempted to impress upon direc-
tors and officers the lack of attentlon given to loans hen
eriticized, Unless energetic effort is made tgf:tifl:ftcz
the bank along these lines, it could seBily dr i
unsafe condition. Too many lonns are mads “ithou,, ®
cient knowledge of the vorrowers! abllity to pay.

A 20.7 —
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By the close of 1927, the bank's dlfficulties from its weak

policies had become serdes, The examiner wrote:

"This bank is simply a mess from start to finish, To
begin with the president kmows nothing of banking, although
he 1is actually trying his best to work things out, The
new cashler ls lagy and his services will have to be dis-
pensed with, There 1s 1little, if any, improvement in the
loans, malnly becezuse there is not a real collector in the
bank, and it ig anticipated they will have many more losses.
The directors even now do not seem to realize thelr respon-
sibility, although they have been told plainly what they
would have to do, both by ths sxaminer and tho department.
Three of the directors have many old past-due loans in the
bank resulting from endorped paper, end etill they make no
effort to pay. The detail work of the bank is in a de-
plorable condition, The bank 1s located in a very small
town in which there 1s another bank operating under a state
charter, This state bank is known to be in poor conditlon,
80 the pleture presents a poor ferming commnity with two
poor banking institutions and neither is in a positlon to
toks over the other, and & very bltter feeling exists, .
Closc supervislon is needed here and, no doubt, eventunlly

this bani will have to close 1to doore,”

Barly in 1930 this bank closed, and the examiner described the combina-

tion of factors responsiblo for the failure in the followlng words:
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'The general condition of the bank reflects a materi-
ally weaker conditlon than heretofore oxisted, due princi-
pally to procrastinatlon on ths part of the management in
not obtalning security and forcing liquidation where es-
sentlal, contimued poor crops, unfavorable prices, defla~
tion in real estate values, and the closing of the locel
state bank Jamuary 25, which has resulted in the withdrawal
of $38,000 in deposits since that time, After two con-

Terences with the Board of Directors at which plans were

submitted to help affect & corrsction, a meeting wac held
at the chlef exsminer's office, after which directors
passed a resolution ordering this bank closod on Fobruary

24, 1931,
Case 110 wag 2 bank that was situated in a small town too

a medium~sized city, In 1925 the exominer described the faulty

location as follows, but it should be noted that he did not blame the

location alone for the bank's difficulties, for ho stated that the

bank
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had been baodly monaged.

"Thig bank is located not very far from X., a eity
of approximately 40,000 people, and., unforiunately, &
largze percentage of its business goes thera. Competi—_-
tion is keen; the X banke have made a practise of hene
dling farm paper at & per cent, it belng customary for
small country banks to charge 10 per cent. ILocal mer-
chonts and other entorprices are affected by the busi-
ness that leaves here, This town cannot be consldered
a deslirable banking point. As previous]l.y stated, this
bank has been badly managed in the past.’
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The management was changed, but many poor assets remained in the bank,
as shown by the followlng guotation from the 1927 report:

"This little bank is situated too near X. on a paved
road to ever amount to much, It has been just hanging
on for the last two or three years, chiefly because tho
C. Natlional Bank, X., belleves in the abllity and charac-
ter of the present management, The writer also thinks
well of Mr, A., the active officer in charge, The
trouble is chiefly o0ld lines that were placed hero under
a former mengement,"

In Jamuary, 1928, the bank closed, The examiner, who was present at
the time of failure, described the difficulties of the bank as follows:

Mhis bank closed after the examination and beforo
finishing report, For several years, thip bank has
been very weak, Under a former management, the loans
became very extended, At one time the deposits of
this bank reached $340,000,00, The stockholders of
this bank have been fighting among themselves. Thoy
are dissatipfied on account of not having any dividends
in years, All the bank!s profits eoch year havo been
absorbed in taking care of old losses, Fresident B. is
an excellent character. He is about 8l years old and
unable to work, He came to this bark somo 5 or 6 years
ago from tho local state bank at the time the banks merged.
He is too 0ld to work. He held a contract betwoen him-
self and the old directors that, whilo not legol, was
difficult to break on account of his good reputation and
advanced age, Thie contract called for a salary of
$100,00 per month for life. Vice President A, has beon
somewhat of a disappointment, He receives a salary of
$200,00 per month, The bank was hardly sble to pay it,
Cashier D. really did the detail work on a salary of .
$125.00 per month, The galaries of the officers causc
the stockholders to hold socret meetings and fallhout.
As & result, the G, National Bank, K., which hag acnm
lending them the mongy to run on for years, withdrew

support,?
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Case 56 was another bank in a poor location, as shown

by the following quotation from a 1921 report:

"This bank is located away from the busincas diu-
trict of XX and within 50 yards of the entranco to Y.,
which is a separate municipal corporation, where ore
located the etockynrds., A1l or practically ull of
the real estate is owned or controlled by the large in-
terests, The other bank, which ie also located &n Y.,
was organized by the same interestc tnat coxntrol the
Yards in order to handle the banking businoss arioing
out of the sale of live stock, and 1s so advantageously
located that the business of the yards flowe to it na-
turally, This bank, however, has In the past been
able to divert some of the business, During tne past
eighteen months it has, os many other brnko have, OX~
perienced a very large docline in doposits, The future
success of the bank dopends upon 1ts ability to regaln
its deposits, If that cannot be donc, therc should
be a redical cut in expensos.”

Later the bank changed its location to a more central purt of the
éity and, ae a result, secured over 1,000 new accounts ond decreased

its rent materially, Nevertheless, fzulty policles burderod the

bank with undesirable assets, and in 1924 the bark wac forced to

cioge_ The examiner, who was present at the time of failure, do-

scribed the causce of falluro as follows:
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"The bank's heavy losses
are due priacipally to its
we:]s: management and the large coucentrution of cgaiit
:x ended the bank of Z, ang its customers, and the louns
12 f; §2I1$20&0210.t 1:'Had not these large losses developed
eve i i I '
orgsnt sty st this institution could nave boen re~

Case 96 was a bank situated just across the State 1ine from

a group of banks operating under a State guaranty act which used this

protective factor for (estructive advertising, Tho examiner blamed

the advertising of these competing banks for some of the difficulties

in which this bank become involvad, but otner factors were much mors

important, as shown by the following stotement made at the time of

the bank!s failure in 1923:
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“This comrmnity has been particularly hard hit in
the past few years, due to the rapld docline in the
cattle market and the continued drouth, FEad this banik
been in a position to withstand the cteady withdreownls
for Just sixty days more, and if the directors had beon
alive to the condition into whlch thelr bunk was gotting
and resourceful enough to uae thelr credit to aid the
boank at the time it needed it insteacd of iow, the tank
would not be closed. VUnfortunately, this 1ittle towm is
near the border line where Guaranty Fund banke mcke
a speclalty of advertiesing the advantages of having oze's
money safe, and as soon as doubt of the sireugtl of this
bank got into the minds of the people they began to draw
out their mongy and put it in Guaranty Fund benks.
Cashier A,, without any notice to the directors who aro
strong men financially, let the X, F, & G. Comapany cancel
& bond securing the county funds and made no atterpt to
replace 1t with personal bond which could have been done

under the now Public Monles Lew., The cauntr{h;:ei:m"er
was notifi August 6th by the X, Company 5
N . On September dth,

liability ceased 30 days from date,

2lthough 4 had had 30 doys in which to prepore o personal
bond and get 1t before the county commissloncrs, nothing
had been done, o the county treasurer, in order ic pro-
tect himself on his individual bond, presonted a draft

of $6,000 for payment and, as the bank could not mal;e e
Payment, it failod to open on the morning of September 5th,

Federal Reserve Bank of St. Louis



Further light is thrown on the weak tanldn: policy respon-
sible for the failure of this bank by the following gquotation from
the 1922 report:

"These people have permitted their entire capital
and surplus to become tied up in elx lince of credlt,
which are net the best lines in the bank, by ony meanc;
in fact, as is usually the case, they are the weoakest,
They have loanod the 1limit to the husband and then done
the same thing with the wife, claiming thoy bota run
separate outfits, all of which, In my opinion, ic simply
an evasion of the law, At any rate, it is the poorcnt
kind of banking, and needs prompt attention,"
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In order to obtain a picture of typlcal conditions that
have led to bank failures during the years 1921 through 1931, an
intensive study has been made of 225 selected banks that have pug-
poended duri_ng that period. The material anelyzed was drewn largely
from examiners! reports of the conditlon of theso brnks for & period
of years prior to suspension. One hundred and twenty of the banks

enalyzed suspended prior to 1931, and 3 out of 4 of those woro lo-

.catad in towns of less than 5,000 nopulation in Federnl reserve dls-

tricts predominantly sgrieultural, One hundred ond five of the banks
analyzed suspended in 1931; of these, 47 wore locnted in towms with

& population of 5,000 and over, and many wore In the induatrial dis-

t;'icts of the Northeast.

Assets end Ligbilities of Suspended Baxks. - Analysis of
the balance sheets of 225 benks suspending during the yesrs 1921~
1931 indicated that the deterioration of assets which resulted 1n
‘ n most instencee the recult of o

the final closing of banke was i

process developlng over & period of years. According to benk

- 24 -
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examiners! classifications, the questionable agpets of suspendod
" bailts & considerable time bofore fallurs assumed relatively large
proportions when campared with the capital and surplue of theoe
banks. In many cases theee questionablo asaets were more than

200 per cent of the capital and surplus of tho bank prior to
suspension, large borrowlngas were characterintic for a con-
glderasble period prior to suspenslon of the 225 banks. Thero
were instances in which borrowlngs were seoveral timos tho amount
of capital and surplus. In 76 casen out of the 225, tho menpge-
ment was criticized for continuous borrowing., The 105 banks which
suspended in 1931 had for a considerable time before Tnilure o hich-

er proportion of loans and inveetments in loans to customers than

did a1l member benke outside of centrzl reserve citice. The sus-

pended banks had a scmewhat lower proportion of open~market loens
and & gomewhat lower proportion of investment securltics. Among
225 suspended banks, the ratio of loans to officers, dircctors,

and their interests was higher as compared to cepital and surplus

than was the case in a grOﬁP of banks that did not suspend. Typi-

cally, the suspended bank prior to fallure was advancing to officers,
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directors, and their interests a flgure equivelont to nbout
one-third of capital end surplus.

Criticigma of Loan snd Collection Policiss. ~ Exmmincrc!
reports constantly criticized officials of a majority of the 225
suspended banks because of lax and careless lending policies,
which were often accompenied by slackness in collection effortao.
Critlcized leading practices were often associated with real
estate mortgages and general loans to farmerss Frequently,
lloa.na woro rade to formers without specific security, end in

an offort to secure the loans junlor mortgagos on farmp were

subsequently teken, Exeminers' comments showed that other typoe

of capital commitment were common. Loans were medo which could

not be pnid in the ordinary course of businoss ot maturity, such
loans were congtantly renewed, and were tius furnishing cepital

to borrowers. "Placed popor! ond the evaslon of locna limits by

splitting lines with other banks were often spccifically critl-

clzed by examiners.
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Criticiems of Investment Polielog, - Anung tho 1.0 banks,

which falled during the ycers 1921~1930, portfolice were heavily
welghted with local loens and included relatively fow® inveatment
securities. Among the 105 banks which suspended in the year 1931,
however, a mumber had relatively large bond accounts. In thig

group of banks, diffieulties with bond investments arose in part

- from purchases for yield rather than for safcty. 3ond trading,

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

unlisted bonds, real eotats bonds, and convertible bonds wero

often the specific causes of troubless Noarly one-third of the

105 bankg wbre critlcized by examiners, morse or locn severely,

bocause of their investments, and a number of othere held bonds

of poor quality. In several casos vhere bond depreciation was tho

primary couse of failure, investments formed a lerger proportion

of portfolio than loans. During the period covered by the ctudy,

depreciation in bond accounts was not found to be serious for many

of tho banks nnalyzed until the second cxaminztion of 1931, In

the Northenstern part of the country cspocially, bond depreciation

wns a mueh larger factor in bonk difficultioes in 1932 then it had

been in 1931 or previous years.
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Criticisme of Bank Persomnel. - In 135 out of 225 gup-
rended banks evidence of dlsregard of benking law or regulations
on the part of officers or employes was reported by the cxaminers.
In some cases, the offenses were of the most serious nature, ac
in the case of 28 defalcations, 5 conversions of funds, 8 forgerios,
and 27 false statements.

Exceeding the legal limitation on loans to one interect,

failure to keep up legal reserves, payment of dividends not curroent-
1y earned, and excessive investment in banlking house were oftcn al-

Iuded to by benk examiners, In 101 of the 225 suspended banks,

bank directors were criticized because of their lack of attention

to the affairs of the banks. Maneging officers or influential
directors of a number of the falled banke included 1n this study
used their positions to secure favors from the bank, end at times

to finance spoculative or fraudulent transactions of their own.

Atiention wes often called to the payment of excessivo ealarics

to bank officiels.
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In 71 out of 225 banks, examiners! criticiams fre-
quently referred to week management. Weak loan, lnvestment,
and collection policies refsrred to in previous paragraphs

are additional indicetions of ineffectivo management.
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Case 1

Bank Organized: 1871 Population of Town: 3000 (1910 Census)
Bank Suspended: 1926 3000 (1920 Census)
3000 (1930 Census)

Principal Crops or Industry Served by Banlks

Tobacco, grain, cattle, hogs, and sheep.

Important Excerpts from Reports of Examination: {Amounts in thousands of dollars)

Surpluse Borrow- Classified Assets
Date Cap., & Profits Loans Doposits _ings  Slow Doubtful Losses
Y-26-20 Exam. S: 100 63 917 821 202 99 13 1
11-26-20 Exam, T: 100 67 833 690 280 240 15 g
31421 Exam, U: 100 63 791 673 194 85 oL 9

6-13-21 Exam, P: YA very satisfactory response wae made by the Board of Directors
to the examiner!s remarks, They are woriking hard; but thru cereless extenslon of
credit, they have gotten into such a coandition that they cannot work ocut rapldiy.
The Cashler says hs !feels so safe! If he can secure loans with life lmsurance,
that 1life insurance is 'a 'hobby! with him., The only way, apparently to collect a
good many of these loans 1s to k11l off the borrowers. It seems to me that if ths
next examination could be mnde in four months, lnstead of three, 1t could be seen
better the progross made,"

6-13-21 Exam, P: 100 58 781 636 212 96 1 0

6-20-22 Exam, V: ™In your examiner's opinion, while this bank is in far from a
satlsfactory condition, stlll there seems to be no cause for alarm as a majority
of ths paper, while slow and unsatisfactory hes more than even chance of eventu-
ally working cut., The Board was impressed sith the necesslity of requlring reduce
tions wherever poesible and 1t is believed that after the crops have been hor-
vested this fall, there will be substantial reductions in a number of the eriti-
cised lines. At time of previous examination your examiner required the board to
meke good on fines for deficiencies in reserve to the amount of $356.89. It was
discovered that this sum vas at a later date charged to the expense account and
the directors refunded this sum. Since ths last examinntion thore has besen ad-
ditional fines of $172.34 making a total of $529,23 which tae directors were re-
quested to restore to the banlkr and which they promlsed to do, the Cashler steting
that each account would be charged wlth his share and the expense account credited.
It is thought that the next examination should be made in about four and one half
months and so contimuied until the bank is in a more satisfactory condition.”
6-20-22 Exam, V: 100 65 758 hg1 266 134 0 1
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Case 1 {Contimed)

Surplus Borrow- (Classified Assets
Date Cap. & Profits Loans Deposits ings Slow Doubtful loases

12-1-22 Exam, ¥7: "The management ond directors of this bank seem content to let
things drift along with the hope that conditione will get better without any effort
on thelr pert. There le no gquestion in your examiner's mind but that the bank
could have sihown a moch better condition this time if there had been some gocd hard
work done by the management and board. It is true that their main crop (wheat) was
a fallure this year, but this is a good cattle and hog country and the conditlon of
the other bank 1n town will show that this fallure is not entirely respomsible for
this bank'e extended and overloaned condition as they clalm, but ie entirely due to
lack of aggressiveness on the part of the board and management. The board re-
quested that thoy be allowed to chargo off $3,500. each six months on the losses
shown, but were advised that permission would nave to be obtained from your offlce.
Thelr reason for wantling this concession is that they might declare a dividend
clailming that if a dividend was passed, 1t would wreck the bank, this is of course
only an idea, and 1n your exeminer's opinion would not have such a serlous result,
It 18 respectfully recommended that your office require a bond from the directors
guaranteelng the bank againet any loeees in the paper classed elow and doubtful.
The schedule showing directors! liabillties in call of September 15, 1922, is ap-
parently incorrect to the amount of the indirect liability charged to A and pos-
8lbly onme or ti7o others. The bank keeps no record of the directors' endorsements,
and when questioned as to how he obtained the amounts, the cashier stated that he
took the last report of examination and made his schedule from the emounts ghown
thore. 4 letter was loft with the Cashier to be signed by all its directors and
forwarded to your offlce. In view of unsafe condition of the bank and seeming leck
of effort on the part of the management and board, it is respectfully recommended
that thls bank be exmmined again in not more than sixty days."

12-1=22 Exam., V: 100 61 836 "7 260 201 7 15

2.6-23 Exam. V: "The bank shows soms improvement over last oxomination. Borrowed
money has beon reduced some $LOM, Loans 20M (In addition 6M éuring examination) and
deposits have increasod some $30M. Regardless of these figures the management has
lmproved fully 50% in that the directors ere taking an actlve interest in the bard,
have recently passed & resolution that everybody must pay at least 10% on thsir
loane at each renewal and have so far lived up to this requirement. Your examiner
belisves that at last the board and menagement have awskened to the face that they
must show some results, and it 1s believed tha bank can be removed from the special
list or at least allowed to run h% months before another examination,"

2-6-23 Exam, V: 100 he B15 633 216 197 6 16

5-29-23 Exam. V: "Your examiner did not hold a board meeting inasmuich as all di-
rectors wore not available, and furthermore the bank is seemingly having their at-
tention. While still loaded with many frozen loans, it appears that everything
posaible is being done to prevent a loss and these loans will be worked out as
rapidly as possible. Many of those loans are secured By life insurence policies
on which the bank 1s paying the premiums, This item is coeting them approximately
IM per anmam which of course materially cuis down thelr earunings. The attitude of
the menngement and directors has undergone a great chaenge in the past six monthse,
in that instead of being indifferent they are now on thelr toes and working hard
to bring tho bank btack to & sound, solvent candition. This is evidenced by the follow-
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Case 1 (Contimued)

Surplus Borrow- Classified Assets
Date Cep. & Profite Loans Deposits ings Slow Doubtful lLosses

ing figures., Loans reduced since previous examination $52M. Borrowed money $96M
and deposits have increased 31M, TYour examiner is of the opinion that the bank
can safely be removed from the special list and respectfully recommends that this
be done,."

h-29-23 Exam. V: 100 60 763 682 119 163 2l 15

1-25-24 Exam, P: "Bank will probably talte a long time to work out of present con-
dition, the Cashier and other directois now seem to reallze necessity for meking

every effort."
1-25-24 Exam. P: 100 56 g4l 609 226 156 15 o

7~1-24 Exam, W: "As is shown by the face of the report and classification of this
bank's assets, thelr condition is far from being satisfactory - their trouble ap-
pears to be the result of relying too greatly upon moral worth and extending
credit without security beyond the limit and ability of maker toc pay - wnen do-
termipod ae doubtful bank officers attempt to secure by teking out life insurance,
carrying the premiums in most cases, the conclusion of which oroduces a dangerous,
slow workout condition, but which is beyond the ability of the Directors to solve
iomediately. A general curtailment of all lines is promiscd for purpose of re-
ducing the bank's over-extension. The Casbier is intending to visit X next week
end has promised your examiner to have a conferenco with the Chlef Nationsl Bank
Examiner, and to remew with him all promisos and good intentions as snown in this
report. 48 shown in the letter to be forwardod after signatures of directors are
affizxed, your office is to be furnished with a detailad report, weekly. (copy to
Chief National Bank Examiner), disclosing success in eliminating the mumerous
criticlsms, the collection and furthor securing of all doubtful assets and reduc-
tion of bPorrowed money. It 1s not believed that more frequent examinations at
this time would be of any special benefit and that the Directors are homest in
thelir promiso to assume general directieon and to glve all aid possible towards
bettering the bank's conditions.”

7-1-24 Exam, #: 100 56 846 640 230 195 H8 16

1-31-25 Exam, W: "It was ascertained that about 1921 this bank sold to the Y
Nationnl Bank a portion of their B/R's aggregating $69,000., eaid to have been
done without recourse or repurchnse agreement, but when your examiner attempted
to reconcile the notes held as rediscounts and as collateral for money borrowed
from the Y Rational Bank of Z of this bank, an aggregats of $44,000. was included
in rediscounts which were not shown by the dalily statement or gensral ledger of
this bank, but a portion of which was shown as a line due this bank by entries on
the liability ledger. It wes also admitted by the Cashier that the notes aggre-
gating $44,000. were vndorsed with reccurss on this bank, but as before stated,
both President and Cashier insisted that they were the residue of the original
sale of notos, aggregating $69,000.00, TYour examiner thon requested that a com-
mittee appointed by the Board visit the Presidont of the Y National Bank, and
Procure a waiver of all liability pertaining to the $44,000. which was secured
ond reads as follows: 2, Feby, 3, 1925.- I hereby certify that the above list
of notes aggregating $44,756.07 is hold by the Y National Bank without any en-
dorsement or guarantec of the B National Bank of C.! (Signed) President. - The
books of the bank also show that they owe the War Finance Corporation $50,000.
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Surplus Borrows blassified. Apgets
Date Cap, & Profits Loans Deposits _ings Slow Doubtful losses

but have collected $7,250. of notes pledged as securlty for this debt which has
not been remitted or credited, only entrise made were reduction of B/R's end in-
creasing of cash and due from banks, Should amount collected have been remitted,
regserve deficlency would have been incressed & llke amount, The Cashier 1s hope-
ful of procuring consent to meke pubstitutions rather than psyment, The classl-
ficaetion of loans is the result of a canvass of the notes, with the directors
shown as belns present. The lines classified as doubtful are in reality losses,
as the directors admit the present insolvency of the mekers, who are wlthout
present financial worth to elther pay or secure and the ultimate liquidation of
which is dependent upon the life insurance policies taken out to secure or an in-
heritance from osome near relation most of whom are at present enjoying excellent
health. The officers and directors, while sdmitting the losses as shown, beg
that taey be given an opportunity to make & concerted effort to procure securlty
for the lines as chown and to charge off $4,000, on 6/30/25 and balance as re-
quested by your office, begging, however, your utmost lenlency. The situation
here 1s vory grave, requlring extreme cooperation and guldance by the Board of
Dircctors, It 1s bellieved that s change of President at this time would be produc-
tive of groat good to the bank, The President, belng badly involved {line se-
cured by life insurance 10M), although lnactive, is dominated by the cashier, has
very little stiffness in hie back bone, lacks lmowledge of genersl banking af.-
fairs or conduct of same, Mr, D, who is e member of the Board in excellent fi-
nahclel condition, would, 1f desired, accept the Presidency and work ocut the
bank's problems to & favorable conclusion., He at the present time ie on the
verge of disposing of a portion of his holding for $300,000, &ll of which he as-
sured your examiner he would use in protecting the bank!s interests should he be
chopen as President, Mr. D is a retired attorney, beoars an exceptional reputa-
tion in his commmnity,and is thoroughly acquainted with the financial worth of
the customers of the bark;this with his lmowledge of law and personal financial
success, would indicate his espocinl adaptability for thls situation., The Cashier
ls doing oll he can to ellminnte items of criticliem, some of hls methods however,
are questlioned, for instance, 1n the amount of estimated losses at last examine-
tion were a lot of small notos aggregating $3,000. endorsed by E, both makers and
ondorser of which were admitted insolvent, after charging off the various small
notes {2 name papor) one note for the aggregate $3,000. was executed by the en-
dorser E, secured by life insurance with no cash value, reinstating the amount
charged off. In spite of such practices and the large amount of queetionable,
doubtful paper the directors withdrew $5,000. from surplus fund in order to pro-
vide and declare a dividend. Under ligquidatioa the losses would probebly nggre-
gate conslderably more than estimated as doubtful and loss as the bank holds a
large aggregate of paper which to &2 large extent is moral, the enforced payment
of which would result in & loss, but which if glven time will work out."

1-31-25 Exam, ¥: - 100 52 762 583 183 230 70 16

8-27{-25 Exam. W: "Practically four days were spent in endeevoring to strike a
belance on the Loane and Discounte. Impossible to verify., Duplicetions wore
found in the note file, said to be errors in not taking out and returning notes
satigfied by renewals. Notes discounted and collateral pledged cannot be recon-
ciled with lists furnished by holding bank against tihls bank's records, nor can
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Case 1 {Contimed)

Surplus Borrow- Classifled Assets
Date Cap. & Profits Loans Depoeits ings Slow Doubtful Losses

any borrower's liability be checked against this bank's 1liability ledger. The
Cashier admits that 909 of the accounts are incorrect. Both President and Cashier
I promise to immediately instell 2 new liability ledger and see that 1t 1g kept
in balance. EHEach and every loan was separately canvassed - Messrs. D, F, G, H and
I being present and fully admitting the clessification as shown throughout the
report, before ¢losing the examination; doubtful loans and losses were agaln gone
over and declared by them to be a correct showing., It 1s promlsed that the en-
tire report will be reviewed at the next monthly meeting at which time all losses
will be charged to Profit and Loss, also that a full attendance of tho board will
be regquired. Crop conditions locally are very bad, in fact might be termed a
fallure and very small if any relief may bo anticlipated from the marketing of
farm products., Buslness tonditions at € .are dependent upon the farmors' produc-
tion. They havo no manufacturing industries to stimnlete business. Tho lack of
farm production for past threo or four years 18 reflected in this and other bank's
condlition in this section., In checking the carning and dividend report for June
the 30th., 1t is found that the Cashier made a book entry of $3,000., debiting
IUnearned interest! and crediting 'Undivided profits! with like amount. This eo
stated was for the purpose of carrylng out the director’s promise to charge out
losses of $4,000,00 and to provide funds to declars a dividend. In addition to
the above, he added lnterest to items shown and admitted as belng doubtful and
losses in former report, crediting same to earninge. Theso entries were made far
the same purposc. Lest December, the Cashier had 2 give him a note for $3,000.,00
which was crecditod to oarnings, so called recovories from losses charged off, E
is 2 discharged banloupt, has no assets and apparently no moral worth, Hle line
in the bank as well as those of other members of his family is not collectiblo,
except when guarantoed by responsible parties, The loans end discounts are car-
ried in such a way that 1t is lmpossible to provido a method through which a
satisfactory checking can be made. BSome of the notes do not appear to be listed
or entered upon the bank's books., Duplications found, but cleimed to be errors
in not removing the old note from the file, Demand notes {so-called) are kept
separate, alwoye in tho custody of Cashier, quite a portion of which are nothing
more than memoranda of amounts due., The Cashier is treasurer of the city,
credit balance at this time about $3,000,00, but he is carrying in his bonds and
other security accounts about $15,000.00 of warrante which are payabls on demand
and are not interest bearing, in loans and discounts are so called demand notes,
of around $3,000. upon wnich interest 1s not and will not be collected, so stated.
This practice covers quite a period, Cashler stated that he had plenty of funds
in the other banks to pey these itoms, but was playing politics, in order to get
the benefit of the proceeds of issuance and sale of $100,000.00 in bonds, about
Sep. 1lst, Liability Ledger cannot be depended upon, no offort has ever been mado
to put it in balance, even tho lines of the dlrcctors are not correct. Aassistont
Cashier J. has an unsecured borrowing line of $10,700.00 and in addition to this
his account 1s overdrawn $1,000,00, habitually over an extended period; but the
directors and other officars claim that this overdraft was produced without their
knowledge or consent. J 1s sald to own a home valucd at around $5,000.00 mort-
gaged for $4,000, interest in his father's estate, which likewlse is mortgaged
for ite worth, Unlese his brothers and sister will come to his ald or he can get
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Case 1 {Contimiod)

Surplus Borrow- Classifled Assets
Date Cap., & Profits Logns Deposits inge Slow Doubtfial Losses

his friends to endorse for him the bank will probably lose thls entire amocunt,

The directors admit that it 18 all doubtful, J has an invalld elster whose affairs
he is said to have charge of, her account 18 overdrawn $325.00 and in additiom
owes the bank for borrowed money $2,710.00. It 1s mot known 1f she has sufficlent
aseets to proteet. It ls thought both are borrowers in other banks, but amount
not kmovm. In looking through the check flles, debit slips were found closlng out
small deposlt balances, said to have been used by the offlcers in paying losees on
overdrafts and shortesgee in the cash. Just how mich has been used in this way
cannot be learned as no record was kept and officers and employees claim ignorance
as to the aggregate, and insist that it would be impossible to even partially es-
tablish the amcunt or the mumber of account., Stating that only very small bal-
ancee were used and for the purpose of ridding the ledger of amounts too small to
bother with, when transferring balances and opening up or installing a new system.
The new Fresldent, Mr. D inaists tiaat ho is going to renovmte the. bdank,

put in new and modern system of boolkkseping and see that the books are properly
kept. While it is thought that bhe has the best of intentlione, yet it is doubted
if the present Casnier will co-operate with him or assist in the betterment of
present conditlons, as he has been in the bank thirty years and entirely satis-
fied with the way matters are and have been conducted., The directors are dis-
posing of othor real estate to Directors D and I, they having offered about
$3,000.00 more than can be obtnined from any othor source. This sale togother
with the collection of City Warronts (which is promised} will restore the bank’s
reserve, and materially restore thelr cash position,”

g-27-25 Exam, W: 100 49 620 526 95 133 79 52

7-3-26 Exam, W: "“Especianl attention is called to Page 6 which glves detailed in-
formation as regards the affiliation of the directors, combining of thelr lines
both direct and indirect, and showing the full extsnt to which they are personal-
ly guaranteeing asgets which would otherwlise be classed ns doubtful or loss, It
is to be hoped that these llnes mny be roduced, as the bank's growth ls hamperod
by reason that a lorge portion of the loans are frogonm, and the reserve boing
hablitually deficient, the bank ls unable to take on new accounts or extend the
busiress, As shown on page 1ll, under 'Recaplitulations! the bamk has doubtful
assots agsregating $75,045.22 which in all provability will become determined
losses. In addition to the foregoing losses of $5,947.8U under liquidation
doubtful paper and losses would be increased, by reason that, should immediate
payment be required of Bome of the lines shown as slow, malzors could not pay and
enforced liquidation would produce imsclvency. However, at this examination the
directors shown as present, passed upon or classified 21l lines both separately
and collectively. 4 new liambility ledger has been installed, but as yet has not
been balanceds Duc to the methods practiced in the handling of the loans, it 1s
practically impoesible to correctly aggregnte or exhmustively determine the
amount of loans due to duplications, lack of records for notes held as collateral
for B/[R's at various sources of borrowing, and those placod with the bank's at-
torney for colloction. While reading the mimutes 1t wms ascertained that on June
30th, after an examlpation by a committee appointed from the board, 1t was oscer-
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Case 1 {Contimued)

Borrow=  Classified Assets
Date Cap, & Profits loans Deposits _ inge Slow Doubtful Losses

tained that the bank's loans and discounts were short $2,596.37 which was cared
for by the Ass't., Cashier and Custodlan of the notes executing his note in thse
amount of $2,596.37 and same endorsed by the Cashier I. After a long run was
made by your examiner, and the list checked back the loans appeared to be over
only $1,976 but after taking off the liabllities of borrowers and comparing: same
with the amounts as shown from the liability ledger, an error of $3,500.00 was
found in the extension of credit extended to the Cashier. The llabllity ledger
showing only 39,950 while the notes and coples of notes found 1n ths note case
produced a total of $13,h50.00. Mr. I when approached relative to the matter,
immediately stated that there was an error, 1insisting that he only owed the bank
$9,950.00 for direct personal extensions of credit. Upon producing evidence, or
items in question proving the correctnsss of your examiner's line sheet, Mr. I
stated that, there wore two coples of note of $3,500.,00 and there should be only
one. (Destroying ome)., It could not be ascertained from the copy destroyed if
such wore the case, as 1t was not dated. However in checking the collateral
pledged for B/R's 1t was ascertained that his contention was correct. Correcting
this finding and one or two othsr minor errors in deductlons of credits, resulted
in a shortage of $3,370.91, this in addition to the amount corrected of $2,596.37
on June 30th. as before stated., It wms thon required that a run be made of the
new liabllity ledger, this after belng checked back produced a shortage substan-
tially as was produced by your examiner from the notes. The dlrectors were then
requosted, with the assistance of the active officers, to tgke the bankls leans
and check them back with the 1liability ledger. The directors and attorney for
the bank were requested to produco a full listing of all items lodged with him for
collections,"

7-3-26 Exam, W: 100 30 622 581 55 216 15 9

9-29~26 Exam. 0: M"Acting under instructions contained in Comptroller's letter of
September 18, 1926, the writer went to C, September 29th, and made an examinp-
tion of tals bank. At conclusion of the examination it was found that a MOST
DANGEROUS and UNSATISFACTORY CONDITION existed, and in order that the Board of
Directors might be rightfully advised of the gituation a letter was prepored and
roead to a quorum of tho board vho camo at speclal request to a specially celled
meeoting. As a copy of the sald letter 1B sent with and becomes & part of thisre-
port, 1t is belleved unnecessary to further 1list the contents of the same on this
page ap the CRITICISMS eet forth fully include every 1tem read to Board in the
letter, It 1s feared that the bank 1s in such an unsatisfactory condition that
little may beo dome at this date to save 1it, It wms thought possible a consolida-
with the other bank in town might be arranged but that does not appear among the
possibllities, At the meeting of the Board the matter of resignation of I, Cash-
ler, and the Assistant Caeshier, waes discussed. I, who is a director, appeared at
the meeting., He was very much unconcerned. So great confidence have some of the
members in I they refused to at first even listen to such au act as his resigning
I stated he had done nothingz wrong, however, Af the vhole board desired, hs would
arrange hls affairs to possibly retire Jamuary 1, 1927. The LETTER FROM THE
COMPTROLLER was then read to the Board and Prosident D and Vice President & spoke
very strongly aud I presented the resignation of both himself and his eon, as
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Surplus Borrow-  Classifiled Assets
Date Cops & Profits Loans Depeosits ings Slow ‘Doubtful Losses

cashler, director and assistant cashier to become effective lmmediately. The
Board accepted the resignationms. Prior to the meeting and in the morning, Mr, I
egroed to furnish the bank a personal statemsnt and also by trust deed convey to
the bank to secure hie direct and indirect limne all of his real property which
includes farms, his home, town and city property which the Board claims have a
net worth of soms $225,000, It was polnted out to the Examiner that the public
upon learning of the resignations would become very curiocus and susplclous and
that an immediate run upon the bank would follow. Inasmich as the examination

of the cther bank in town was to be made by the writer the day following it was
agreed and understood that Mr. I would remain in the back room of the bank for a
few days, without any title or authority to touch a book or paper end that his
son, efter being bonded for $12,000. would remain as teller for a few days. This
was believed by examiner to be good judgment as Mr, I is popular and has many
friends who persist in believing in him, It was reported to the writer that mat-
ters wore quiet in C efter this and up to Thursday morming, October 7, 1926, when
Presideat D, over leng distance telephone, advised that he had found some short-
ages in savings bank pass books of tho bank, which disclosed the fact that I was
short at least $100,000. in his accounts through & long period of years in manipu-
lation of the s=id pass-books, which Mr. D clalwed could not have been dlscoversd
by the examiners had not Mr. I mede the confession and disclosure to him, Mr, D
stated he belleved the bank was therefore INSOLVENT and he was advised by the
writer to convene his Board of Directors, epprise them of the situation and if
they so determined that the shortages would put the bank in the ABSQIUTELY INSQLfe
VENT CLASS, to close the dcors and have & notice posted upon the doors atating
it.was closed by the order of the Board of Directors. BSuch action was teken
Thursday noon, October 7, 1926, the bank was closed, end Examiner was instructed
to proceed to C at once and take charge of the bank, 1s now in charge, and states
he so notified your office. This report will show thers were dotermined losses
aggregating $36,000, end with doubtful paper fully twice thot sum and deprecla-
tion in bonds and overdrawn profit and loss account, hopes for the bank tc long
remaln open were indeed not bright. However, up to the time of the departure of
Examiner from C last Tuesday night (Oct. 5th) the directors and President D were
determlned to do their utmost to preserve the interests of depositors. Iater
disclosures of the shortage utterly overwvhelmed them, and I's beat friends now
approeclate the fact they SHOULD HAVE IONG AGO GOTTEN RID OF HIM. In a lato mes-
sage recelved today from the examiner, he states the steallngs have been going on

for TWENTY YEARS, "

9.29-26 Exam, 0: 100 25 629 Egs 130 289 13 37

Receiver: 9 287 239

1921 1922 1923 1924 1925 Total

BARNINGS:
¥et Income (Grose Earning less Expensos) 4 16 20 10 10 60
Recoverles 14 1 1 12 31 52
Losses Oharged Off 10 2 7 16 5l g
Apseossments before Suspension 0 o] 0 0 0 .0
Bad Assets Purchased by Stockholdere 0 0 0 Q Q 0
Dividonds 12 6 12 12 10 52
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Case 2
Bank Organized: 1907 Fogulation of Town: 2000 (1910 Census)

Bank Suspended: 1930 3000 {1920 Census)
3000 (1930 Ceneus)

Principel Crop or Industry Served by Bank:

General farming, fruilt & vegetable canning, cattle ralsing & marketing, lwmber.

Important Excerpts From Beports of Examination: (Amounts in tnousands of dollars)

Surplus Borrow= (Classified Assets
Date €ep, & Profits Loane Deposits ings Slow Doubtful Losses
3-29-20 Exam. U: 50 9 2Lg 378 13 10 4 0
10-7-20 Exam, U: 50 11 263 38k 61 7 2 0

4.5 21 Exam. U: "In view of the contimued violations of Section 5200 your Ex-
aminer recommends that the bank be placed om the list for fregquent examination."
4.5 21 Exam,. U: 50 8 250 311 86 14 4 0

g&-.22-21 Exam, U: No BRemarks
8-22.21 Exam, U: B0 9 275 309 g7 20 12 0

6-12.22 Exam, U: *Meeting of directors wae called but none other than the active
officers were avallable, By reference to Poge two, it may be seen that the man-
agement of the bank is left to the officers as they and one othner director usual-
ly comprise the directors attonding the meetinge, The President is rescurceful
and in good standing with other banks and can and doubtless will remove all paper
under criticism ln this report, Under his management no losses have developed up
to the present,"

6~12-22 Exam, U: 50 11 335 L27 34 Lo 13 5

10-30-22 Exam, U: "While the President is using the bank for his own benefilt to
too great an extent, he is a man of worth and ability and 1ls working out some slow
and undesirable paper,®

10-30-22 Exam. U: 50 g 345 362 37 50 0 0

4.13-.23 Exam, U: "The large line of A should be Treduced because it shows toomuch
of the bank'!s assets being used for his personal benefit, The worth of A has
been gone into thorcughly and although his stntement shows 2 net worth of over
200M several of the mssete are subject to a sceling down which would leave his
worth at about 100M., The principal portion of this worth coneists of land clse-
where, the purchase of wnich le ths cause of his present extended condition. The
fact that ne is oporating thia farming land on principles which maintain here and
at a dlstance which precludes close supervision, naturally makes for a condition
which practically eliminates profits, He is capable and willl be able, doubtless-
ly to dispose of his holdings to advantage before he becomes involved. His
credit is good through this section and he has promised to move a large portion
of the linms criticised.”

4.13-23 Exam. U: 50 8 34y 420 0 36 11 0
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Case 2 (Continued)

Surplus Borrow- Classified Assets
Date Cap, & Profits Loans Deposits inge Slow Doubtful Losses

10-4-23 Exam, U: "Unless the health of President 4 falls it 1s believed that
there is little doubt but that he can work out of his present extended condition.
It is believed that a part of the large line is borrowed for his bemefit but such
cannot be traced through the records. In view of the contimied violations of law
ap evidenced by excessive and non-conforming real estate loans; the extended copn-
dition of the president, as evidenced by the large line, and the large amount of
doubtful paper it is believed that the next examinastion should be made in about
ninety days."

10-4-23 Exam, U: 50 12 423 469 5 3h 25 0

1-2-24 Exam. U: "The responsibility of the menagement of the bank has been as-
sumed for so long by the president that officers and directors give it little at-
tention except to approve his policios. He has been giving his timo to his own
interests to the neglect of the bank and having been appointed receiver for the X
Co. has recently given half his time to it. He has promlised to have all mattere
criticised in good shape by the time of the next examination winlch should be made
in ninety days, because of the continmued violations of law and large amount of
slow and deubtful assets.!

1~-2-24 Exam. U: 5O 12 Ll 457 38 58 22 2

10-14-24 Exam, Q: "Presidont 4 was absent on trip during examination, but Ex-
aminer saw him on his return the afternoon of October 15, 1924, At examination
July 16, 1924, he was found tkiting! about $35,000.00 to $40,000,00 and quite a
lengthy eession was held with him and the other directors before the matter was
adjusted. He ventured the remark to your Examiner October 15, 192, that we had
accused him of tidting! but that his reserve ran low at Y, and that he had some
money in other banks on which he gave checks to build up his reserve, This ia
montioned to indicate just what type of man he is and to suggzest what we must
meet at this end of the line, It would appear that directors closely watched
and prevented him from "dting! following the examination of July 16, 1924, and
that he soon cleared out the amount. However, one of the directors snid that he
opened an account with his competing bank in the towm, and 'kited! until banks
finally realizged what ho was doing and some of his checks went to pmatest, Mr,
B, Coshier, Z Nationsl Bank, C, informed Examiner that about $1%,000,00 of his
checks 1in favor of the D Bank, E, were returmed through bhis bank, and that the
E bank was alarmed for some days before 4 succeeded in arranging the amounts to
their satiefactlon. It would appear that he cleared the 'kite! out of his own
bank under pressure of dally attention from his directors, but that when he suc-
ceeded In arranging the matters that he became antagonistic to frequent visits
and attention from the directors. Directors probably would have asked him to re-
sign, but he has so much more stock than they that they did not feel like it.
They also felt that he would get enough support from his friends and relatives to
control the anmial election in Jaruery and that he would be able to have it as he
wanted then. Somp of the directors also think that he has become irritated on
account of thelr close supervision eince the examination of July 16, 1924, and
that he will probably control the ammual stockholders®! meeting next Jamuary and
elect an entirely now board to sult himself or such individuals se he can control
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Case 2 (Contimed)

Surplus Borrow- Classified Assets
Date Cap, & Profits Loans Deposits _ings Slow Doubtful lLoseses

It would oppoar that as soon as directors cease tholr vigllance or dally watch
that he will operate HIS bank to suit nimself, It is really more than could be
expected of a board of directors to have to watch transactions and hls account
dally or so ofton, and if he could be driven out of the system it would be good
work well done, He has a small amount now which has the appearance of a 'idte!
as shown by question 5, page 3 of thls report, and this matter was called to the
attention of Directors F and G during oxsmination, This has been donme in spite
of his letter of July 18, 1924, but the checks were issued by his secretary and
he would probably contend that she had no instructions to do so., It would now
appear that some of the country banks know more about him than they did, and that
this informetion will be circulated until most of them will know of this matter
in the course of & fow monthe, He admitted liasbilities of more than 100M to your
Examiner at tho oxamination of July 18, 1924, bdut they probably are mich more,
He said that hie essets would aggregate about H00M., However, it is doubtful if
they would liquidate 25% of that amount, and when all the banks of this section
call him as tney probably will do as thls informatioh becomes circulated, it moy
yet cause some embarrassment. In other words, this is a propoeition which cap-
not well be solved so long as he is in active charge or control of the bank,
Also, as the ipformntion becomes circulnted, further withdrewals of deposits may
result, It would appear that there have been somo withdrawals since laest ex-
amination, and ons of the directors said there had been in their time deposits,
He had an offer to buy from two sourcee, tut was sald to have osked 19%0% for his
stock which was not worth more than 75%. Then he would expect to sell without
buyer malinzg an examination which is scarcely probable., ZXExaminer informed di-
rectors that losses impalred their cepital, and advised them that if they de-
sired to discuse the matter further he would see them at his office Saturday,
October 18, 1924, but they did not coma, Howeveor, President A called over long
distance to diecuss pome matters., He was informed as to some of the items that
mgt be removed from the assets, and asked a little time. Examiner informed him
that it would be 15 to 30 days before letter from Washington, D. C. reachsd him
or his board, and that in the meantime thoy could preparc thoemselves to arrange
matters, Prosidont A has indicated his intention of glving his commisslion as
recolver of the X Company to the bank to reduce the loss to the bank, but that
has not yet been determined ae to the amount. However, 1t soon should be as-
certained, and he now should kmow about how mach of the loss in that line he
will remove, They will not make a move to clear tie matter until forced to do
o0, and in opinion of examiner it is time for the bank to be relieved of the
losses as listed, The items listed otierwise undesirable in the report should
be removed from the assets as well as the losses listed as there may be somo loss
in items listed otherwise undesirable but for lack of information desired by ox-
aminer that was about the only classification the items could be given., It is
recommended by Examiner that these items be required to be removed just the sams
an the losses. There may be some contontion from President A that Examiner has
been too hard in his classification, but examiner is ready to msot him or his
board in regard to sny line or classification., 4, State Bank Examiner, made H
Bank, I, and reports !'kite! cleared about the middle of August, and that he had
some ten or twelve dollars left to his credit there. Your Examiner will sgaln
make this bank in regular course unless it should be assignod to Chief National
Bank Bxaminer or some action taken in meantime.™

10~14-3L Bxam, Q: 50 6 393 Lot Ly 12k 0 2k
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Case 2 (Contimed)

Surplus Borrow- Classified Assets
Date Cap, & Profite Loens Deposits ings Slow Doubtful Losses

1-12.25 Exam, Q: V'Exeminer was requested by telegram to begin an examination of
this bank Monday morming Jamuary 12, 1925 with the understanding that Chief Ex-
aminer would Join him for conference Tuesday morning Jamuary 13, 1925. The ex~-
amination soon revealed that the bank was in a very serlous condition, and ex-
aminer could see but two ways in which to save 1t, It may be recalled that Presi-
dent 4 was 'kiting' to the exteont of $35,000,00 to $40,000,00 and that it was with
d1fficulty that your examiner succeeded in gotting it stopped after spending
three daye in the bank and a visit by Chief Examincr wwas necessary, The bank also
had some losses, and 1t would appear that the public gradually becamo aware of the
condition of the bank., Deposits had reduced some at tho examination October 192k,
end more recently withdrawals had been very heavy until bank was in a very ex-
tended and serious condition. The certificates of deposit have a 30 day notice
¢leuse in them, and on Friday Jan. 9, 1925 dlrcctors found it necessary to en-
force the notlce of 30 daye to keep the bank open leonger, and when examiner ar-
rived ot the bank o few certificates had been presented for payment at thes ox-
pilration of the 30 days and more were presented during the examination, Soms de-
mand deposits, or checking accounts, hnd been closed with prospects of more being
closed and local people were withholding thelr deposits. At the same time Presil-
dent & was determined to dominate the policies of ths bank and would not consent
to anything else so long as he held any stock or had anything to do with it at
all, but the public had lost all confidence in him and the bank on account of hls
managemont and hls extended condition personnlly. A banker had offered to put
$30,000.00 new money iato the bank for its capital if President A and his board
would agree to tolke out $25,000,00 of the worthless notes and the other real es-
tate, to elect new dirsctors, and place it on a socund basis, but he said he would
not do that. Exominer could see this ns only possible chance to save the bank,

or to force a consolidation with the other bank here, as a laet resort, Dhief
Examiner arrived about 10:30 A. M. Tuesday, Jan, 13, 1925, and the matter was
discussed in detanll, However, whlle examiners were at lunch, ths unexpected hap-
pened., Prosident A and J signed contract in duplicate by which the said 4 sold
all his stock to J and sgreed to have at least 260 shates of the stock trans-
forred to J. Then the anmual messting was held and the following gentlemen were
electsd directors:

J X. Retired ~ estimated worth 200M
K do Pannery H " 258
L do Garage " " 20M
¥ 0 Morcoant h n T™
N I V.Pe CCRy. " " H0M

Exgminerse met with new beard, and discussed mattors of criticiem as llsted onpage
12 of report, and especlally as to the condition of the benk and the losses were
dlsclosed to them wlth roquest that directors inform us how the impairment in
capital would be mnde good. Directors at that time sald perhaps by assessment of
the shareholders, and your examiner recommends that the usual impairment notice
be malled to the directors in regular course. ZEverybody whom examiners met after
the matter hnd been closed had remarks of confidence in the new managoment, ond
it would appear that confidence had been restored and the run ceasel with pros-
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Surplus Borrow- (lassified Assets
Date Cap, & Profits ILoans Deposits ings Slow Doubtful Losses

pects of an increasipg line of deposits. J will be president, and P will be ac-
tive vice-President scvering all other business connections at once, and present
cashier and assistant cashier will romain with bank, While the new directora are
thought to be fairly good business men, they are not experienced in banking, but
have the confidence of the community and reprcsont somo worth and should bring
some good accounts to the bank. It is also the intention of Preeldent J to se-
cure the servicos of a good bank mnn with ample exporienco to assist them in
familiariging themselves with their new busliness venture and conmectlon for two,
three or four montiis, The Cashier is familiar with the clerical work and records.
Pleasa note attached clipping from local newspaper which went to press when the
anmial mocting was in session and scon after would bo distributed to subseribers
through the meils to different parte of the community as well as in the town of
Y.ll

1-12-25 Exom, Q: 50 5 340 307 59 140 1 26

8-3-25 Exam, Q¢ "On Jamary 13, 1925, while Chief Examiner, Examiner and Assis-
tant were at lunch, A sold his interest in thie bank to J and associates and it
has been intention and efforts of now board and mansgement to work assets and af-
fairs into a more satisfactory condition., In the deal & tock out note of Q for
$5.300, board increased valus of bank building and lots $10,000, new president J
contributed $6,291.31 on Jamary 26th, 1925, and balance of losses were then
charged off as classified in report of Jamuary 12th, 1925. Examiner does not ex-
actly approve appreclating building $10,000 but preperty ircludes two lots and
officers said thought could sell the adjoining lot for $7,500 to $8,000 which
would leaving banking house and lot on bocks at a reasonsbly falr value. Since
last ocxaminntion and elimination of 4 he filed a petition in bankxruptcy on Moy

9, 1925, and his realty all now would appear to be mortgoged and while he llsts
assets of about UYOOM and 11abllitles about 238M 1t 1s not thought more than 10%
can be realized from the recelver and that it will be a long drawn out matter,
Some of the assets he llsts have been found worthless, hils realty 1s lilsted more
than 1t 1s worth and also found to be mortgaged. The largest asset is a farm and
it has been found not worth anything near what he had claimed and contended it was
worth, In fact he filed a statement with some local banks durlng 192l indicating
a net worth of about 4O0M and some of them arc considering prosecuting him now.
It would appear that line is almost a total loss, Presldent J spoke to examiner
about July 20th to 23rd, 1925, about line but only saw him a few minutes and he
d1d not indicate 1t was qulte so near a total loss. He then sald as soon as loss
was determined he expected to personally remove 1t from the assets of the bank
and 1t 1s also recordsd in a recent mimite of board meeting that he expocted to
remove 1t and that an assesament on sharcholders would not be necessary. When
exanination was made he was away on vacation for some two or three weeks and could
not make any arrangements with him in the matter, He may want to wait until bank-
ruptcy case has boon closed tarough courts, but it no doubt will be a long drawn
out matter and some litigation and assets of fixed nature and slow sale. While
Prosidsnt I made a bod deal and is taking a heavy loss in buylng shares of A and
feels he should have time to arrange the losses, ho is bocoming advanced in yebers
and the sooner the matter has been arranged and losses removed the better for
bank and for hims. When he returns, reviews his copy of the report and gets letter
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Case 2 (Contimed)

Surplus Borrow- Clapsified Assets
Date Cap. & Profits Ioens Deposits ings Slow Doubtful Losses

from your office, examiner feels he will probably meke arrangements to get money
to take cut losses.m
8~3-25 Exam. Q: 50 0 318 358 36 132 8 27

2-U.26 Exam, Q: "VWery satisfactory progress has been made by new management
during the year since 1/13/25 when change was made, There are yet two excessive
lines to workout, and this was discussed in detail. & new ome occurred through
not knowing now to construe Section 5200 U. S. R. S. and will soon be corrected.
Lot adjoining bullding has been sold and reduced banking house and lot to a fair
value., Have some negotiations now to sell farm vhich would mean a great deal teo
bank if can be consummatod. One other piece of real ostate has already been sold
under mew management,!

2-4.26 Exam. Q: 50 3 327 380 11 118 1 0

10-5-26 Exam, Q: "The present management tock chargo of the bank Jamuary 13, 1985
and has mnde reasonebly satisfactory progress in morking 1ts affalrs into a better
condition. The excessivo lines of R and § were inherited from the old management
for which the presont directors and officers are not rosponsible and are making
efforts to reduce to legnl limit, It vms stated that an effort would be made to
have T pay the $1,000.00 thought to be an accommodation note and it was hoped that
sale of timber to the extent of some $3,000 could be made to opply on the line of
R which would reduce it to legal limit. The excosseive line of U was thought to
have beon an oversight and correction at once was promlsed. A very short crop was
hpd in the community during 1925, but & good crop hns besn had during the present
yoor which should onable bank to collect some o0ld loars and reduce others vhich
have been in the bank quite a while. Some small losses are boing token from time
to time on some of the old debte in the bank wien tho present management assumed
control 1/13/25; some were chargod off Juns 30, 1926 and now have two that look
doubtful vhich may become lossee. & great deal of work has been done and will be
necessary to collect or socure many of the slow loans before assets have been
Ploaced in o more ligquid conditlon. Community is supported by goneral farming in-
cluding fruit and vegetablo canning and raising and morketing cattle, and soms
lumber business.”

10-5-26 Exam, Q: 50 3 386 Yok 2 96 3 0

U4.5-27 Exam., Q: "Not so mich progress has been made since last exomination in
working tho affalirs of the bank into a bettor condition, and more doubtful paper
with some losses will be found at this time., It is now hoped that the balance of
the loans and dlscounts will be found collectible even if slow. The two large
items now doubtful may be collected in time, but it will depend on favorable con-
ditions to avold losses. Two excessive lines inherited from former board and
management 1/13/25 are yet to be reduced to legal 1limit, nnd the one excessive
line at this examinntion will be reduced to legal limit in a very short time., 4
large contract for comstruction of a water power project haos just recently been
commenced and is located o few miles from town and will put some new money into
circulation in the commnity and town over a period of some monthe to stimilate
local business,”

4.5-27 Exam, Q¢ - 50 Y 395 46 0 92 7 1
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Burplus Borrow- Clasgpified Assets
Date Caps, & Profits Loans Deposits ings Slow Doubtful Losses

9-13-27 Exam. Q: "A little progress probably has been made between examinations
in working the affaire of this bank into better condition, but a great deal of work
lg yet to be done, It is possible that may now have 1llne of F in a better shape
with the collateral than before or at last examination and it may in time be 1lig-
uldated but not yet enforceable for the full lins. !Other Real Estate! yet to be
5014 and may teke some loss on that part of assets before it has been removed from
the assstas of the bank. TFairly good general crops have been made this yearin the
commnlty, and soon should be reaching mavkets. Deposits are low at this time,
but then should increaso some. It was agreod that your office would be advised
when the excossive lines have been reduced to legal limit."

9-13-27 Exam. §: 50 5 378 L20 23 91 6 0
4.19-.28 Exam, Q: "President J who, with his family, held control of this bank,
died February 27, 1928 and the officers of the bank do not kmow what disposition
of the holdings may be made. It wos stated that soms of the directors had made
the helrs an offer to buy the stock, but that no action had yet been taken, It is
the oplnion of examiner that but little will be done to better the condition of
the bank until the matter has been disposed of as officors of the bank have been
expecting & son of former President J to assume the management of the bank, It

is thought that President J suffered mnch financial loss in the later years of his
life and that his estate may not now liquidate more than $50,000. It would bas to
tho Interests of the bank for some good local business men to acquire the stock
and become interested in the nffairs of the bank, but the disposition le as yot a
matter of uncertainty, The bank is in such condltion now that it should prosper
under good management and ownership."

4.19-28 Exam. Q: R0 8 405 iy 18 91 6 0

8-21.28 Exam, Q: "It was stated that have prospect to sell the !Other Beal Estatal
but that probably would have to take g small loss on it. The examiner requested
that a committee make speclal efforts to sell the remaining pieces of !'0Other Rexl
Estote! to relieve the bank of that frozen and undesirable asset. After tha
death of Presldent J February 27th, 1928, the directors made an offer to the heilrs
to acquire his stock which 1t wes intended to dlstribute with business men of the
town and commnity, However, there has been no action on the part of the heirs

of the deceased to dispose of their holdings, If tho 'Other Real Estate'! can be
sold, it would mean much to the bank's affalrs. Prospects for general farm crops
are not encoursging on account of late spring and mach rain, but some crops will
be fair. "

§-21-28 Exam, Q: 50 11 398 u63 0 103 1 0

o-14-29 Exam, Q: "There will probably be some loss in 'Other Eeal Estate! yet,
and an effort to dispose of 1t is to be made, Whils bank yet has &8 large amcunt
of frozen loans, it is working into better condition. Deposits have lncreased
satlsfactorily between examinations, JFalr crops wore made during 1928, and some
tobacco has brought some new money into the community, The estate of J, deceased,
and sone and a brother still hold g controlling intereat in the bank, The man-
agemsnt appears to be fairly sofe, but could be stronger. The directors and of-
ficers appenr to be encouraged with progress made and with progpects and outlook
for tne future at this time,"

2-14-29 Exam, Q: 50 12 Ly 550 0 72 6 0
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- Burplus Borrow~ (Clapslfied Assets
Date Cap. & Profits Loans Deposits inge Slow Doubtful Losses

3-19-70 Exam, Q: "Falr generzal farm crops were made during 1929 and a good to-
bacco crop was made and a good price realiged, but that does not reflect in the
bank's line of deposits nor in its loans and discounts. It appears not to have
made any progress Since last examination which unfortunately was February tn,
1929 delay having been caused by examiner being held on other work and sub-dis-.
trict behind with examinations. Exeminer does not think it necessary to place
bank on special l1list, but strongly recomrends that a collect telegram be semt to
the directors upon receipt of this report to advise whether or not the excesslve
lines hove been reduced to legal limit and if not to advise when it will be doms.
The directors should give close attention to bankls affalrs if Vice Presldent V is
to be retained in active management, and it is thought that a telegram insteed of
& letter will haove a good influence and got results where & letter may not. Of
course, a letter could then be written as to the other mntters. If Vice PresidemtV
is not going to keep his account in better condition it may be well for the di-
rectors to employ somsbody slse and let him reesign. There are considerable doubt-
ful loans and discounts and some little loss no doubt mist be taken mich of which
may be determined at next examination which should be mede in about four or five
monthe," -

3-19-30 Exam, Q: 50 15 L65 536 0 85 15 0

10-1-30 Exam, Q: "General farm crops will be short in this commnity, but it was
stated that a falr crop of tobacco has been had and is being cut at this time,
Bank atlll has large amount of frozen paper and assets which should have vlgorous
attention to ligquidate. Wice-President V'stated toexaminer (confidentially) that
bho.was planning to make a change about the first of the year. He stated that he
had not been able to obtain much help from directors as to the management and af-
falrs of the bank, He promised to reduce to logal limit his excessive line and
the others at once., A conference with Directors W (who is one of the executors
of his father's estate which holds 237 shs.) K, and AA was had, Examiner sug-
gested that since the K's held control of the bank that they should give enough
time to it to make it & success, employ some competont man that could and would,
or sell their holdings to somebody who could and would make it e success. Two
bankers are to soms oxtent interested in buylng control and either would mako it
a success end the BB Co. would be glad to acquire control and place the necessary
management in charge., Director P stated that he would give consideration to the
suggestione to see what could bc dons. See earnings report 1925-1930.%

10-1-30 Exam. Q: 50 14 453 472 L3 99 [ 8
Recelver: 88 17
i 1925 1926 1927 1928 1 Total
. oS | 1925 1926 1927 1928 1929 Iotal
Net Incoms (Gross Eanrnings less Exponses) L 36 g 10 31
Recoveries 0 0 0 0 0 0
Loesos Chargod Off 32 -3 1 1 5 L2
Asszessments before Suspension 0 0 0 0 0 o
Bad Asssts Purchased by Stockholders 0 0 0 0 0 o]
Dividends O ) 0 o 0 o
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Case 3
Bank Organiged: 1889 Population of Town: 3000 (1910 Census)

Bank Suspended: 1926 3000 (1920 Census)
3000 (193C Census)

Princlipsel Crops or Industry Served by Bank:
Cotton and grain,

Important Excerpts from Reports of Exsmination: (Amounts in thousands of dollars)

Surplus Borrow- Classified Assets
Date Cap. & Profits Iocans Deposits ings Slow Doubtful Losees
4.14-20 Exam. S: 50 22 Lhy 452 18 18 0 1
11-4-20 Exam, T: 50 20 Lgl 230 2Lg 258 16 1

4-7.21 Exam. T: P"Tramscripte of bank accounts have been omitted as the bank was
examined in Jamary; this action deemed advisable on account of giving correspond-
ents cause to become uneasy, some of lines classed as slow previously, have been
classed as doubtful, partly in order to assist management to reduce or collect,
Mansgement advised conslderable cotton was etill in locallty and not sold by grow-
er., Management expects meterial reductions in lines when Fedsral Land Bank Peglns
business as contemplated in near future. It 1s recommended the bank be removed
from the speclal list for frequent examinations as the managemont has been changed
and speclial examinations will not help but be to the detriment of the bank, how-
ever, examinations should be left to the judgment of the Chief Examiner and it 1s
suggested that before making anocther examination, 1f one 1s to be made out of
order, the chalrman be summoned to the office of the Chlef Examiner prior and a
thorough canvass of the sltuation be made; while 1t appears the bank hag been
saved from & receivership, resident Examiner has been materially asslsted by the
efforts of the Chief Examiner, It has been one of the most stubborn and hardest
cases ever handled by resident examiner,"

4.7-21 Exam, T: 50 16 335 129 213 4g 108 0

11-14-21 Exam. P: "A comparison of this report with that made a year ago will
sbow a great lmprovement in those matters in which improvement could be expected
within that tims, The slow and doubtful paper, with which the bank was saddled
by the former management will be gotten rid of very dlowly. It seems as 1f most
of 1t should be collected in tims, There appears to be a good deal of paper col-
lectible this fall and the borrowings can probably be much reduced if not elimi-
nated. Of the paper listed as doubtful, it would seem that the larger part 1s
collectible, tho it will probably have to be carried for some time to come, 4
is very resentful at being superseded by the B's, € is, outwnrdly, satisfiod and
desirous of helping. The B's said that they were contimuelly opposod, and
thwarted by A, tho supported by D. They do not feel certain of C, suspecting
secret opposition, A told the Exominer that it wms his intontion to get rid of
the prosent Cashier., Examiner told him in plainest English that there must be no
change in the present mansgement as the bank showed great improvement since the
removal of himgelf and ¢ from active management, such & promise is embodied in
directors! letter which Examiner saw signed by all directors except D. Unless

it is signed by D also, an extension of charter 1s not recommemded. It ie be-

o lieved that former management wuld soon reduce bank to condition that would
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force liquidation, Examiner was, recently, examining a bank in a town nearby.
While seated in the hotel lobby he overheard a conversatlon during which a man
remarking on a shortage that had just been discovered in & benk and on the fact
that the defaulter was known to be a gambler made the assertion that C, Cashiew of
& bank hore, was another gembler (with whom he himself had played) and should be
watched, The speaker addressed hls remarks to the Examiner of whose position he
was unavare, and to another mon., This incident is told to show vhy Examiner is
insistent that the former management shall not be reinstated.”

11-14%-21 Exam, P: 50 14 322 166 172 99 55 0

Y.ole22 Exam, V: PMThe bank has entirely gotten away from the infiuence of A and
under the present mansgement, it apparently seems will be able to work out, al-
though they are at present in such shape that the least sign of weaknese would
undoubtedly couse the public to start o run which would cloae the doors. The
present management has partially regained the confidence of the public, and seems
to be getting a firmer hold each day., In view of this fact your Exeminer after
congulting with Chief Examiner, who also felt the proper course would be to do
nothing to destroy thie confldence, gave as reasonable a classification to loans
criticlsed as could be consistently done. It is somevhat carly yet to meke any
predictions as to crop for the coming year, stlll the cutlook appears promising
and unless some unlooked for event occurs to ruln the crops, a large part of the
loans to farpiers will be liquidated this fall and the bank wlll then be in a po-
sition to rid itself of n goodly portion of the bad pepor now held. Your Examiner
furthermore has been told that the Resorve Bank has promised to stand back of the
bank to the last, it thereforo seems that if not forced they will eventually woik
cut. Tho prosent management is fully awaro of tho bank's condition and while
pome, wlth the exception of B and B, wero connectod wlth the institution when it
was being loaded with bad paper by A, they all appeared to be willing to do every-
thing possible to keep the bonk open. Of courso, it is impoesible to get rid of
& great portion of the slow and doubtful paper without charging it off which
would mean the cloeing of the doors, therefore your Examiner in concurrence with
Chief Examiner thinke the proper course would be to give the present monagement
every encouragement and plenty of time to work from under and accordingly recom-
mends that your office be as lenient as poesible until the present monsgement has
cloarly demonstrated its inability to handle the situnation,"

L2422 Exem, V: 90 16 287 123 161 75 65 11

10-23-22 Exam, V: "The berk incrcoasod on Aungust 9, 1922:
Furniture and Fixtures $1,500.00

Banlkcing House 2,000,00
Other Real Estate 000,00
$8,500.00

in order that they might chorge off $10M of bad paper and increass their surplus
$1M. A4s to whother these values are inflated is of course, problemstical, Man-
agement claims that there ls still an ample margin in these three assets,®
10-23-22 Exom. V: 50 16 269 202 134 76 16 65

4-30-23 Exam, V: "Nome of the present board of directors are responmsible for the
excessive loans reported on Pnge six, these becoming excessive when the surplus
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was wiped out by losses, on loans, made by a former management. The lines re-
ported as excessive will probably work out, without loss, mlthough in each in-
stance some time will be required. The officers are only too anxicus to have this
criticism removed and are doing all possible to have these lines reduced, but as
before stated, soms time will be required. Two other lines which were excessive
due to tho same reasor as those shown, have been reduced below the limit. Your
oxaminer feels sure if your office will be lenient in this case, that these loans
will be reduced as soon as can consistently be done."

Y-30-23 Exam. V: 50 Y 169 192 n2 he 2 0

11-26-23 Exam. H: "The now management has made decided improvement in the gemsral
condition of the baunk and scems deeply interested in its future. Some o0ld matters
will requlre considerable time to bo worked out. Salarles are large for the pres-
ent business, though deposits show an increase of about $85,000 in last two

, montas."
11-26-23 Exam, H: 50 1 103 237 0 12 0 0

6-13-24 Exam, Ad: "There are a mumber of items in the assets of this bank which
will be ths socurce of considerable anxiety to those of its managemsnt until they
are realized upon. They are so lnvolved as to msko their liquidation a matter of
serious doubt. In varlous instances real estate is bought at tax sales hoping to
acquire an equity which will strongthen a claim held by the bank. For two yoars
the bank must patiently walt before it cen know with any certainty just how they
Btand as the state law gives the owner of any property, sold for taxes, the right
to redeem it within two years from sale. It le believed the situation here is
known to the Comptroller!s office even better than to this examiner, It 1s under
stood that the present management has improved the situation and it is belleved
those in charge are doing everything possible to collect or better secure the old
debts which they inherited. 4 very few losses, however, would impalr the capital
as they have no surplus. The loans made by those in charge now are small and held
to be without criticigm., The prosent mansgement unquestlonably 18 to be commended
for the mannor in which they have operated so far, A loss of $1,290 was recently
sustained by the bank on account of suit brought by X Bank, Y. $6,290 was really
the total paid but $5,000 was from bond of former employee. The overhood expenaes
of operation appear to be large., There are six salaried employees. Althe the
individual selaries are smnll it is believed three good men could easily teke cere
of the bank's business, The president and others of the management impreess the
exoaminer as belng comscientious and deslrous of doing whatever ls best for the
bank., They seem very grateful for the holp and good advice received at the hands
of those in the Comptroller's office,!

6-13-24 Exam., AA: 50 1 202 209 31 97 6 0

1-23-25 Exam, W: "The board as a body does not appenr to be giving the proper at-
tention and caroful comslderation that this bank is apparently in need of, It is
believed that President B and hls sons, who are the junior officers, are giving
the matters their closest attention, and are apparently making good headway. But
the bank still holds many loans that will be a great source of anxiety for sever-
al years to coms., The officers admit the doubtful character of a large sgsregate
of their Bills Recelvables but are hopefiul that by mursing and petting thoy can
eventually collect. A large portion classed as doubtful at this time, could not
Digitized P& rGodlected by suit, It 1B respectfully suggested that your office write a let-
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ter to each member of this bank's board of directors urging them to get in harness
and assist in every way possible towards effecting a more favorable position,™
1-23-25 Exam, W: 50 2 163 235 0] g4 27 0]

8-5-25 Exam, W: "Bank officers are umsually optimlstic over the local crop out-
look, estimated crop condition 90% for this county., JAcreage about 10% increased,
Crop about two weeks early. Are expecting heavy curtailments on lihes classified
as doudbtful and insufficiently sescured, and hope to eliminate the greater portion
of eriticlsed paper also dispose of thelr real estate., Quite a few lnquirles for
farm land, are in evidence through options that have been taken. Directors are
now sald to be fully cooperating and lending all assistance possible. A4ttendance
of meetings poor. Officera promise to do all within thelr power to correct and
eliminate all criticisms, Bank'!s condition slightly lmproved by reason of collect-
ing and further securing items reportod as doubtful and slow in previocus reporti,
Bapk'!s condition however, 1s far from favorable and the most rigld attention will
be requlired in the working out of their problems — many of which will be long
drawn out, also qulte o few of their D. P. C. loans will in all probability have
to be elther refinanced or teken ovor for the bank's protection, further lncreas-
ing thelr slow or frozen assete. FPractically eovery loan made since the reorgani-
zation 1s well secured and nome admittod as slow or doubtful,"

8-5-25 Exoam, W: 50 2 203 203 36 51 30 1

2~-2-26 Exam. W: "Barnk officers are discouraged and are contemplating merglng, if
possible, with one or the other state banks here, provided they can furnish suf-
filclent amount satisfactory assets for the acceptances of this bank'!s liabillties
to depositors., A close canvass was made of the bank's B/R's which as shown pro-
duce doubtful assets aggregating $47,141.54, This aggregate the President admits.
Under liquldatlon sggregate would be greater, Quite a large portion of the doubt-~
ful paper 1f collection were pressed would immediately become determined losses,
as the bank has been compelled to add interest to principal in order to keep the
paper current, The greaster portion of the doubtful asssts have carried beyond
slx years. 65hould the merger not be effected, your examiner ig epprehensive of
results due to lack of locel confidence, stroet gosalp, partially due to dis-
satisfied ehareholders at not recelving dividend, Also their lack of knowledge
as to bank's true condition. Bank also has other real estate aggregating
$29,903.80 {including $6,000 not shown properly on bank's books) which if llquids-
tion was enforced would probably result in a loss of arocund $3,000 but officers
are hopeful of workking out in full if valucs enhance, Considering the past sea-
son’s crop production, largest ever experienced in thie section and pricos re-
celved, 1t is extremsly discouraging to note that doubtful assets have incroased
and no additionsl security has been galned, for the week and doubtful lines."

2-2-26 Exem, W: 50 3 184 264 0 66 47 0
%
1921 1922 1923 192% 1925 Total
EARNINGS @
Not Income (Gross Earnings less Expenses) 1 o 2 1 0 2
BRecoveriles 1 10 6 1 b 22
Lossas Charged Off 2 11 71 e 1 87
Assessments before Suspenslon 0 0 js.0] 0 0 js.0]
Bad Aseets Purchased by Stockholders 0 0 0 0 0 0
Dividends 0 0 0 0 0 0
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Bank Organized: 1905 Population of Town: 800 (1910 Census)

Bank Suspended: 1930 700 {1920 Census)
1100 (1930 Census)

Principal Crops or Industry Served by Bank:
Cotton

Important Excerpts from Reports of Examination! {4mounts in thousends of dollars)

Surplus Borrow- (Classified Assets
ate Cap. & Profits Ioans Deposits _ings Blow Doubtful Losses
4.22-20 Exam. A: 25 15} 285 290 20 19 0 0
7-22-20 Exam, A: 50 16 304 2L5 66 27 2 0

1..5-21 Exam, A: "The board blames Mr. A the former president for 2 mumber of their
slow loans. MNr. A receontly resigned as president and director of the bank, Pres-
ident B, who succeeded Mr. A as president promises to exert every effort to effect
the collectlon of past due paper and correct all other matters criticlesed, and the
balance of the board with the exception of Director ¢ {who never attends a meeting)
promige to lend thelr cooperation to this end. The farmers in thnle commnlty have
disposed of very little of thelr products, and the management of the bank will be
compelled to 1insist upon llguidation in order to force thelr customers to market
thelr crops at the deflated price.,"

1-5-21 Exam. A: 50 1k 300 209 97 53 14 1

7-19-21 Exam, B: "The conditlon of this bank is very unsatisfactory., Former
President A seems to have unloaded consliderable amount of slow and doubtful paper
before leaving., The paper does not bear hie indoreement and in nearly every 1o~
stance 1s that of tenant farmers eecured by live stock amd future crops, the
former inadequate and the latter undeterminable, The Directors of this bank are
to blame for allowing this paper to come into the bank, &1l paper classed in this
report as doubtful and rewmaining in tho bank after this year!s crop is harvested,
should be promptly charged off., For your information and as a matter of record,
Alg balance 1s $20,981.23 and if he should withdraw his balance in the near fu-
ture 1t might bo embarrassing for the bank in their present extended condition.
It 15 2lso my information that before & left he stated that 1f 1t wasn't for the
Cashier he would draw hls entirc balance. The bank's abllity to pay inthat event
remains to be determined,"

7-19-21 Exam, B: 50 16 288 188 97 99 19 4

3-23-22 Exam. B: "A meeting was held with the Board and all criticised matters
taken up. Directors were urged to reduce their borrowings and in this way help
bring about a more eatisfactory condition, Directors D and E are using the bank
unduly and largely through indirect borrowing in form of discountod paper. Thelr
statement does not warrent tho llnes extonded. Whlle the B line sppears heavy 1t
is believed, basing my opinion on their statement, that they are safe and rather
conservative, however should be curtailed. 3By way of explanstion of the analysis
of a financial statement in thls section, you are respectfully advised that many
statements show large excess liquid assets, consieting mainly of bills receivable
and these many times are notes of tenants and will probably be paid if they live
Digitized LOBE, ROUZH, consequently the statemente are not as 1liquid as a first glance at
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the statement would indicate. Those last remarks epply to thie section generallyd
3-23-22 Exam, B: 50 16 2ln 199 43 80 13 1

12-12-.22 Exam, B: "“At the completion of thlis examination dlrectore I and E were
questioned in the presence of the other dlrectors as to their worth. A statement
of the X Co. was presented and dlscussed, This statement of last spring ehowse the
concern operating at a loss and practically no liquld assete. These two gentle-
men retired from the room and a lengthy discussion followed. The question of
taking a mortgage on their property was brought up btut abandoned, because of prob-
able bankruptcy proceedinges resulting, They are now putting on a sale and the
outcome and success remair to be determined, The two of them being so badly
mixsd up with the X Company, 1t 1s difficult to ascertaln the true condition of
thelr affairs. The large amount of criticlsed peper other than that mentlioned
above 1s chargeeble to formsr president &, who before his leaving converted all
of his holdings into cash through ths bank and the directors allowed him to get
by with 1t. In view of the unsatisfactory conditlon of the bank 1t 1s reconmended
that it be again examined in ninoty deays. The directors' meeting closed at 11:30
P, M. havling been 1n sesslon from 7:30 P. M."

12-12-.22 Exam, B: 50 12 215 233 0 a2 32 1

3-5-23 Exam, B: "Very little if any improvement is noted 1n securing slow and
doubtful paper, At the close of this examinntion $5,300.38 was classified as a
loss and charged off, There is $16,606,80 classifled as doubtful and it is my
opinion that the greater part will result in a lose. Your particular attention
1s called to ths direct and indirect loans of directors D and E as follows:

D direct and unsecured $2.083,.32
Guarantor 1 note of $4,794.,65 ¥ Co. 1,098,66
. $3t181.93
E direct imd unsecur@e‘d v $5,092.E§
Guarantor + note of +39U4.05 T Co. 1,098,
* : $ +191,38
E and D

Sundry bills receivable {all overdua) aggre-
gating $18,381.4l4 endorsed by them and car-
ried at 10,070,112

Two notes of X Co. endorsed by them 8
$1 ] 9099
The X Co. is a cerporatlion, tho stock of

which 1s practically owned by E and D and

is operated by them.

The X Co. has also discounted with the bank
their bills recelvable to extont of - $2,733.16
in nddition to the above,.

Sumning up the dlrect and indirect liabillties of the above they mmount to -
$28,176.51., At a dlrectors! meeting held last night the following plan waes agreed
upon and the consummatlion of thls agreement should be inslisted upon, E agreed
to secure his obligatione of $5,092.72 by real estate and such other collateral
as is acceptable to the board. E and D agreed to have renewed the notes of

Digitized $1Bv38k. Ul and carried at $10,070.12 and obtaln additlonal security on these
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papers wherever possible. E and D agreed to secure the X Company's line at
$5,999.57 with a mortgage or deed oh the one story double brick building now oc-
cupled by them as the X Company. ¥ and D are so badly involved that the matter

18 a delicate one beczuse of probable bankruptcy proceedings and 1f such should
teke place 1t would not be a -surprise to them or the board or your examiner. At
the aforementloned meetinge I told the boerd I was very mich surprised at them
for so litfle progress having been made since my last examination and apparently
they had done very little towards gettlng resulte, Of the entire beard the Presi-
dent would probably be the last to take the initlative and I endeavored to make
him understand his responsibllity es President of the Bank and also advised him to
consult freely with the bank's attormey 1n the sbove mentloned matters. The llnes
of the Bis should not be overlooked as they should be reduced and it 1 to be re-
membersd that both are dlrectors, It 1le belleved that further frequent eoxamina-
tions would prove detrimental and with that fact in mind I recommend that the
behk be removed and examined the next time in regular order provided the notes are
secured as stated above and such other informatlon as desired by your office 1s
promptly furnished.”

35-23 Exam, B: 50 17 239" 252 0 76 17 5

10-8-23 Exam, B: 50 11 212 237 11 106 19 7

3-19-24 Exam, B: "As stated at proceding oxaminations the present management 1e
not directly respomsible for the bank's condition. A meeting was held with the
directors all being present except director C who resldes elsewhere. $8,614.23
was set cut as loeses and ordered chargod to profit and loss on the followlng day,
and they stated thls would be done. Other losses will develop and should be
charged off as they are determined,."

3-19-24 Exam, B: 50 1k 2lo 269 0 86 22 9

81924 Exam., C: "Note the tremendous amount of slow and doubtful paper. There
1s soms apprehenslon on my part as to whether the diroctors and offlcers heve the
force or the will to rise to the occasion necessary to save the bank, I am in
doubt as to whether or not they really appreciate the fact that the bank 1lg¢ in an
almost serlous posltion, For 1t appears they have become accustomsd te ites con-
dition, and justify thelr personsl positlon, each one of them, by the ofton re-
peated statement, 'You know we are not responsible - the fault is with ocur pred-
ecessors.,' Apparently no positive efforts have been made - certainly not in a
forceful and intelligent monner, to redomstruct the bank, in a hendling of the
many slow and doubtful itoms of assets, Reference back three, four or five years
ago, to certaln lines now standing, ehows that such lines are now carrled at an
increase of from 200 to 500$. I hod the board together, 1n a meeting, and brought
to thelr attention the many watters of exceptlon whichk are set up in this report.
Some of the slow and doubtful paper can probably be salvaged by intensive work,
by 1intelligent conslatent actlon of the beard, as the crops are better than the
average 1n this sectlon. If such an effort, contimious throughout the period

for the balance of this year is not mnde, and thie opportunity for reconstruction
lost, losses will be deflnitely set, that willl consume a large part of the capl-
tal, XNote that the surplus, after the recent charge offs, has been practlcally
eliminated. Eequired a letter from the directors.” _

g-19-24 Exam, C: 50 5 266 232 38 60 50 L
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8-13-25 Exam, D: "As will be seen from the report, the assets of the bank have
been classed as follows: Slow $88,451,02; Doubtful $25,547.10; Undesirable
$1,437.22 and losses $11,951,13, meking an impairment of Capital of $7,453.41.

Of tne total losses $4,072.86 were charged off during the examination, leaving
3424 .86 1n Undivided Profite (No Surplus) to take care of the remaining losees of
$7,878.28, or an impairment of $7,U53.41 as outlined. The condition of the bank
was thoroughly discussed with Directors W. B., M. B., F and G. Director C could
not be reached. The Directors clalm to be doing all they can to put the bank in
satisfactory condition, but the amount of past due paper and gemeral condition of
the bank give tne iapression that tooy are either not doing what they should to
relieve the bank or olse have not the abllity and force to rise to the occesion,
and apparently do not realize that they are in a sericus condition. Taey de-
clined to take encugn of tne worthless paper out of the bank individually in order
to save the impairment of capital, feeling that it was not up to them any more so
tpan to the rest of tne stockholders, excusing the present conditlon on the grounde
that it is the fault of their predecessors. They asked that the following propo-
sition be submitted to your office for approvel: That they be permitted to carry
tne balance of the paper classed as losses in tneir loana and Discounts until
Spring of next yesar - the time toat most of the bank's earnings are made - and in
this way give them an opportunity to work it out, and consequently not only make
it necessery to make an assessment but also would not make it necessary for them
to show en impairment of Capital when tne next publisied Report of Condition is
called for, They state that they are dolng all they can to work ths bank out,
that they have not peld g dividend for some time, tnat it is their intention to
take toelr losses just as fast as the earnings of the bank permit, and that they
feel sure that if they are permitted to carry this paper over inte next year,
thelr earnings will be sufficient to cover., While it might be possible for the
earnings of the bank next year to take care of the lossep as requested, the Ex-
apiner is of the opinion that with the amount of statutory paper and other slow
and doubtful paper in the files of the bank, it wlll be abgut all the bank can do
for som time to talke care of other losses that will arise from time to time.
While it is belleved that it is the desire of your office to assist bank in every
way possible to work out of tight places, yet it is not thought advisable to let
this matter be carried as the Directors wish., It is therefore the reconsendation
of tne Examiner (if such a reconmndation is in order) that the Directors be ad-
vised that taelr request to carry the peper over into next year is not satisfac-
tory, and that they then be given another opportunity to take the paper out of tas
bank individually or by voluntary contributions from the stocknolders, and if they
agaln refuse, that an assessment be made to take care of tne losses as ocutlined
in toe report. Inasmich as the bank is due another regular examlnation before the
close of thls year, it is not recommended that the bank be placed on tne Special
1list unless it is the desire of your office that this be dons."

8-13-25 Exam. D: 50 L 228 233 11 90 26 12

12-10-25 Exam, D: "The bank, in the opinion of the examiner, needs the closest
kind of attention to put it in o satisfactory condition. The Directors do not ap-
pear to be aeggressive enough to give the bank tho sld needed. Attention is di-
rected to the large amount of statutory debts, most of whicn represent paper in
sult and much of which has been in court several years without decision. Direc~
tors claim tals is tnrougn no fault of theirs, as they are represented by the
best attorneys avallgble., All of which may be true, but they appear to rely too
mach on the fact that the paper mentioned was in tne bank wnen they came into
D@mﬂmchgﬁﬁe.Rand that it is not tha?r fanlt, This ie granted, btut this is no cure for
hnaﬁﬂaﬁﬁéwﬁggig%}eas they change their wavs and actually get to work. it is the Immble
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opinion of the examiner that the bank will eventually have to close. The bank
should really be on the list for mors frequent examinations., It is not recom-
monded at this time, however, for the reason that the law suite in question will
not again come up bofore April and en examinatlon before that time would be use-
less, except for the fact that we would be able to keep in cloeor touch with the
operations, It wlll be seen that aftor the losses were chargod off, the capltal
wlll show a small lmpalrment,"

12-10-25 Exam, D: "0 1 196 276 0 81 19 2

5-U_26 Exam, E: "The condition of tho bank 1s not at all satiasfactory., Many of
the loane are tied up with court litigation and have been ln this same conditlion
for a long time. The bank contimies to make addltional ndvances to tenant farmers
who eppear to bo hopelessly involved. Aggroessivo actlon of the directore would in
many cases help to clear out some frozen paper but the directors are of the easy
going type and appear willing to wait and hope that loans will be peld voluntarily
Directors stztc that the bank was in very bad shape wheon they tock charge and are
prone to compliment theomselves on the good work they have done in clearing up the
sltuation., Moet of this clearing up was done by charglng off ratiher than by col-
lection, If the loans classed doubtful are not pald or properly secured this fall
they should be eliminated from the assets of the bank. It is belleved the direc-
tors will come to the bank'e ald with a reasonable amount of monsy, It wae loarned
that there has been an application mnde to orgonlze a stote bank bere. Directors
wore of the oplnlon that a charter would not be granted. If a now bank 1s or-
genlzed and is able to draw many deposits from the preseont one they would prob-
ably experience some difficulty meeting the withdrawal if hoavy. Directore! let-
ter 1s respectfully submitted.”

5-U-26 Exam. E: 50 3 202 266 0 98 22 1

6~10-27 Exam. F: "It is belleved that the directors are doing thelr best to place
the affelrs of the bank in the condition it should be, Therce has been no roduc-
tion in the loans llsted as slow and doubtful, but 1n most cases, tho tenant farm-
ers are making thelr crops with very little money advanced by the bank, Prospeocts
for a crop are good at this time, The formers have o good stand of cotton, and
are feeding hogs, The loans and all matters of criticlsm were discussed wlth
three directors end the Cashier, Ioans listed as lossas were charged off during
examlination, ond directors promised to give other criticlsms prompt attention.
Beductione on slow and doubtful loans can not ba expected until the orop 1s har-
vested, It im believed that the directors are doing all in thelr powser to work
ocut the linee, and 1t is recommended that no further action be taken until the
crops are harvested. It 1ls belleved that if this 1s done, and loans are reduced
in the fall the directors will take up tho amount of losses that are determined
rother than have an assessment of stock,"

6~-10-27 Exam. F: "0 3 210 222 20 gl 20 1

11-18-27 Exom, ¥: PLoane listod as losses 1n this report have been carried for a
mumber of yoars, without any progrese in the way of reductions., In most cases
they are loans to tonart farmers who have not been able to manke any money except
to pay advances for crops., Directors claim that theso loans are old workout
propositions handed down by a former mensgement, and therefore feel that they
should have tims to work them out. TYour Examiner endeavored to havo the direc-
tore agree to take out the paper listed as lose and part of the paper listed as
doubtful, and thereby give the bank a clean slate. It 18 bolleved that, 1f these
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Case U (Contimued)

Surplus Borrow- Classified Assets
Date Cape & Profits loans Deposite ings Slog Doubtful Losses

loans could be cleaned cut, the bank could make more than expemses and eventually
pay a dividend., For the past two years, the pndivided profits have been used to
charge off losses. Inasmuich as no progress has been made in reducing the loans
to tenant farmers, and soms of the loans in hands of ettorneys, your examiner be-
lieves that the loans should be reduced to the actusl value of the security. It is
recommended that & letter be seat to the directors urging them to make arrange-
ments to pay in Bomo new money and take up the paper listed as doubtful and loss,
but if this cannot be done, the dlroctors should review the dcubtful paper and de-
termine furthor losses, and an assessment of capital stock should be made. The
detail work of the bank is woll kept, and it 1is believed that the bank could be
placed in good condition under prosent management, if the doubtful paper and los-
ges arc removed, TYour examinsr belleves that the sharsholdera are well sble to
place the bank in a satisfactory condition, if they will.™

11-18-27 Exom. F: 50 1 180 224 0 g2 14 9

5-24-28 Exam, F: "The shareholders paid $10,000 into undivided profits on Janu-
ary 18, 1928, and losees of $9,152.70 shown in last report were charged off. The
bank still ‘has & large amount of slow and doubtful paper, payment and reductlon of
which will depend largely upon crops this year, and the attention directors will
give toward collecting from returns of cropse Dlrectors are belleved to be hold-
ing down advances to farmers this year, and since losses llsted in last report
were absorbed, 1t is believed little can be done until fall of the year after
crops are harvested. After crops are harvested this year, 1t is recommgnded that
the directors eatimate losses on all dcubtful loans, and that the shareholders be
asked to place the bank in satisfactory conditlion. Your examiner believes that
lettor from your office, urging directors to glve their attention to collecticns
and advising that they will be expected to correct conditions next fall, will hslp
the examiner to make correctioms.Y

5-2h-28 Exam, F: ~ 50 7 208 20k 25 g3 16 0

6-25-29 Exam, G: "At the close of examination, & meeting of the board of direc-
tors wae roquested. Director C lives in anothor town, and has never attended =
moeting. Director G is a physician and was only presont during review of criti-
cisms and gensral discussion. Lines wore discussed with W. B., M. B. and tho
Cashier, Correction waos promised where possible but a2 mumber of mattere carnnot

be corrected at present., This bank serves a community which has suffered from
very adverse conditions for the past three years and this is roflected in the
large volums of slow and doubtful paper, the large amounit of Other Real Estato
Owned, and the heavy borrowings. The future of the bank depende on recovery of
farming in this vicinity for on that depend collections and ability to move Other
Beal Estate. Director G is a physician, the B's are merchants whose tima will

be occupled 1n the fall, and Director C takes no active interest in affairs of thsg
bank, TYour cxamlner suggested that additional help be obtained this fall, that
the Cashier be relieved of all routine duties and devote his entire time to col-
lections and 'following up! crops, with the active directors giving all avallable
time in assisting him, The vacancy on the board was coused by the death of F.

The stock of the bamnk is very closely held and sale is veory difficult at the
present time, The Cashler stated bank had corresponded with Office of Comptroller
in regard to this matter. Considering the conditions revealed by this examination
it is evident that this bank is in a very grave condition. The &bsence of any re-
sorve strength in surplus and urdivided profits account, the large amcunt of slow
and doubtful paper, heavy borrowings, and small volume of business done, cause
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Surplus Borrow Classifled Assets
Case Cap, & Profits Loans Doposits _1imngs = Slow Doubtful losses

are made and falr prices obtained, most of the dounbtfual papsr will be collected or
reduced to safe limite and mich of the slow paper retired or materially reduced.
In the event of unfavorable conditions, additionsnl capltal muist be placed in bank
for 1t to contimue to operate,- Whether stockholders can contribute additliomal to
do thls, could not be determinead. Your examiner feels that no definite action
¢an or should be taken until end of crop year. At that tims some definite course
of actlon should be decided upon and the bank required to 'clean bouse! by remov-
ing o0ld and undesirable asscts. Farming 1s chief industry with cotton as princi-
pal monoy crops Last year'!s cotton crop was about Hh0% of normal and all has been
sold. Acresgo for 1929 about same es for 1928, Farmers are princlpelly white
with 65-70% of farming done by landowners., Only ome failure in town reported.
Number of real estate loans are pledged and detalls could not be obtained on soms
of theso,!

6-25-29 Exam. G: 50 8 212 184 Lo - 125 23 1

1-28-30 Exem, G: "Ap will be disclosed in the report, this bamk is in a most dan-
gerous condition with doubtful and worthless papor amounting to $50,242,26, with
no earning capaclty, and with a large volume of slow pnper. Thils conditlon 1s due
to several causes, The large amount of tonant paper carriszd zlong in the appeots
of the bank, which under the adverse conditions prevelling in thils section, has
resulted in the accumulation of a large volume of doubtful and worthless assets,
the limited volume of btuslness handled by the bank, and the presence of an exces-
slve extenslon of credlt to the partnership of Directors B The affalrs of the
bank were discussed wlth the local directors, and at the clope of the examination
the Examinor end Directors, G, M. B. and H went to a nearby town for a confersnce
wlth the stockholders who live there., This was done in order to obtain soms ag-
tion looking to the restoration of the bank'!s capltal. After scmewhat lengthy
discussion, Mr. I, represontative of the C interests, told the gentlemeon from here
to return and obtaln amounts needed as voluntary assessment, from the stockholders
here and they would do their share, Mr. I seemed dissatisfled with the condition
of the bank, especially with the poor earning capacity, and he did nct think very
favorably about goling on with the operation of the bank. Your Examinor questions
seriously the abllity of the parties here to ralse the money needed 1n reorgani-
zation of the bank, especially the B Bros, who own 136 shares of the stock, Even
if reorganized the future of the bank appears very llmlted as there are strong
banks in nearby towns which serve the same territory as thils bank, While the
bank 1s not inmolwvent, its condition is such that if inmediate relief is not
fortheoming in the way of new capltal, your Examiner questions 1te ability to
contime. Note: Bank has suspended operations,”

1.28-30 Exam. G: 0 2 1 152 12 &9 31 20
Recelvor: 132 113 0
1925 1926 1927 1928 1929 Total
BARNINGS:
Net Income (Gross Earnings less Expenses) Y Y 2 2 0 12
Recoveries 0 0 0 0 0 0
Losases Charged Off 12 3 2 9 1 21
Aggessments before Suspension 8 0 0 10 0 13
Bad Assets Purchased by Stockholders 0 0 0 0 0 0
0 0 0 0 0 0

Dividends
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Bank Orgenized: 1907 Population of Town: 2000 (1910 Census)

Bank Suspended: 1930 3000 (1920 Census)
3000 (1930 Census)

Principal Crops or Industry Served by Benk:
Cotton, lumber, and hogs.

Important Excerpts from Reports of Examination: {Amounte in thousands of dollars)

Surplus Borrow-  (Classifled Assets
Dgte c & Profits Loans Deposits ings Slow Doubtful Losses
2-12-20 Exam, H: 100 33 273 375 50 8 0 0
9-16-20 Exam, H: 100 43 427 357 30 10 0 0

2-25-21 Exam, B: "Humber of directors has been reduced from saven to five. 4 and
B having been dropped. #&hen definite action 1s taken by thes Board towards a cors
rection of matters criticised the bank'e condition will be greatly improved."
2.25-21 Exam. B: 100 £l 403 321 25 51 1 0

8-6-21 Exam, B: UBank closes at 4 o'clock on Saturdey afternoons and reopens at
5 to accomnodate out of town customers. Such transactions are carried over until
Monday aend are not included in the dayt!s business,"

§-6-21 Exam. B: 100 o 389 294 T | 13 1 0

3-25-22 Exam, Bt PManagement regarded falrly well.®
3-25-22 Exam. B: 100 53 405 292 63 27 1 0

12-7-.22 BExam, B: "It was clalmed that the excess loan to director ¢ was an over-
plght and said it would be reduced at once., The excess loan to D and E 1s now in
process of liquidation and I was told that the contemplated deal would probably be
closed the next day and the loan satisfactorily adjusted."

12-7-22 Exam. B: 100 53 361 283 0 6 2 0
5-28-23 Exom. B: 8Yo Remarks,®
5-28-23 Exam, B: 100 59 401 288 19 36 L 0

10-5-23 Exgm. B: "The death of Presldent F has occurred since my last examina-
tion: nowever, he 1s belleved to have left guite a valuable small estate, He is
sgld to have had asbout $860M 1life insurance, payeble largely to his wife. It was
stated, that Mra. F had questioned the 1llability of her deceased Imsband on some
of the paper and that she desired to meet with your examiner and was called into
the meeting by the Preslident and Cashier. Mrs. F 1s executrix of the F estate
and after your oxeminer had heard matters discussed by her and the officers of the
bank, 1t would not be surprising 1f she gave the bank some trouble. Enclosedhare-
with is ? directors! letter covering varioue criticisms, embodying promises to
correct,

10-5-23 Exam, B: 100 h0 376 260 18 18 6 0

3-24.24 Exam, B: "It appears that friction bas developed emong the directors,
soms of tasm it appears are desirous of meking a change gs regards the Cashler,

Digmzed%}%RaAtlecFl{l a cnange, in the opinion of your Examiner would very likely be beneficlal
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Canse 5 (Contimued)

Surplus Borrow- Clasgiflied Assote
Date Caps & Profits Loans Deposite ings Slow Doubtful Losses

for he appears to have grown careless in the handling of the bank's affalrs,
Nearly one-third of the bank's paper is overdue, and of this amount nearly $12M
1s stetutory bad., A letter was obtained from the Boerd at the time of my last
examination October 5, 1923, and in tiils letter certeln promlees were made (copy
is on file in your office}, but have not been fulfilled., It is suggested and
urged that the directors take a more active interest in the management, famlliapr-
izing thomsolves, Bs far as poseible with the bank's dotells,”

3-24-24 Exam, B: 100 53 313 333 7 102 6 g

§-20-24 Exam, C: "A large amount of paper is of indefinite value, information not
being in hands as to value of lands socuring roal estate loans, or as to the amount
of prior liens. Contingent losses are heavy, apparently running to 50% of Surplus
if present estimate 1s substantiated, I was rathor favorably impressod with Vice
Preasident G, who hns recently taken chargo. I am of the opinlon, after a discus-
glon with locnl directors H and G, that a change for the better, in managemont,

is under way. I cautioned sgoinst a contimiation of the one-mon managoment,."
8-20-24 Txom, O 100 53 371 291 38 TU4 T 5

8-12-25 Exam. D: "Slow paper runs umisually high being moro than 25% of total
loans, showing the neod of intensive work by efficers in chargo. YVice President
G who has recently boen put in chargo of ths bank seems to bo very capable, but
does not socm to have the propor appreclotion for the laws that govorn Nationnl
Banks, The mumber of excossive loans and unlawful real esteto loans bear out
this fact. Hie former banking oxperience has beon with Steate Bapks. It is be-
lieved that he wlll give the bank his entire time, He at this time spends most of
his timo buying cotton, and appa.rontlﬂ considors the bank a sido lssue,."

8-12-25 Exam, D: 100 29 12 339 U5 114 9 ol

12.12-25 Exom, A: "Wnile some of the dotall work of the bank might show improve-
ment, Vice Prosident G, with whom the examiner went over the notc cose, appears
efficient and soems to bo getting rosults in collecting and securing the bank's
paper, OConditiens in geomeral seom to be good. The condltion of the bank is
satisfactory."

12=12-25 Exam, A: 100 30 4oz Ypp 0 82 3 3

5-11-26 Exom, B: ."Vice President G is in complete charge, 18 a son-in-law of
President I and originally came from X wherc ho wns employed by the X Bank for
several years, He has only avorage ability but an exalted opinien of himself,
Too many loana are made to the X crowd and several of these loans are the ones
that were criticised at X and elsewhere, It is the opinion of your examiner that
the loans have not besn actually pald in several years, but switched from ome batk
to the other, It is to be noted that some of these notesm are called 'slow'! in
this report., Ground ie being broken for s new building, but it is your examiner'!s
opinion that the present gquarters are adequate for several years to come.” )
7-11-26 Exam, B: 100 29 428 397 0 104 0 0

10-15-26 Exam, F: "There has been very little reduction in slow paper since ths
last examination, and only smell reductions can be expected in slow loans to
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Surplus Boriow- Classified Aspets
Date. Cap,- & Profits Loans Dedosits _ ings Siow Doubtful :Losges

faymers on account of crop conditions, Farmers suffered heavy losses tarough dem-
age to crops by storm, gnd low price of cotton, Notrs of farmers are cariled over-
due until the crops are all ready for market when payments and remewals will be
mede. It will be nscessary to carry loans for a mumber of farmers, but most of
these are land owners and it is believed will work out. without serious loss to the
bank, Two excess loans were found at this time, The Y Company, a corporation in
which Directors J, C and Vice President G are interested, was formed to buy cotton,
They use the bank's room for their office and for storage of cotton samples. The
bank holds warehouse receipts for cotton to secure the overdraft which caused the
excess loan., This appears to be a case of the bank furnishing the capital to buy
cotton. The line to K and L was also caused by an overdraft. In this case, the
bank does mot hold eufficient cotton to secure the overdraft. Cashler M stated
that the cotton covered by warehouse receipts would be sold within s week, and the
overdrafts would be made good. Two real estate loans, listed as 1llegal, have
certificates attacned showing values ae listed. One loarn is listed as 1llegal
because of a prior liem. Cashler M agreed to check loans, and ledger accounts to
locate and correct errors shown in this report.?

10-15-26 Exam. F: 100 28 383 k20 0 103 0 0

h-12-27 Exam, F: "The bank still has a large amount of slow paper. Very little
reductlon coan be expccted until the fall of the year., Securlty has been taken
wherever possible, and all loans which appeared to be losses have been charged
off, The bank moved into a new bullding on or about Jemuary 1lst, It now has
suitable and convenient banking quarters. The o0ld building was small and addi-
tional filing vaults were badly needed., A committee of directors has been ap-
Polnted to sell the old building and furniture and fixtures. They claim to have
an offer of $6,000 for the old btuilding, and expect that it will be sold in near
future. Vice Presldent G asgreed to glve speclal attention to all matters of criti-
cism, and to loans liisted in overdue and slow gnd doubtful paper.”

5~12-27 Exam. F: 100 27 417 Loz 45 101 5 0

11-17-27 Exam, F: "Bank is believed to be well managed, Loans are closely fol-
lowed, and few losses are expected. Bank's rediscounts and borrowed money will be
cleanod up ln & short time when cotton begins to move, Farmers and merchants are
holding cotton, waiting for the market to steady. The bank has had several offers
of $5,000 for the old bank building, but the directors are holding for $6,000
which they clalm can be had in time,"

11-17-27 Exom, F: 100 22 ug1 4hz 63 102 2 0

>-18-78 Exam. F: "Overdus and slow and doubtful paper is closely followed by the
Directors and Offlcers. The total of overdue paper is large at this time, but a
number of notos are carried overdue in order to urge reduction. The bank carriss
0ld banking house on the books at $9,911.49 and old furniture and fixtures at
$1,500. Vice-President G states that the fixtures will be sold as soon as possi-
bloc in order to eliminate this item. The old bank bullding is located on the
same lot with the now bank bullding with a spaco of about twenty feet between the
two buildings. The bank hns been offered $5,000 for the building and lot, 4t a
recent meeting the Board of Directors voted to hold the bullding, if the Comp-
troller would permit them to do so, and to repair the bullding so that it -would
be suitable for a tenant. It is estimated that the repairs would cost about
Digitized for%AQQQ’ which would make a total investment of about $9,000 in tho o0ld building.
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Surplus Borrow- Classified Assets
Date Cap, & Frofite Loans Deposite ings Blow Doubtful losses

The total investment in 0ld and mew buildings would be about $38,000, The new
bullding givod tho bank suitadle quarters for years to come, and the only object
in holding the o0ld bullding would be to prevent erection of a bullding near the
new bullding and thereby darken the banking room. Your examiner has urged the
Directors to sell the property, and understands that President I 1s in favor of
selling it. Cashler G stated that he intonded to wrlte to your office, for an
opinion. It is recommended that the Directors be urged to dispose of the old
property and thoreby reduce the large total of reazl estate owned."

5-18-28 Exam. F: 100 27 455 451 61 76 4 1

10-12-28 Exam, F: "Ths bank is believed to be well managed. The large amount of
overduo paper at this time is due to late crops, and the fact that paper matures
in Scptember and Qctobor, and is not renewed until returns for crope have been
2ppliod to loans. Several of the lines carried overdue since last year, have been
o carried in order to reduce or come to some settlement at the end of this sea~
son. The condition of the loans and gemeral offairs many bo partly dus to the fact
that Vice Pregident G has some ocutside interests that talte up too mmch of his
time, He buys cotton, sells fertilizer and is also interssted in the mile busi-
nees with a partner. President I, who is president of the Z Nationsl Bank, Z, and
a successful business men of that place, 1s belleved to be desirous of having this
bank in first class condition. President I was notifled of the examiner's visit,
for the reason that he had requested to be advised so that he could dliscuss the
loans and affairs of the bank, but he could not arrange to be present, and & board
meeting could not be had at this time, However, your examiner expects to be in X
in the nsar future, &and will arrange a conference there with Presldent I, and poe-
sibly Director J, to discuss the affairs, The loans are 1n most cases amply se-
cured, and the bank 1s not believed in serious condition, but the slow lines, and
the old overdus loans, need attention and your examiner slso holds that every ef-
fort should be made to relieve the bank of other real estate owned, including the
old bank building and furniture and fixtures. Vice President G etated that the
directors bavo discussod these matters, and heve been glving conslideration to
forming & corporation among themselves to take the old building and other real
estato out of tho bank, so that they can hold 1t for better prices, It is hoped
that this mey bo done. The officers expressod the bolief that the loans and dis-
counts can bo reduced a sufficient amount to pey up the rediscounts and bills pey-
able within thirty days. It is requested that a lottor be sent to the bank, urg-
ing directors to dlspose of the 0ld banking house, and other reel costate, and the
collection of overduo and slow paper.”

10-12-28 Exam., F: 100 22 478 432 103 13 5 1

10-31-29 Exam, G: PA meeting of the Board of Directors was requested at the close
of the examination, Loans and matters subject to criticlsm, were dlscussed wlth
the directors present, Correction was promiscd on matters which can bs romediod.
Tho terrltory served by this bank had a very bad season and this has resulted in
tho accumilation of a large volums of slow paper, and quite a bit of doubtful and
worthlese paper. The dopressed conditlon of farming in this section prevents the
turning of real estate and low values of roasl estate have camsod soms of tho s~
timatod losscs. The nctive mansgement of tho bank has been left to Vice President
G in tho ponst and he has also beon in charge of tho Y Company and other interests
which have placed demands upon his time, He appoars capablo and realizes the
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Datgp Caps & Profite Igens Depogits ings Slow Doubtful losses

¢ondition of the bank, He is the son-in-law of President I, He had the reputa-
tion of drinking to excese at times, and N, a former director, resigned Trecause of
dlgsatisfaction over the way G maneged the affairs of the ¥ Compeny and the bank.
Mr. I told ths examiner the board of directors informed G that any further indul-
gonce in thip weakmess would result in his dismipeal and he has kept sober, at-
tended to business, and appears to be trying to do his work in the proper manner,
Mr. I has been very attentive to tho affairs of the bank and attends all the meet-
ings. He is prosident of the T Mational Bank, Z, a bank which is in excellent
condition and he appears most capable., He will look after the affaire of the bank
as mich as possible and it is thought the directors will give the bank's affalrs
close attention in the future., Managemont hopes to retire Borrowings or reduce to
small carryover, It was stated that bank has clemned up in theo past and effort
would be made to do this, It peems that somo carryover will be inevitable. The
territory served by thie bank is engaged in farming and lumbering. OCotton is the
principal money crop. Yield wae smaller than last vear and ie about 50% of normal
crops Some hogs are grown, The lumber holdings have been cut out to a consider-
able extent and it is ostimated the holdings of timber in this section will last
about two years longer. Deposits are off compared with previous yoars, While

the condition of the bank is sorious, the manpgement and the directors appear to
realige its conditlon and are trying to correct matters in every way possible,”

10-31-29 Exam, G: 100 20 436 368 95 138 15
Receiver: 312 290 113
1925 1926- 1927 1928 1926 Total
EARNINGS:
Not Income (Gross Barnings less Expenses) 15 11 12 12 50
Recoveries 2 1 0 0 3
Losses Charged Off g 7 5 4 25
Assessment before Suspension 0 0 0 0 0
Bad Assets Purchased by Stockholders 0] 0 0 0 0
Dividends g 6 6 7 27

(1) Unable to obtain data for Dec. 31, 1929, Figures reported for Junme 30, 1929
as follows:

Net Income (Gross Earnings less Expenses)
Recoverles

Losses Charged Off

Asgessmont before Suepension

Bad Assets Purchased by Stockholders
Dividends

SO OO W
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Case 6

Bank Organized: 1301 Population.of Towm: 11Q0 (1510 Coenaus)

Bank Suspended: 1924 1300 {1920 Ceasus)
2000 {1930 Census)

Principal Crops or Industry Served by Bank:
Cotton and corm.

Important Bxcerpts from Beports of Examination: (Amounts in thousands of dollars)

Surplus Borrow- Classified Assets
Date Cap. & Profits loens Deposits _ings = Slow Doubtful Lossgs
6-7-20 Exam, H: 100 103 479 356 87 13 1 1
11-26-20 Exam, H: 100 106 LY 332 143 10 10 2

4.7.21 Exam, B: "The managemsnt of this bank is left entirely with the Cashier
Mr, A. He 1e spparently an easy going sort of fellow, anxiocus to make money and
in hie eggerness to make money 1t appears that he loees slght of the principal to
a great extent and can see only the interest or discount recelved. A large amount
of the loane are to negro farmors. The negro as a rule ie poor pay and does not
try to accumlate money and get ahead, Three mgroes have borrowed from the bank
a total of $23,192,57 of which amount $3,000. is admitted as being doubtful. There
are many other notes of negroes but are for small amounts and in event of loeses
on this claes of paper tho aggregate will not sericusly impair the profits, I do
not look favorably upon the contents of the note case as & whole for the lines of
credlt extended are in my Judgment too large in view of the security furnieshed and
it will teke some time to work out. A great deal depende on the crops thig year
and the prices received in the fall, The bank has $1,610.69 surplus and undivided
profits and there 1s no immediste danger. The maln crop ie cotton which ie being
held up due to low prices offered for same, however there =eemsto be alight im-
provement in the market, and the antlcipated marketing of same within the next few
weeks will materially relieve the stralned situation,"

4-7.21 Exam, B: 100 107 467 278 126 300 9 L

5-18-21 Exam, B: "An examination of this bank was made in compliance with your
office letter of May 12, due to the expiration of their charter on Aug. 16, 1921,
When the following matters havé been corrected, I recomwend that their charter

be oxtended, The line to the X Co., of $115,866.35 is paid or very greatly re-
ducod. A seys that the entire line will bo paid by Aug, 1, 1921 and charter does
not expire until Aug. 16, 1921. The doubtful and loss paper is completely charged
off,"

5-18-21 Exem, B: 100 101 450 24y 151 74 3 2

4..11-22 Exam, B: "The large amount of slow paper is due to the lending of too
mch money to the farmers during the period of inflation. It appears that it
will take soveral years to liquidate paper in gomsral. It is to be noted that
many loans are made to negroes in large amount. Ths Southern negro is as a rule
very poor pay. Omne line in particular is that of B a negro tenant. This negro
owes the bank $5,349.37 and his landlord owes the bank $14,673,30., When Cashier
A was questioned regarding these motes, he stated that they were perfsctly good
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and that B wae helping his landlord pay off his mortgage on the farm, and I aaked
A ghat part of the farm the negro got when the mortgage was pald and he said
‘None.' The obove is related in order that you may better understand the situa-

tion &and see it as it 1g."*
4.11-22 Exam, B: 100 88 376 256 125 231 10 0

9.22.22 Exam. B: "It is to be noted from this report that a very unsatisfactory
condition exists, ¥From the manner in whick the accounts were kept, I became very
suspicious as to the gemuineness of the various transactions and accordingly pro-
ceoded very carefully., While I was experiencing considerable difficulty in bal-
ancing the notes, my assistant was having similar exporience with the bank's de-
tailg., Cashier A is to blame for the condition that exists, and also the Board,
to a certain extent. An earnest effort was made to impress upon the Board that
they hnd certaln duties to pcrform, wnich could not he delegated to someone else.
At a directors' meeting on Sept. 20th, the board voted to decrease surplus ac-
count $25,000 and credit undivided profits with a like amount., It 1s to be noted
that there is an cutstanding judgment of $70,000 against the bank with a 10%
penalty and intorest. This judgment was obtalned in the lower courts and sus-
tained by tho Suprems Court in connection with the bank's refusal to pay on de-
man to the exeéutor of the estate of C because of an indebtedness to the bank of
the X Co, a partnership composed of C et al and claiming an offset. The bank has
asked for a new hearing in tho case and the matter is now pending.!

9-22-22 Exam, B: 100 75 298 277 19 105 ol 0

3-8-23 Exam, B: "Federal Reserve Bank was pald by a new note on December 16, 1922
and has not been recalled. It was necessary to rediscount bille rscelvable to
extent of $46,950.00 in order to pay off the claim of $8U4,8U5,01 including in-
torest and penelty to the C estate, The shrinknge in deposite is due to the bank
having lost the lawsult against the C estate., Competition is keen between the
two banks and a very unfriendly feeling existe."

3.8.23 Exam. B: 100 60 266 246 L7 70 93 0

9-25-23 Exam, B: "There 1s unquestionably a large amount of slow and doubtful
asgets 1n the bank, reguiring most careful attention. Litigation on account of
the X Company contimies and 1t is about a fifty-fifty chance of winning in the
end. Because of the lltlgation the bank has met with unfavorable cutside comments
and no doubt has lost some business, All matters of criticism have been incor-
porated in ths report proper with a view to bringing the bank's condition squarely
before them. The cotton crop in this immediate vicinity has fallen short of ex-
pectations and thelr hope now 1e¢ in the present crop, which is reported above:the
averaga,.”

9-25-23 Exam. B: 100 56 249 202 69 125 g2 1

4 18-24 Exam, C: “There has been no improvement in the condition or managoment
sinco the last examination, No comstructive attention has been gilven to eliminete
the objectionable features reportsd in the examination on Septs 25th, 1923, A
major portion of the investments are highly unliquid as the X Co,, and the large
capital loans, these lines running from $5,000. and below up to $13,000,00, It
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is merely a walting proposition to detsrmine what the cutcome will be with refer-
ence to these investments, The bank is financing the Y Company in ths amount of
$28,896,82 in purchases in the form of acceptances or drefts, drawn on this con~
cern at face value, The Y Company is said to be a corporation capitalized at
$10,000.,00, the stock owned in equal parts by A, Cashier, G. A, son of cashier,
D, son-in-law of Cashier and E. The crops are not stored in an independent or
bonded warehouse, but in the mill of the gorporation and are therefore out of ths
possession of the bank and the advance would appear to be upon moral riek only,
and constituting an excessive line. I inspected the plantand found that there wes
on hand some crops in bags, and some in bulk, No way to determlne except epproxi-
mgtely, the value on hand. A depoeit of this concern was carried on the individn-
al ledger amounting to $8,236.57, representing, I was informsd, the proceeds of
the sale of a part of the originsl purchase of crope. There is no doubt that the
bank ig carrylng contingent losses in large amounts, in addition to the contin-
gent loss in the Y Co. There ie rather definite locs in the F paper. It would
appeoar to be extremsly hagardous to advance this porty additional funds., This
paper should be accepted as & loss and cleared off the books before the close of
the year. Tho business of the bank is running very light., One man could toke
caro of the clerical part of the work, Four men wore on ths pay roll on date of
oXxemination in addition to Cashler A, I understand, however, that one man was
temporarily employed."

4.18-24 Exam. C: 100 LT 218 215 70 109 98 0

9-25-24 Exam, (: "Note the decline in dsposits since ths last examination and
this in the face of the fact that cotton is moving freely and deposits should
(normally) be materially increased. The large amount of contingent losses, one
ltem of which is lknown by the general public to be in contest, and being delayed
in adjudication for so long a time, is evidently having ite adverse effect upon
the bank. This territory although adjoining one of the safest cotton producing
soctlone of this state, 1s unfortunately located for the profitable production
of cotton, the lands being more subject to the depredations of the boll wesvil
than those just south, and are therefore not attractive for investment purposes.
And it is of this property that the bank is so abundantly loadsd in 'Other Real
Estate! and in loans upon the land, with a mere equity in most of these lands.
Note the aggregate of slow peper, $104,437,63, and of Doubtful, $77,618.67 and
the amount of loss charged off $12,738.33. The bank benefits only to & limited
degree from the gemerally good crops in thie section, for except in & few in-
stances, as crop lmprovement over formor years is shared by those whose oblige~
tione are in the list of the slow and doubtful loans, especially to the extent
of 1lifting that paper ocut of the slow and doubtful colummn., Mr. & hag been in
bad health for several months. He has been in bed for possibly three weeks, I
vigitod his heme and went over the affairs at the bank,"

9.25-24 Bxem. C: 100 41 2yl - 195 102 104 78 13
Receiver: 145 114 87
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1939 1920 1921 1922 1923 Total

EARNINGS:
Kot Income (Gross Earnings less Expenses) 21 10 8 g(1) 3 34
Recoveries 0 0 0 0 0 0
Lossea Charged Off 1 6 13 17 3 Lo
Aggessmente before Suspension 0 0 0 0 0 0
Bad Assots Purchased by Stockholders 0 0 0 0 0 0
Dividends L 12 g8 4 0 28

(1) pericit.
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