STOCK EXCHANGE PRACTICES

THURSDAY, JANUARY 25, 1934

UNITED STATES SENATE,
SUBCOMMITTEE OF THE
CommITTEE ON BANKING AND CURRENCY,
Washington, D.C.

The subcommittee met at 10 a.m., pursuant to adjournament on
%esterday, in room no. 801 of the Senate Office Building, Senator

uncan U. Fletcher presiding.

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

Present also: Ferdinand Pecora, counsel to the committee; Julius
Silver and David Saperstein, associate counsel to the committee;
and Frank J. Meehan, chief statistician to the committee; Thomas
‘(. Long, attorney for witnesses summoned in connection with Detroit
Bankers Co.; Clifford B. Longley, attorney for John Ballantyne.

Senator Couzens (presiding). I desire to make an announcement.
‘Chairman Fletcher is in conference with the members of the House
Banking and Currency Committee this morning and requested me
‘to c§ll the meeting to order and go on with the hearings until he can
get here.

The dsubcomxm'ttee will now come to order. Mr. Pecora, you may

roceed.
]ler. Prcora. Mr. Chairman, I will ask Mr. Verhelle to take the
stand. But you may remain where you are, Mr. Ballantyne.

Mr. BarraNntyNe., All right.

TESTIMONY OF JOSEPH F. VERHELLE, GROSSE POINTE, MICH.—
Resumed

Mr. Pecora. Mr. Verhelle, at the conclusion of the hearing yester-
day afternoon you and Mr. Ballantyne were being questioned with
regard to the disposition that was made of the special cash dividend
one one and one-half million dollars that was declared by the First
National Bank in Detroit on December 23, 1931. Do you recall that,
Mr. Verhelle?

Mr. VerarL1E. Yes, sir.

Mr. Pecora. You undertook, when left the stand yesterday after-
noon, to acquaint yourself with the details of the disposition of that
fund. Have you done so?

Mr. VerueLre. I tried as well as I could, by a long-distance call.
And, incidentally, Mr. Pecora, I should like a little information as
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to who will cover the expense in regard to any action taken to secure
data upon which to answer such questions.

Mr. Pecora. Suppose you answer the question propounded to you,
and we will take up later the other matter. That has nothing to do
with this record.

Mr, VerueLze. Well, I was not able to obtain——

Senator Couzens (interposing). I did not quite get that request
made by the witness. Will you please repeat it?

Mr. Verurrie. I should like to know how far I can go in obtainin
information of that kind, because it is quite difficult to get it, an
there are, apparently, many factors involved, and in connection with
this particular question I did not quite get the information.

Mr. Pecora. Do 1 understand that it was necessary for you to
telephone to Detroit, and what else?

. VERHELLE. It was necessary for me to do that; yes.

Mr. Prcora. You may proceed with the information you have at
hand, and we will decide the other matter later.

- Mr. VeruzLLE. The only information I have at hand is that at one
time, toward the latter part of December, there was specifically a
total of 314 million dollars in the hands of the Detroit Bankers (%o.,
either in the form of certificates of deposit, or certificates of deposit
and other instruments, or other instruments; that those 314 million
dollars consisted of a 114-million-dollar dividend declared by the
First National Bank, a 2-million-dollar liquidating dividend de-
clared by the First Detroit Co.; that the First National Bank divi-
dend was paid prior to the payment of that First Detroit Co.
dividend, and that at the very end of the year both had been paid.
In other words, both were paid prior to January 1, 1932. Now,
that is——

~ Mr. Prcora (interposing). Well, the special dividend of 114 mil-
lion dollars was declared on December 22, 1931, and was paid the
following day, December 23. And what %ou call the special liquidat-
ing divigend of $2,000,000 paid by the First Detroit Co., was paid
on December 28, 1931. Incidentally, that special liquidating divi-
dend was not a special liquidating dividend of $2,000,000, as you
undoubtedly know, Mr, Verhelle.

Mr. Veraerre. No; I do not.

Mr. Pecora. It was the proceeds from a special dividend of
80,000 shares of the capital stock of the First Detroit Co.

Mr, VerueLLe. Well, that is what I meant.

Mr. Pecora. And 20,000 of which shares were a few days there-
after surrendered for cancelation, and that was how the $2,000,000
was paid to the Detroit Bankers Co. You know that, don’t you?

"Mr. VeruerLe. Yes; it reduced the invested capital from substan-
tiaﬁy $4,000,000 to $2,000,000.

r. PEcora. Well, will you please refer to this matter on the basis
of the facts and not as a special liquidating dividend of $2,000,000,
which you know it was not.

Mr. Veraerre. Well, I am not quite certain what it was, then.

Mr. Pecora. You were the comptrollér of the Detroit Bankers Co..
weren’t you?

Mr. VerHELLE. Yes, sir,
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Mr. Prcora. And as such it was your business to keep track of
these various things, wasn’t it? :

Mr. VERHELLE. Yes, sir. .

Mr. Pecora. And you are not certain about that so-called “ special
dividend ” declared by the Detroit Trust Co.?

Mr. Veraeuie. The Detroit Trust Co. did not declare any dividend.

Mr. Pecora. As to the 30,000 shares?

Mr. Veraerie. I am not certain of that. .

Mr. Pecora. What is there about it as to which you are uncertain?

Mr. ‘gERHELLE The Detroit Trust Co. déclared a $4,000,000 stock
dividend.

Mr. Pecora. And that dividend consisted of 80,000 shares of stock.

Mr. VErHELLE. Yes, sir.

Mr. Pecora. There was not a liquidating dividend of $2,000,000
declared in addition to that, was there?

Mr. Veraerie. The First Detroit Co. did declare such a dividend;

es, Sir.
y Mr. Pecora. How and when?

Mr. Veraerik. I believe on December 28. I am using that date
because it was within a few days of that.

Mr. Pecora. Well, wasn’t that on the occasion of the surrender
of 20,000 shares of the capital stock of the First Detroit Co. by the
Detroit Bankers Co.?

Mr. VeErHELLE. There were two transactions there, sir. The De-
troit Trust Co. declared a dividend consisting of the capital stock
of the First Detroit Co.

Mr. Pecora. Yes.

Mr. VermeLLE. That was no. 1. Thereupon the First Detroit Co.
stock was sét up on the books of the Detroit Bankers Co. and became
their property through the declaration of this dividend.

Mr. Prcora. It was set up on the books at what valuation?

Mr. Veraerre. I do not récall. I presume it was somewhere in
the neighborhood of $4,000,000. Then this company was going to
liquidate, and in order to proceed with that program they had to
raise a certain amount of cash and liquidate some of their assets,
and they turned over to the Detroit Bankers Co. the sum of $2,000,-
000, which resulted in a reduction of their invested capital again
from, roughly speaking, $4,000,000 down to approximately half of
that sum. )

Mr. Prcora. They turned over that $2,000,000 on the occasion of
the surrender of 20,000 shares of the capital stock of the First Detroit
Co. by the Detroit Bankers Co., didn’t they?

Mr. VeraeLLE. I presume so; yes.

Mr. Prcora. Now, it is that $2,000,000 that you have referred to
as a special liquidating dividend ¢

Mr. VerueLie. Yes, sir.

Mr. Pecora. That put the Detroit Bankers Co., in the month of
December 1931, in possession of $3,500,000%

Mr. VerueLLE. Yes, sir.

Mr. Prcora. That it got in the form of these dividends we have
discussed. Now, what did the Detroit Bankers Co. do after that?

Mr. Veruenie. They used $750,000 of that money in connection
with the First National Bank of Pontiac. That left $2,750.000, which
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was used entirely in the liquidation of the indebtedness of the First
National Co.

Mr. Prcora. And the remaining $2,750,000 was used for what pur-
pose by the Detroit Bankers Co.g

Mr. Vermerre. In the liquidation of this indebtedness that we
discussed at great length here on yesterday. This $2,750,000 was——

Mr. Pecora (interposing). You referred to that as a liquidation
of the indebtedness of the First National Co.

Mr. VerbeLLE. Yes, sir.

Mr. Prcora. How did the Detroit Bankers Co. use it for that

urpose? What did the Detroit Bankers Co. actually do with that
$ 750,000

Mr. VerEeLLE, Do you mean the actual procedure?

Mr, Pecora. Yes.

Mr. VeraerLre. They took $2,000,000 of this money, my recollec-
tion is, and applied it on a note at the Guaranty Trust Co., was it?

Mr. Prcora. You mean the Chase National Bank, don’t you?

Mr. VerueLLE. I presume I do, then.

Mr. Pecora. It took $2,000,000 of that $2,750,000 and turned it over
to the Chase National Bank in reduction of a loan which the Chase
National Bank had theretofore made, not to the First National Co.,
but to the Detroit Bankers Co.

c Mr. Vergerre. Who in turn had made a loan to the First National

0.

Mr. Pecora. But that $2,000,000 was used to liquidate to that
amount a loan which the Detroit Bankers Co. had obtained from
the Chase National Bank,

Mr. Vermerre. That is correct.

Mr. Pecora. All right. Now, what was done with the other
$750,000%

Mr, VeraerLe, Well, it was used in a similar way. But as to dates
and amounts and the banks, I do not know as to which they were
or what the dates were. But it was used in identically the same way
as the $2,000,000.

Mr, Pecora. That is, it was used to reduce an existing indebted-
ness of the Detroit Bankers Co., wasn’t it?

Mr. VeraeLie.: Yes; and it. was action taken to offset indebtedness
created by the First National Co.

Mr. Prcora. And that is what you mean by saying this money was
used to liquidate the indebtedness of the First National Co.?

Mr. VerHELLE, Yes, sir.

Mr. Pecora. The fact is that it was used to reduce an indebted-
ness of the Detroit Bankers Co. directly, wasn’t it?

Mr. VerurLie. And also to reduce an indebtedness of the First
National Co. _

Mr. Pecora. You say it was used in that way. How was the in-
debtedness of the First National Co. reduced thereby ?

Mr. VeruErie. Because the First National Co. had originally
made this indebtedness. The Detroit Bankers Co. had assumed it
in order to reduce the interest rate, and so forth, so that it was in
reality the First National Co.’s debt that was originally involved.
And the First National Co. still had indebtedness on its books,
which, incidentally, was also reduced at the same time that this in-
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debtedness was reduced. There was another resolution passed re-
ducing the indebtedness of the First National Co. to the Detroit
Bankers Co. at that time.

Mr. Precora. Mr. Verhelle, are you familiar with the substance of
a resolution adopted by the board of directors of the Detroit Bankers
Co. at a meeting of that board held on December 18, 1931, referring
to the indebtedness of the Detroit Bankers Co. of $4,000,000 in favor
of the Chase National Bank of New York?

Mr. VererrLi. No, sir.

Mr. Prcora. Well, let me read it to you.

Mr. VERHELLE, Well, I would then probably recall it.

Mr. Prcora. Let me read the resolution as it appears from a photo-
static copy which I have of the minutes of that meeting of the board
of directors:

Loan authorized: In order to supply funds for the purpose of liquidating an
obligation of the company—

And that means the Detroit Bankers Co.

in. the amount of $4,000,000 maturing at the Chase National Bank of New
York on December 29, 1931, the two following resolutions were presented and
unanimously adopted:

1. Resolved, That the president and treasurer of this company be, and they
are hereby, authorized to borrow in behalf of this company the sum of
$2,000,000 from the Continental Illinois Bank & Trust Co., for such peried and
at such rate of interest and upon such terms and conditions as may be agreed
upon between the said bank and the above-named officers of this company;
and be it further

Resolved, That said officers of this company be, and they are hereby, author-
ized and directed in order to evidence the amount of such loan, and the terms
and conditions thereof, to make, execute, and deliver in behalf of this ccmpany
and in its corporate name the promissory note or notes of this company;

2. Whereas this corporation is the owner of all the outstanding stock of the
First Detroit Co., with the exception of certain shares issued to directors in
order to qualify them, and it is considered advisable and for the best interests
of this company that a partial liguidation of the affairs of the First Detroit Co.
be accomplished.

Now, therefore, it is resolved as follows:

1. That the board of directors of the First Detroit’ Co. be requested to
declare and distribute a liquidating dividend to stockholders of the company
in the amount of $2,000,000, either in cash or securities as may be found
desirable at the time of declaration of such dividend; and

2. That the president of this corporation be and he is authorized and directed
in behalf of the corporation to execute and deliver to the First Detroit Co.
the formal consent of this company as a stockholder to the declaration and
distribution of such dividend, in accordance with the provisions of section 28
of act 827 of the Public Acts of Michigan for 1931; and

8. That upon the payment of such liquidating dividend the capital stock of
the First Detroit Co. now held by this company, of the value of $2,000,006, be
delivered us for cancelation to the First Detroit Co., and the president of this
corporation be and he is given full power and authority to make such delivery
and to take any and all further proceedings in connection with the foregoing
as may appear necessary or advisable to him.

Now, does the reading of those two resolutions refresh your recol-
lection concerning the process by which the Detroit Bankers Co. paid
this indebtedness of $4,000,000 to the Chase National Bank?

Mr, VeraeLLE, Well, sir, that is absolutely the way I have indi-
cated it, that is, that a $2,000,000 liquidating dividend was received
from the First Detroit Co. as indicated in that resolution, and
apparently was applied to the First National Bank; and additional
borrowings of $2,000,000 were obtained from other institutions, and
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the total result was $4,000,000, which was then. applied to the Chase
National Bank loan, resulting in a reduction in t%at indebtedness to
$2,000,000.

Mr. Prcora. And resulting in the wiping out of the indebtedness
of $4,000,000 owed by the Detroit Bankers Co, to the Chase National
Bank, wasn’t it?

Mr. VerueLLE. Yes, sir.

Mr. Prcora. In other words, the $2,000,000 which the Detroit
Bankers Co. paid to the Chase National Bank was the $2,000,000
that it obtained upon the surrender for cancelation of 20,000 shares
of the capital stock of the First Detroit Co.?

Mr. VeraeLre. That was a part of the $3,500,000 which the Detroit
Bankers Co. had.

Mr. Pecora. But that was the $2,000,000 it got in connection with
that particular transaction, wasn’t 1t ?

Mr, Verarrrze. I don’t know that, sir.

Mr. Prcora. Doesn’t this resolution make that clear to you?

Mr. Veruaerce. No, sir.

Mr. Prcora. Doesn’t this resolution inform you very specifically
and definitely that that $2,000,000 obtained by the Detroit Bankers
Co. upon the surrnder of those shares of the capital stock of the First
Detroit Co. was to be turned -over to the Chase National Bank ?

Mr. VermrLre. I would have to read that very carefully. May
I borrow it from you for a second ¢

Mr. Prcora. Yes; and you may read it as carefully as you want
to, Mr, Verhelle. I now hand it over to you.

Mr, Vermerre. That was what I have been trying to figure out
for quite a while. [Witness looks over the photostatic copy of
minutes for a time, and then hands.the same back to Mr. Pecora.]
Yes; that does refresh my memory.

Mr. Pecora. To what extent?

Mr. Vermrrre. To the extent that that $2,000,000 was, according
to that resolution, obtained for the purpose of lquidating a part
of the $4,000,000 indebtedness to the Chase National Bank.

Mr. Pecora. Which was owed by the Detroit Bankers Co.?

Mr. VereeLLE. At that time; yes, sir.

Senator Couzexs. So, in fact, this 114-million-dollar dividend
that you got from the First National Bank in Detroit was not used
for the purpose stated on yesterday ?

Mr. Vermerre. Oh, no, sir; it was not.

Mr. Prcora. Why, Senator Couzens, the $2,000,000 the witness
spoke of in his last answer was the $2,000,000 which was obtained
through the surrender of 20,000 shares of the capital stock of the
First Detroit Co.

Senator Couzens. I understand that, but I understood on yester-
day that this 114-million-dollar dividend from the First National
Bank in Detroit was used for that purpose in part. But it may be
I misunderstood the answer, and you may go ahead for I think it is
unimportant.

Mr. Vermerie. It may not be important, but——

Mr. Prcora (interposing). Senator Couzens, we have definitely
allocated $2,000,000 which the Detroit Bankers Co. %ot in the form
of this special dividend. Isn’t that so, Mr. Verhelle?
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Mr. VerazLLe, Yes, sir,

Mr. Pkcora. And that $2,000,000 was used to pay back a part of
the loan that it owed to the Chase National Bank?

Mr. VereELLE. Yes, sir. .

Mr. Proora. That brings us down to the special cash dividend of
114 million dollars which the Detroit Bankers Co. obtained from the
First National Bank in Detroit on December 23, 1931. Now, Mr.
Verhelle, what was done with that 114 million dollars?

Mr. Vermenie, There was $750,000 used——

Senator Couzens (interposing). No; prior to the use of the $750,-
fOOQO for the First National Bank of Pontiac, what was done with
it?

Mr. VeruerLe. Certificates of deposit——

Mr. Pecora (interposing). How many?

Mr. Verarrre. Two.

Mr. Pecora. And for what amounts, respectively?

Mr. Vermerre. One was for $1,000,000, and the other was for
'$500,000. I believe the $1,000,000 was the Detroit Trust Co. and the
$500,000 was the First National Bank—certificates of deposit were
taken out.

Mr, Prcora. Yes.

Mr. VeraerLe. And the money was left on deposit there:

Senator Couzens. Was that augmenting the deposits of the two
institutions?

Mr. VerHELLE. Yes, sir.

Mr. Pecora. Now, that means that—-

Mr. VeraeLie. No, sir; not necessarily. Well, let me see. [Wit-
ness appears to be considering the matter for about a minute.] Par-
don me, but I would like to think that question over. [After another
pause.] Yes; it did.

Senator Couzexns. Well, even a layman understands that.

Mr. Vermerie. All right.

Mr. Pecora. Those two certificates of deposit were purchased on
December 24, 1931, were they not ?

Mr. Veruprie. Well, let me see——

Mr. Pecora (interposing). That was.the day after the 114-million-
dollar cash dividend was received by the Detroit Bankers Co. from
the First National Bank in Detroit.

Mr. Vermerre. I would presume it was within a day of that time,
anywa{).

Mr., Pecora. Now, do you know what use was made of those funds
by the Detroit Bankers Co., after the purchase of those two certifi-
cates of deposit?

Mr. Verazrre. I cannot specifically allocate it, except as to
$750,000 of that, but its use was for the same identical purpose as
the $2,000,000. The other $7 50,000 went to the bank at Pontiac.

Mr. Precora. How could the use of the first $750,000 thereof have
been devoted to the same purpose as the $2,000,000 that you have
already spoken about, when that $2,000,000 which was paid to the
‘Chase National Bank, plus a further sum of $2,000,000 that the
Detroit Bankers Co. that same month borrowed from the Continen-
tal Illinois Trust Co. and turned over to the Chase National Bank,
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went to liquidate entirely the indebtedness of the Detroit Bankers
Co. to the Chase National Bank? ]

Mr. VeraELLE. Well, there were other banks to which the Detroit
Bankers Co. was indei)ted, and it was for the same indebtedness
rather than for the indebtedness that had already been liquidated,
of course, or I mean for the same type of indebtedness, or indebted-
ness-of the same character.

Mr. Pecora. Oh, the same type of indebtedness is one thing, and.
the same indebtedness means quite another thing, doesn’t it%

Mr. Vermerre. Well, of course, we wouldn’t pay twice on the
same indebtedness.

Mr. Pecora. I should say not. Well, you say it was paid for the
same indebtedness, when that indebtedness had been completely
liquidated through the payment of $4,000,000 out of funds obtained
in the manner I have indicated, by the Detroit Bankers Co. to the
Chase National Bank. Now, you said that $750,000 of this $1,500-
000 special cash dividend was used to pay off the same type of in-
debtedness. Whose indebtedness do you refer to that was paid off’
with that $750,000, and when was it paid off ¢

Mr. VerueLLE. I am referring to the indebtedness created by the:
First National Co. and assumed by the Detroit Bankers Co. for the-
purpose of reducing the interest rate, and so forth, and which was at
that time held by—well, there was the $2,000,000 we have just seen
held by the Continental Bank, and I don’t know which bank received
the benefit—or banks it might have been—received the benefits of’
that $750,000.

Mr. Pecora. Now, on December 23, 1931, the First National Co..
owed the First National Bank in Detroit the sum of $1,564,000.
Do you recall that?

Mr. VermEeLLE. Not exactly that amount, but approximately that,.

es.
Y Mr. Pecora. Well, it was approximately that?

Mr, VeruerLie. Yes, sir.

Mr. Prcora. That is, it was approximately $1,500,000 ?

Mr. VeraeLie. Yes, sir.

Mr. Pecora. Now, that was about 1 week before the First National
Bank in Detroit merged with the Peoples Wayne County Bank
under the name of First Wayne National Bank, wasn’t it ?

Mr. VersELLE. Yes, sir.

Mr, Pecora. Do you recall, Mr. Verhelle, that it was in contem-
plation of that merger, which became effective on December 31, 1931,
that it was desired by the First National Bank and the Peoples
Wayne County Bank, that the First National Co. should liquidate
its indebtedness of approximately one and a half million. dollars
which it owed to the First National Bank? Do you recall that?

Mr. Verexrie (after a. pause). Not that specific indebtedness, sir.

Mr. Pecora. Well, what indebtedness? Let me read to you for
the purpose of possibly refreshing your recollection, the followin
resolution adopted by the board of directors of the First Nationa
Bank in Detroit, at a meeting which it held on December 22, 1931.
I will read not only—well, I will read just the resolution in ques-
tion, as it appears in the minute book of the meeting of the board
of that date, a photostatic copy of which I have before me:
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Whereas the net assets to be contributed by this bank on the consolidation
thereof with the Peoples Wayne County Bank were fixed at $12,654,968.61, by
first setting up a reserve of $1,600,000 out of the total net assets of this bank,
to assist in the liquidation of the First National Bank in Detroit, Inc., which is
afliliated with and largely indebted to this bank:

Resolwed, That to carry out the purpose of said reserve and making said
$1,500,000, or substantially all thereof, available for liquidation of the indebted-
ness of said First National Bank, there iy hereby declared payable to all
-shareholders of record of this bank at the close of business on the date hereof,
sald shareholders being also beneficial owners in the same proportion of all
‘the capital stock of said First National Co., a dividend in the sum of $1,600,000,
provided said shareholders, or substantially all thereof, agree in advance, or
in receipting for said dividend, to apply same, or substantially all thereof, in
liquidation of the indebtedness of said First National Co., other than indebted-
ness thereof to any shareholder or beneficial owner of shares thereof.

Mr. VerurLLE. I recall that; yes. .

Mr. Pecora. Does not this resolution inform you that the purpose
of declaring this special cash dividend of a million and a half was
to enable the First National Co. to liquidate an indebtedness which
it then owed of approximately that sum to the First National Bank
in Detroit?

Mr. Veraerie. I do not know just what the purpose of that reso-
lution was.

Mr. Pecora. Was the purpose of that resolution other than that
set forth in the terms of the resolution itself?

Mr. Veruaerre. Other than would be indicated by the construction
that has been placed on it here——

Mr, Pecora. I have not placed any construction upon it; I have
merely read the terms of the resolution to you.

Mr. VermerLe, With the construction that the money should be
used to be applied to this sum of approximately a million and a half
dollars’ indebtedness to the First National Bank.

Mr. Prcora. Is that construction a strained construction of this
resolution ?

Mr. Vergzrre. It is not the purpose——

Mr. Prcora. Is it a strained construction of the language of this
resolution ¢

Mr. VeruELLE., Possibly not.

Mr. Prcora. Possibly not. Well, then, if that construction is a
fair and reasonable construction of the language of this resolution,
do I understand you to mean that this resolution was adopted to
effectuate a purpose other than that set forth by the resolution itself?

Mr. Vermerie. There were other purposes to be served by that
resolution.

Mr. Precora. What were those other purposes?

Mr. Vermerre. I can explain those other purposes, I believe.
However, it is quite a legal question, and if I use the wrong terms
I hope I may be pardoned. At that particular time there was out-
standing stock of the First National Bank in the hands of others
than the Detroit Bankers Co., a purely nominal number of shares.
I do not recall how many or how few. The entire purpose of declar-
ing this dividend, the underlying motive, was definitely to reduce
the burden of indebtedness that had come to the Detroit Bankers
Co. through the First National Co., and in order to do that and in
order to permit this consolidation to go through——
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Mr. Pecora. You mean, the consolidation with the Peoples Wayne
County Bank ¢

Mr. Veraerre. And the First National Bank—we were advised
by counsel—-

Senator Couzens, What counsel ¢

Mr. Verrerre. Monahan, Crowley & Riley and Stevenson, Eamon,
Butzel & Long—to declare this dividend in, I think, what they call
a restricted manner, so as to be sure that all of the proceeds went
toward this obligation which at that time had been incurred
through the actions of this $7,000,000 proposition that was discussed
here yesterday, and so none of it would be diffused in other channels.

Mr. Prcora. Mr. Verhelle, do you know who drew up the resolu-
tion that I have read to you?

Mr. VermerLr, I believe Mr. Long and Mr. Monahan did.

Mr. Pecora. Mr. Long is in the room at the present time, is he not ¢

Mr, VERHELLE. Yes.

Mr. Pecora. Mr. Long, will you be good enough to come forward
and be sworn? '

TESTIMONY OF THOMAS G. LONG, OF DETROIT, MICH.

Senator Couzens. Mr. Long, you do solemnly swear that your
testimony in this hearing will be the truth, the whole truth, and
nothing but the truth, so help you God?

Mr. Lowe. I do.

Mr. Pecora. Give your full name and business or profession to
the reporter for the record.

Mr. Loxne. Thomas G. Long; 1436 Chicago Boulevard, Detroit;
lawyer.

r. PeCcora. Are you a member of any law firm having an office
in thé city of Detroit, Mich.?

Mr. Loxe. I am.

Mr. Pecora. What is the name of that firm?

Mr. Lone. Stevenson, Butzel, Eaman & Long.

Mr. Prcora. How long have you been a member of that firm$

Mr. Lone. Since it was organized.

Mr. Pecora. Was that firm counsel to the First National Bank in
Detroit at any time in the past?

Mr. Lone. They were.

Mr. Prcora. V\yere you counsel for that bank in the year 1931,
and particularly during the month of December of that year?

Mr. Lone. We were.

Mr. Prdora. Did you hear the testimony given at the session this
morning by the preceding witness, Mr. Verhelle?

Mr. Long. The testimony that he has just given; yes.

Mr. Pecora. Did you hear his testimony particularly in connec-
tion with a resolution that appears to have been adopted by the
board of directors of the First National Bank in Detroit at the
meeting of said board held on December 22, 1981, which resolution
was read to Mr. Verhelle by me?

Mr. Lowne. Yes, sir.

Mr. Pecora. Are you familiar with the facts and circumstances
regarding the drawing up, presentation and adoption of that reso-
lution by the board of directors of the bank at this meeting?
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Mr. Loxeg. T am.

Mr. Pecora. Will you tell the committee what you know about
those facts and circumstances ?

Mr. Lone. I drew the resolution. Mr. Peter Monaghan and my-
self worked on the matter of consolidation of the Peoples Wayne
County Bank and the First National Bank. We worked the greater
part of the month of December and some of the month of November,
and in the course of it this resolution was drafted. I cannot tell
what date it was drafted. It was drafted in advance of the meeting
at which it was adopted.

Mr. Prcora. What purpose was sought to be effected by the adop
tion of this resolution ¢

Mr. Loxg. Mr. Verhelle has mentioned a purpose. I cannot recall
at this time everything that we then had before us, whether there
was any requirement in connection with the consolidation that a
resolution of that kind should be adopted. I do have an indistinct
recollection of reading over the resolution and talking it over with
either Mr. Leyburn or Mr. Hopkins, but just what the conversation
was or why I talked to them, I do not know. They were working
right there a good part of the time. At that time there were stock-
holders of the First National Bank that had declined to come into
the Detroit Bankers Co.

Mr. Pecora. That is, declined to exchange their shares of the
bank’s stock for the shares of the Detroit Bankers Co. stock?

Mr. Lone. Yes; and at various times they had threatened to do
this, that, or the other thing which would cause trouble and thereby
force somebody to pay them a lot of money for their shares. We
anticipated such trouble being injected into the consolidation of these.
two banks, and we were extra careful in drafting all our papers to
prevent those people from getting any kind of a technical point
that they could find; and in order to avoid a’%{ kind of sharpshoot-
ing we had that language in the resolution. is I do not know, as
I say—I do not recall that I ever saw any statement in writing
directly, myself, at any discussion with Mr. Leyburn or Mr. Hopkins
or any other representatives of the Comptroller’s Office as to what
were the essential terms of that consolidation. So I do not know
that there was involved in this resolution anything of that sort.

Mr. Pecora. Mr. Long, you have stated that you went over this
resolution ¢

Mr. Lone. Yes, sir.

Mr. Pecora. You drafted it?

Mr. Lowe. I did.

Mr. Pecora. Did you attend the meeting of the board of directors
at which it was adopted ¢

Mr. Lowe. I did.

Mr. PEecora. I presume that you drafted it after you had some
conferences with officers and directors of the bank and discussed
with them the situation that it was designed to meet by the adoption
of this resolution. Is that a fair assumption?

Mr, Long. The officers and directors of the bank? I do not think
it ‘could have been with any other than Mr. Ballantyne.

Mr. Pecora. As a result of the conferences you had with him or
with any other officer or director whont you might have had any such
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conferences with, what did you learn or what were you informed
was the situation existing at that time to meet which you drafted
this resolution for adoption by the board of directors?

Mr. Long. Now you are asking me what I said before, that I do
not have any distinct recollection about it. I was told that in the
bringing about of this consolidation there was to be this million and
a half dollar dividend; but I say, I do not recall any discussion of
the whys or wherefores of it.

Mr, Prcora. Perhaps if you had the text of the resolution before
you it might serve to refresh your recollection as to the situation
then existing which you intended to have cured or met by means
of the adoption of this resolution. So I will let you examine it.

Mr. Lone. I will read it, but it could not refresh my recollection,
because I do not think I ever did know the situation.

Mr. Prcora. How could you draw a resolution designed to meet a
gituation without knowing what the situation was, Mr. Long? In
other words, how could you as a doctor prescribe for a patient with-
out knowing what the nature of the illness was? You would not
undertake to do that, would you?

Mr. Long. No; I am not a doctor.

Mr. Pecora. And you would not undertake to suggest a legal
remlf;ly for a situation the factors of which you were not familiar
wit

Mr. Lona. That question was not before me.

Mr. Pecora. You were asked to write a resolution, were you not?

Mr. Lone. That is right.

Mr. Prcora. Which was to be introduced at a meeting of the board
of directors of the bank for the purpose of adoption?

Mr. Lowna. That is right.

Mr. Pecora. In order to write such a resolution intelligently you
would have to know, I presume, what situation the resolution was
intended to meet; is not that fair?

Mr. Lowng. I would not necessarily have to know, and I do not
recall that I did.

Mr. Pecora. You mean to say you would undertake as ‘a lawyer
to draw a resolution for adoption by the board of directors of the
bank of which your firm was counsel, without knowing what the
situation was that the resolution was designed to meet?

Mr. Long. In every detail; yes.

Mr. Proora. You would undertake to draw up such a resolution
without knowing anything at all about the situation that the reso-
lution was designed to meet?

Mr. Lona. Oi, no; I knew that the million and a half dollar divi-
dend had to be declared in the course of the consolidation. Why and
wherefore I did not know.

Mr. Proora. You did not know?

Mr. Lona. I have no recollection of knowing.

Mr. Pecora. Did you know by whom it was to be paid?

Mr. Long. By the First National Bank.

Mr. Pecora. And to whom it was to be paid %

. i{lr. Lona. It was a dividend that had to be paid to the stock-
older.

Mr. Prcora. And that stockholder was the Detroit Bankers Co.?

Mr. Lo~na. Not entirely.
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Mr. Pecora. It was, with the exception of a few shares, the sole
stockholder ¢

Mr. Long. Yes.

Mr. Pecora. Could you tell us the number of shares then outstand-
ing of the First National Bank in Detroit which were not owned by
the Detroit Bankers Co., outside of the directors’ qualifying shares?

Mr. Long. Noj; but it was very, very few.

Mr. Pecora. As many as a hundred shares?

Mr. Lone. Oh, no; I don’t think it was a hundred shares.

Mr. Prcora. So that it was virtually regarded that the sole stock-
holder of the bank was the Detroit Bankers Co., with the exception
g}f a fegw shares held by others that aggregated less than. a hundred

ares?

Mr. Lone. It was not dollars and cents that was bothering us.

Mr. Proora. What is that?

Mr. Lone. It was not dollars and cents that was bothering us
there, as to what they might get, but it was the possibility of
technical sharpshooting.

-Mr, Pecora. This resolution was not drawn for the Eur}ﬂose of
warding off an attack by these so-called “sharpshooters” who held
in the a,ggregla,{le less than a hundred shares of stock of the bank?

Mr. Long. That was distinctly one of the things in mind and the
occasion for the very particular language in it.

Mr. Pecora. How did this resolution operate to protect the bank
against those sharpshooters?

Mr. Lone. Because it is not absolutely an unqualified declaration
of dividend.

Mr. Pecora. In what respect is the declaration of dividend quali-
fied by the terms of the resolution?

Mr.: Loxe. Those who were to receive it had to agree, before it
became effective, that they would germit its application in a certain
way to the indebtedness mentioned.

Mr. Pecora. What was that certain way?

Mr. Lona. To apply the same or substantially all thereof in liqui-
dation of indebtedness of said First National Company other than in-
d}fbted;less‘ thereof to any shareholder or beneficial holder of shares
thereof.

Mr. Pecora. What shareholders were excluded by that clause, the
last clause you read? .

Mr. Long. All the shares. )

Mr. Prcora. That included the Detroit Bankers Co.?

Mr. Lona. Right.

Mr. Prcora. a matter of fact; Mr. Long, do you recall that the
total number of shares of the capital stock of the First National
Bank in Detroit, other than directors’ guah'fying shares, not owned
at ths;t time by the Detroit Bankers Co.,. consisted of exactly one
share

Mr. Lowne. If ;you say that is correct. There was a time when
it was one. I don’t know whether at that time it was one. Mr.
Monaghan handled the matter of the outstanding stock meore than I
did. 1 knew it was one at the time the bank closed, but whether I
knew at that time it was one, I don’t knew. If you say it was one,
I knew it at that time.
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Mr. Pecora. I am asking you if you recall that it was one.

Mr. Lona. No; I have no recollection on that subject.

Mr. Pecora. You have a recollection that at one time or other
:]ﬁQ o;ﬂy other stockholder was some individual that owmed omne

are

Mr. Lowe. I do.

Mr. Pecora. And he was the sharpshooter that you had in mind,
the owner of that one share? :

Mr. Long. If that is the only one, he was the only sharpshooter.

Mr. Pecora. And this resolution was intended to protect the bank
against the attack of that sharpshooter?

Mr. Loxe. Yes. ,

Mr, Pecora. And that attack was warded off, you felt, by the terms
of this resolution, because under this resolution there was not an un-
qualified or unequivocal declaration of a special cash dividend?

Mr. Long. That is right.

Mr. Pecora. It was a declaration coupled with or based upon a
certain condition or limitation, and that limitation or condition in-
volved only the use that was to be made of that special cash divi-
dend by the Detroit Bankers Co. which received it ?

Mr. Lone. Right.

Mr. Prcora. That limitation extended to what factor?

Mr. Lone. To what factor?

Mr. QPEconA. What factor or situation was covered by that limi-
tation? :

Mr. Lowa. It was worked by exclusion. It was not to be applied
to any indebtedness to any shareholder or holders of beneficial in-
terest in shares.

Mr. Pecora. Then under the terms of this special resolution no
part of this special cash dividend was to be used to discharge any
indebtedness owed by the First National Co. to the Detroit Bankers
Co.; is not that so?

Mr. Long. Just let me read this again. [After again reading the
resolution referred to:] That is the way it reads.

Mr, Pecora. So that when Mr. Verhelle testified, as he did this
morning, that a dpart of this $1,500,000 special cash dividend was
used and intended to be used—although the intention, he said, might
not have been expressed in the resolution—to reduce or liqui&ate an
indebtedness owed by the First National Co. which had been as-
sumed, as he put it, by the Detroit Bankers Co., he was entirely mis-
taken, was he not?¢

Mr. Lone. Oh, I would not say that; I would not say that.

Mr. Prcora. Was this resolution drawn to effectuate a purpose
other than that stated in the resolution itself?

Mr. Lone. The way you ask that question, yes.

Mr. Prcora. Was it drawn for a purpose other than that set forth
in the resolution itself ¢

Mr. LoNa. Yes; but whether or not exclusively——

Mr. Pecora. Why was the resolution drawn by you as an attorney
for the bank to effectuate a purpose other than the purpose set-forth
in the resolution that you drew up?

Mr. LonNg. We had to deal, or thought we had to deal, with this
outstanding stockholder situation, because he was threatening to do
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this; so that purpose had to be in mind. So, when you say “a pur-
pose ”, that is a purpose that was in mind.

Mr. Pecora. How did the purpose set forth in the resolution give
any protection to the First National Bank in Detroit or to the De-
troit Bankers Co. as the recipient of the cash dividend provided for
%111 lghe ?resolution againts any attack by this sharp-shooting stock-

older

M. Lone. We were not trying to give the Detroit Bankers Co. any
protection; and the resolution was conditioned upon this being
applied in that way.

Mr. Pecora. In what way?

Mr. Loxne. As it says at the end and as we have agreed it says—
“ other than indebtedness of the First National Co. to any share-
holder or beneficial holder of shares thereof.”

Mr. Pecora, In other words, the resolution was carefully drawn
to provide for the liquidation of an indebtedness of the First Na-
tional Co. at that time, other than any indebtedness that it owed
to the Detroit Bankers Co. as a stockholder or shareholder of the
First National Co.?

Mr. Long. Surely; that is what it says.

Mr. Pecora. Is that what was done?

Mr. Lone. Afterwards.

Mr. Pecora. Was this cash dividend used in conformity with the
purpose set forth in the resolution itself %

r. Loxg. The only knowledge I have of that is that, when some-
one asked me within the last 2 or 8 weeks as to how it was divided,
and I said I didn’t know, and I have asked others since then and
gotten substantially the information that Mr. Verhelle has given
this morning; and that is all I know about it.

Mr. Prcora. Mr. Verhelle has gone further than that and has said
that this resolution was specifically drawn in that form and it was
done for a purpose other than that set forth in the resolution itself.
(':‘lan irou confirm his testimony to that extent of your own knowl-
edge

. LoNg. Your question only asks half of what you intend. It
did have this purpose, which is not expressed. Now, whether it was
also an essential part of the purpose which it does express, as I say.
I don’t }ﬁll'sona.ll have any recollection. I don’t know whether 1
ever did know, other than tﬁat I was to get up a million and a half
dollar-dividend resolution. If someone were to tell me that in the
discussion with Mr. Leyburn and Mr. Hopkins this certain thing was
to be accomplished, that is all right~——-o

Mr, Pecora. Do gt(;u mean to say that in drawing up that reso-
lution you did so after a conference or discussion you had with the
national bank examiner in the person of either Mr. Leyburn or Mr.

H(ﬁrkins?
. LoNg. No; I don’t know.
Mr. Proora. You mean, ﬁou don’t know or you don’t recall #

Mr. Long. I don’t recall—if there is any difference. But I do
say that if Mr. Leyburn or Mr. Hopkins says I did, I would accept:
their word.

Mr. Proora. If they say you did what?

Mr. Long. Had a discussion with them about it.
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Mr. Pecora. They have not said any such thing.

Mr. LonNg. I don’t know about that. ) ) )

Mr. Pecora. Do you recall any conference or discussion with
either Mr. Leyburn or Mr. Hopkins or any other person who then
was a national bank examiner that caused you to draw that resolution
in the form in which it appears?

Me. Loxa. That is what I am saying, that I don’t recall. When
I say I don’t recall I am neot. sa: that I did not have such a
discussion. I mean exactly that I have no reesllection one way or
the other. . .

Mr. Prcora. Let me see if I can refresh your recollection concern-
ing the purposes for which this resolution was drawn and what was
done with the money received by the Detroit Bankers Co. in the form
of a special dividend declared in pursuance of that resolution; and
to refresh your recollection about this whole matter I will read to
you a resolution adopted by the board of directors of the Detroit
Bankers Co. at a meeting of the board held on January 8, 1932. In
the minutes of that meeting the resolution in question appears under
the caption “ Investment of Funds ”, and I will read the entry in the
minutes relating to this resolution under that caption [reading]:

The following resolution with respect to a temporary investment of the pro-
ceeds of a special dividend received from the First National Bank amounting
to $1,500,000 was presented and adopted:

Whereas, incident to the consolidation of the Peoples Wayne County Bank
and the First National Bank, the latter institution out of a reserve set aside
for that purpose declared a dividend to its stockholders in the amount of
$1,500,000, with the understanding that said amount would be used in assisting
in the liquidation of the First National Co. of Detroit, Inc., as will appear by
reference to the records of the bank;

And whereas, substantially all of said dividend was received by this company,
and pending the application of the amount for the purpose mentioned in the
resolution declaring said dividend, the officers of this corporation temporarily
deposited the sum of $1,000,000 in the Detroit Trust Co. and the sum of
$500,000 in the Peoples Wayne County Bank and received therefor certificates
of deposit in the usual form: Now therefore be it

Resolved that the action of the officers in making said deposit and receiving
said certificates of deposit be and the same is hereby approved.

Does the adoption of that resolution refresh your recollection in
any way concerning this special dividend ?

Mr. Lone. No; I don’t think I knew anything of that resolution
excﬁpt that I saw it within the last 2 or 8 weeks, a copy of it.

r. Pecora. Now, according to the minutes of the meeting, you
were present at this meeting of the board of directors of the Detroit
Bankers Co. at which this resolution was-adopted. Not only were
you present, but Mr. Peter Monaghan, who I assume is one of the law
partners, was also present——

Mr. Long. Noj; that is another firm. That was. the firm that was
counsel for the Detroit Bankers Co.

Mr. Pecora. Among those present, according to the minutes of
that meeting, were, in addition to certain named directors, Mark
Wilson, vice pres1d,ent, and Thomas E. Long and Peter J. Mona-
han, attorneys. ) ) )

At the time of the adoption of this resolution at this meeting of
the board of directors of the Detroit Bankers Co. did any discus-
sion precede the adoption of this resolution which I have read to
you?
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Mr. Lone. I don’t have any recollection of being at that meeting
or what I was doing there, if I was there. .

Mr. Prcora. Mr. Verhelle has testified here this morning—were
you going to say something?

Mr. Lone. I was going to say that it might refresh my recollee-
tion if I saw all the minutes passed at that meeting.

Mr. Pecora. 1 will be very glad to let you read the entire minutes
of that meeting [handing a dacument to the witness].

Mr. Long (after reading same). That refreshes my recollection
about the meeti%g.

Mr. Pecora. You say it does not?

Mr. Lone. It does. I was there for the purpose of the first reso-
hﬁtion about the First National Co. and the Detroit Co. I left after
that.

Mr. Prcora. Mr. Long, do you recall that in connection with the
contemplated consolidation or the t}l)lroposed consolidation of the First
National Bank in Detroit with the Peoples Wayne County Bank,
it was desired to have an existing indebtedness which the First
National Co. then owed to the First National Bank in Detroit,
amounting to approximately a million and a half dollars, liquida,te/d?’

Mr. LoNe. When I first sat in this chair I told you I had no recol-
lection at all in my mind about the thing other than as the record
has shown.

Mr. Prcora.. Does not the resolution that you drew up in. con-
nection with this special dividend indicate to you distinctly that it
was desired at that time, in connection with the prospective con-
solidation of the two banks, to have the First National Co. liquidate
its indebtedness to the First National Bank?

Mr. Lone. That is what the resolution says.

Mr. Pecora. And in order to enable the First National Co. to
liquidate that indebtedness it had to get the funds from some source
or other, did it not ?

Mr. Lone. Certainly.,

Mr. Pecora. It had no funds of :its. own at that time with which
to pay off this indebtedness, did it ?

Mr. Long. I do not think so.

Mr. Pecora. Was it not intended to supply the First National Co.
with the necessary funds to enable it to liquidate its indebtedness
in favor of the First National Bank, to have the First National Bank
declare this special cash dividend of a million and a half dollars and
pay it over to the Detroit Bankers Co., and then have the Detroit
Bankers Co. loan that money or make it otherwise available to the
First National Co., so that the First National Co. would pay it back
to the First National Bank in liquidation of its indebtedness? Was
not that the scheme in mind?

Mr. Long. All T can testif{ is what the resolution says. I have no
independent recollection of that particular thing.

Mr. Prcora. You have no recollection that the scheme was the
one which I described in my last question to you?

Mr. Lone. I have no independent recollection whatever. I drafted
that resolution in a certain way, and I assume I had a reason for it.

Mr. Pecora. But you do not recall the reason?
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Mr. Lone. I do not. I was drafting a lot of papers at that time.

Mr. Pecora. And the drafting of this resolution and a study of it
by you, however Eatiently you want to study it, would not serve to
refresh your recollection any more than you have admitted here?

Mr. Lone. When you sai: study "—1 think if I could get Mr.
Verhelle, Mr. Wilson, Mr. Leyburn, and Mr. Hopkins in the room
I might be able to refresh the recollection that I once had.

Mr. Pecora. It would require that?

Mr. Lowg. It certainly would.

Mr. Prcora. Did the Detroit Bankers Co., to your knowledge
when it received this cash dividend, agree to the condition expressed
in the resolution concerning what was to be done?

Mr. Lona. I have not looked it up, but I think there is a resolution
of the Detroit Bankers Co. to that effect.

Senator CouzeNs. They could not have got the money otherwise,
according to the resolution, could they?

Mr. Lowne. I would not have thought so.

Mr. Pecora. Would you say that, under the terms of this resolu-
tion which you drafted and which was adopted by the board of the
First National Bank in Detroit, the Detroit Bankers Co., as the
recipient of the special cash dividend referred to in that resolution,
had the right to use any part of that cash dividend for any purpose
that included the extinguishment of any liability which the First
National Co. owed to the Detroit Bankers Co. at that time?

Mr. Lona. No. The resolution says not.

Mr. Pecora. Is there anything more you can tell this committee
about this transaction involving the declaration of this special cash
dividend, Mr. Lonf?

Mr. Lone. No; I think I have told you all that I have in my mind.

Mr. Peoora. You feel that you have exhausted your full present
recollgction of the transaction and all the circumstances surround-
ing it

r. LoNg. Yes.

Mr. Pecora., Thank yon very mueh.

(Witness excused.)

Mr. Prcora. Now, Mr. Verhelle, will you resume the stand?

TESTIMONY OF JOSEPH F. VERHELLE—Resumed

Mr, Prcora. Mr. Verhelle, in so far as you have indicated the fact
by the testimony which you have heretofore given, the $7,000,000
indebtedness which the Detroit Bankers Co. assumed in February
1930, or a month following its birth, had been reduced by payments
to the sum of $5,000,000 by the end of 1931, had it not ¢

Mr. Veraerie, That sounds a little high, to me, sir.

Mr. Prcora. What is high-—the $5,000,000?

Mlli. Vermerre. The $5,000,000 sounds a little higher than I
recall it.

Mr. Pecora. To what amount had it been reduced by the end of
that year, accordi%to your recollection?

Mr. VermeLLe. This is purely a guess, but I would say $3,000,000.
1t is purely a guess, however,

Mr. Prcora. When did you leave the employ of the Detroit
Bankers Co.?
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Mr. Vermerie. November of 1932.

Mr. Pecora. That was about 8 or 4 months before the company
went into receivership. Do you know how much of that original
$7,000,000 indebtedness had been paid by .the Detroit Bankers
Co. up to the time that you left its employ in November 1932¢

Mr. Vergeri®, I am afraid I do not, sir.

Mr. Prcora. Do you recall that that original $7,000,000 indebted-
ness had been reduced, up to the time the Detroit Bankers Co. went
into receivership, to the sum of $3,800,000%

Mr. Veraerre. I do not know that, but I presume the records
show that. .

Senator Couzens. Where did you go when you left the Detroit
Bankers Co.? .

Mr. Veruaewre. Not any place in particular, sir. I went in various
capacities and assisted various institutions, I had employment
with—really, the very first definite position, I would say, would-have
been the—I1 will have to look it up. [After examining papers:]
H. P. Earhart, Inc., I believe the name was, sir, and simultaneously
with that I assisted in connection with a few institutions, more or
less as a personal favor to the officers, hel;ilin%them.

Senator Couzens. Why did you leave the Detroit Bankers Co. ¢

Mr. Veruarrie. I resigned from the Detroit Bankers Co., orig-
inally gave Mr. Ballantyne my resignation, in line with this con-
solidation,

Senator Couzens. I do not hear you.

Mr. VeraerLe. Mr. Ballantyne had my resignation at the time of
the consolidation we have been discussing here sometime ago, or

" this morning—December 81, 1931. At the time Mr. Ballantyne and
Mr. Wilson%eft the Detroit Bankers Co., I was called. in by certain
directors, Messrs. McMillan, Webber, Mills, and one other I have
forgotten, and I was asked to remain and continue in connection with
the operations of that company; that it was intended to change
the activities of the Detroit Bankers Co. While there was no definite
understanding, or no words had been actually passed between us te
that effect, it was, I believe, mutually understood that it was a case
of allocating these functions or this work to such others as to whom
the work would be assigned. The reallocation of this work com-
menced approximately in May 1932 and continued on until I left.

Senaétor Couzens. It was May 1932 that Mr. Ballantyne retired,
was it ?

Mr. VerarLLE. Yes, sir.

Senator Couzens. Was that the time you put in your resignation$

Mr. Verurrre. No, sir. Before there was an opportunity to do
that, I had been called in by these directors.

Senator Couzens. What date was it §ou put in your resignation?

Mr. VerueLre. The last time, when I actually left there, sir! I
put in another resignation at that time. That was in

Senator Couzens. No; but the first time ¢

Mr. Verurrre. I would say it was about October of 1931,

Senator Couzens. Why did you put it in then?

Mr. VermerLe. To be certain that Mr. Ballantyne had an abso-
lutely free hand in connection with this consolidation, sir.

. Sgl;ator Couzens. Had he indicated to you that he wanted a free
an
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Mr. VeraeLLE. No, sir.

Senator Couzens. Then that resignation was not accepted, and
you put in another one?

Mr. VeramLLE. Yes, sir.

Senator Couzens. Was that in May 19321

Mr. VeraELLE. No, sir.

Senator Couzens. When was that$

Mr. Verarrre. I am not quite clear whether it was October or
November 1932. .

Senator Couzens. Then, shortly after your resignation——

Mr. Veruerre, That resignation was accepted. Tt would be the
beginning of November. '

ﬁr. Prcora. When you submitted your resignation, in either
October or November of 1932, the time it was accepted, was that
an entirely voluntar{eaact on your part?

Mr. Vernerre. I beg your pardon. I did not mean to leave that
out. It was not, sir.

Mr. Pecora. What prompted it ¢

Mr. VerueLLe. It was requested by Mr. Mills.

Mr. Pecora. Requested by Mr. Mills,

Mr. VERHELLE. Yes, sir.

Mr. Pecora. Is that Mr. Wilson Mills?

Mr. VergeLLe, Wilson W. Mills.

Mr. Pecora. Was he then an executive officer of the Detroit
Bankers Co.?

Mr. Verurrize. I have never been able to decipher his relation-
ship with that company at that time, sir.

nator Couzens. y did he request it? [After a pause.] Now,
you must remember that we expect the truth, the whole truth, and
nothing but the truth.

Mr. Veruaerir, Tt is customary for me to tell the truth, Senator.

Senator Couzens. I did not charge otherwise, but I do not know
whether you are“telling it all or not. What you are saying may be
the truth, but I want you to tell it all.

Mr: Veraerre. Anything I might say on that point would be a
presumption, would it not¥:

Senator Couzens. Not necessarily. If {;([)11'1 were advised why Mr.
"Mills wanted your resignation, you would know that as a fact. That
would not be a presumption.

Mr. Verarerre. He stated to me that he did not want it; that he
under no circumstances wanted my resignation; that it was the
hardest thing he ever did in his life to suggest it.

Senator Couzens. Who wanted it, then, as long as he requested it?

Mr. VerueriE. He did not tell me specifically, but he suggested to
me that certain of the officers——

Senator Couzens. What certain officers?

Mr. VermrLLe. He did not state who they were, but his statement
was something to the effect that the officers felt it was the thing to
do; that he hated to. do it; that that was the thing he hated to do
most of anything he had ever done in his life, and so forth.

Senator Couzens. Yet he was under the domination of some officer
to do this thing, is that correct?
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Mr.. Verrrree. I did not go into that relationship. -As I say, I
could not quite understand his relationship with the Detroit Bankers
Co: at that particular moment.

Senator Couzens. He was not an officer, then, at that time?

Mr. VerarrLe. I do not recall that he was.

Senator Couzens. Did you ask any reasons as to why you. were
asked to resign?

Mr. VermrLLE. I believe I asked whether or not there was any-
thing about my own record that was in any way questionable.

Senator Couzens. What was the answer?

Mr. Vergeize. I believe in answer to that he gave me the answer
which I suggested here a moment ago.

Senator %OUZENS. What was that? What was his answer?

Mr. Veraerie. That there was absolutely nothing. Otherwise, of
course, I could not have turned in that resignation.

Senator Couzens. Was thereno reference made at any time to your
criticisms of the conduct of the Bankers Co. ¢

Mr. Veraerre. Conduct of the Bankers Co., sir?

Senator Couzens. I asked you whether there was not some discus-
sion with respect to your criticism of the conduct of the Detroit
Bankers Co. (S:na.t took place at that time?

Mr. Verurrie. I cannot recall any, sir.

Senator Couzens. You had written a number of memorandums
criticizing the conduct of the Detroit Bankers Co., or some of its
actions, had you not ¢

Mr. Vermgwre. No sir; not that I can recall.

Senator Couvzexs. You do not recall?

Mr. VerneLre. No, sir.

Senator Covzens. You never wrote any memorandum criticizing
some of the acts of the Detroit Bankers Co. in some of their pro-
ceedings ?

Mr. %ERHELLE. It would not have been at all unlikely, but I do
not recall writing any memorandums whatsoever regarding the
activities or proceedians of the Detroit Bankers Co., sir.

Senator Couzens. You say it might have been sot

Mr. VeraeLLE. Yes, sir.

Senator Couzexs. So, if it might have been so, there must have
been occasions for it. You did have some—— _

Mr. VermEnie. I just do not recall the occasions, and I do not
recall writing any memorandums.on the proceedings.

Senator Couzens. Whether you wrote any memorandums or not,
did you have any criticisms to make of some of the procedures of the
Detroit Bankers Co.?

Mr. Veraenre. Well, to begin with, I doubt, if there had been
anything wrong, whether I would have written any memorandums
regarding it, because it would have been up to me to correct it, more
or less. I was comptroller of the Detroit Bankers Co., and I would
have merely corrected what was wrong.

Senator Couzens. I am not charging anything wrong. There
might-have been a question of policy and procedure, which you could
not have controlled. You would have had to carry out your orders;
and I wanted to know whether those policies or orders were of doubt-
ful wisdom or policy with respect to your operatins as comptroller.
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Mr. VeraELLE. Senator, the Detroit Bankers Co.’s activities, those
which had been turned over to them, or those which they were han-
dling, were, in the main, under my definite and direct jurisdiction.
I do recall now that there was one activity on which I did not criti-
cize the Detroit Bankers Co. in any sense of the word—that was,
not directly so. ‘

Senator Couzens. What was that activity ¢

Mr. VermeLLE. The operation in connection with the collection of
bad debts or notes that were hard to collect, or slow, or doubtful.

Senator Couzens. Is it embarrassing to you, Mr. Verhelle, to be
sitting to the right of your chief in answering these questions?

Mr. Verurrre. Not at all.

Mr. BairantyNE. I will go out.

Senator Couzens. You may go out.

Mr. BavrantYNE. For just a few minutes.

Senator Couzexns. Yes; for 10 minutes.

You have told this committee all the criticisms that you had to
make as active comptroller of the Detroit Bankers Co., of the con-
duct of the company, or its units, have you?

Mr. VerueriE. I have not, sir.  You have not asked that question.

Senator Couzens. I ask it now.

Mr. Veraerie. The real technical answer is no; I have not, be-
cause the question so far has been citicism regarding the Detroit
Bankers Co., and the answers to that is that I cannot recall any
citicism regarding the Detroit Bankers Co. A

Senator Couzens. I asked you later whether you had any criti-
cism to make of the operations or the conduct of the Detroit Bankers
Co. or any of its units.

Mr. Veregrire. My particular job was to straighten out and to
make criticism of the conduct of the units of the Detroit Bankers
Co., to correct those as well as I could by advising these units as
to the. proper course of action, so that quite naturally—and I be-
leve I generally put it in writing—there was a tremendous amount
of what might lze termed “ criticism ”, put down in writing in vari-
ous memorandums, some of which were probably sent.and directed
to substantially every unit in the group.
| Sena?tor Couzens. Mr. Mills was the head of one of the units, was
e not

Mr. VereeLLE. Yes, sir.

Senator Couvzens. Did you direct any criticism to the unit of
which he was the head ?

Mr. VeraerLE. Many, sir.

Senator Couzens. at was the nature of them?

Mr. VeruELLE. I believe that in my criticisms I have covered the
operations of practically every department of the bank. I believe
that I have written up recommendations and suggestions regarding
substantially every activity of that institution.

Senator Couzens. Mr. Mills saw those criticisms?

Mr. Veraeure. They were directed to him, sir, if you choose to
call them criticism. 1 would like to have the word “constructive ”
added to it, because I believe that in every case I made a specific
suggestion.

r. Pecora. Mr. Ballantyne, will you resume the stand ¢
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TESTIMONY OF JOHN BALLANTYNE—Resumed

Mr. Pecora. Now, at the time of the issuance of the printed an-
nual report of the Detroit Bankers Co. to its stockholders covering
the year 1931, you were the president of the Detroit Bankers Co.,
were you not ¢

Mr. BaLantynNE. Yes.

Mzr. Pecora. That report was printed and issued some time in Jan-
uary 1982, was it not {

r. BaLranTtyne. Just on the eve of the consolidation; yes.

Mr. Pecora. There has already been received in evidence here, as
committee exhibit no. 9 of January 24, 1934, a printed copy of the
annual report to the stockholders.

Mr. BaLLaNTYNE. 1932, you mean{

Mr. Pecora. For the year 1931.

Mr. BavrantyNe. Yes; 1932,

Mr. Prcora. You identified this report yesterday.

Mr. BarranTyYNE. I have no doubt I did.

Mr. Pecora. The actual report itself is dated January 16, 1932,
and was sent out over your signature as the president, was it not?

Mr, BaLrantYNE. Yes, sir.

Mr. Prcora. I observe the following statement contained in this
annual report for the year 1931. I will read it to you from the
report [reading] :

The net income, after customary reserves, was $7,475,298.47, equal to $4.21 a
share on the 1,776,205%; shares, $20 par) authorized. Earnings for 1930 were
equal to $4.14 a share.

Now, through the medium of this report to the stockholders it was
intended to give to the stockholders of the Detroit Bankers Co. a
true, correct, and comprehensive statement of the financial condition
of the company, was it not ¢

Mr. BarLantyne. Yes.

Mr. Pecora. That was the essential purpose of the report?

Mr. BarrantyNE. There was no thought of doing anything else.

l\gr. Prcora. That was the essential purpose of the report, was it
not

Mr. BarzanTtyNe. Yes, sir.

Mr. Prcora. What do you understand by the term * net operat-
ing income 7% ,

r. BALLANTYNE. Just what it implies.

Mr. Pecora. Tell us what you understand it to be.

Mr. BarrantyYNE. Income that was derived from the operations
of the banks for that year.

Mr. Prcora. The operations of the banks?

Mr. BaLraNTYNE, 8f the banks, for that year.

Mé'. I;ECORA. Or the operations of the company, the Detroit Bank-
ers Co.

Mr. BarranTtyYNE. The Bankers Co. had no operations.

Mr. Pecora. What is that?

Mr. BaLranTtyNE. It was not the Detroit Bankers Co. It was the
units that made the earnings.

Mr. Prcora. As a matter of fact, this report did not give——
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Mr. BarrantyNe. We describe the fact that it is the result of the
units of the Detroit Bankers Co., in another part of that report, in
the same paragraph that you are referring to..

Mr. Prcora. How was this figure of $7,475,293.47, which was stated
in this report to be the net operating income after customary re-
serves, arrived at? .

Mr. BauLantyNE. It was furnished to me in the way it always
had been madeé, by the officers of the bank, with assurances that
those figures were correct. Obviously, I could not be chargeable
with these figures personally. I had to depend on Mr. Verhelle and
athers to -substantiate the correctness of those figures.

Mr. Pecora. When you said in this report for the year 1931 that
the net operating income after customary reserves was $7,475.293.47,
did you mean to inform the stockholders of the Detroit Bankers Co.
that that was the operating income of the company, or only of the
unit banks?

Mr. BarrantyNE. The unit banks,

Mr. Pecora. The unit banks?

Mr, BavLLanTYNE. Yes, surely.

Mr, Pecora. And when you stated, in this report to the stockhold-
ers of the Detroit Bankers Co. that that net operating income was
equal to $4.21 a share on the 1,77620514, shares, were you referring
to the shares of the Detroit Bankers Co.?

Mr. BarwanTtyNe. I think, however, Mr. Pecora, you have done
so well with Mr. Verhelle, and he had so much more actual contact
with the making of that report and the furnishing of the figures
to me, that he could answer your questions much more intelligently
than I could. I necessarily had to depend on the officers of the
bank for the figures. I got them in the usual way that figures are

otten.
& Mr. Pecora. I will question Mr. Verhelle subsequently about this,
but meanwhile I want to ask you some questions about it, because this
report is your report as the president of the Detroit Bankers Co.
r. BALLANTYNE. Yes.

Mr. Pecora. When you said in this report that the earnings for
1930 were equal to $4.14 a share, you meant to give the stockholders
of the company a comparative statement of the earnings for 1930
compared with the earnings for 1931, did you not?

Mr. BacranTtyne, Yes, sir.

Mr. Prcora. And we have already seen that you stated in this
report to the stockholders that the earnings for 1931 were equal to
$4.21 a share, as compared with $4.14 a share for the year 1930;
is that not true?

Mr. BarraNTYNE. Yes, sir.

Mr. Pecora. In other words, you wanted to give the stockholders
the impression that the earnings of the company for 1931 per share
exceéeded the earnings of the company for 1930 per share, did you
not?

Mr. BarraNTYNE. I wanted to make an honest statement above
anything else. There was nothing else in my mind but to make an
honest statement in this case. I wanted honest values back of every
figure, and that is so there. These facts stated in that letter I believe
to be absolutely correct.
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Mr. Pecora. Why do you believe them to be absolutely correct?

Mr. BaLLaANTYNE. I got them from very dependable men.

Mr. Pecora. Who were: they ¢

Mr. BarrantyNE, Mr. Verhelle, Mr. Wilson——

Mr. Prcora. Mr. Mark Wilson ¢

Mr. BALLANTYNE. Yes; Mr. Joseph Verhelle, and the other officers
of the company. They came through Mr. Verhelle and Mr. Mark
Wilson.

Mr. Pecora. When you stated in this annual report for 1931 that
the earnings were equal to $4.21 a share as companred with earnings
for 1930 equal to $4.14 a share, did you mean to convey to the stock-
holders of the company that the company’s business in 1931 was
more prosperous and profitable than its business for the year 1930¢

Mr. BarranTyNE. I meant to convey the facts to them,

Mr. Pecora. Did you mean-to convey that as the fagt?

Mr. BaLLaNTYNE. Absolutely. ;

Mr. Pecora. To your knowledge, Mr. Ballantyne, were the actual
earnings and profits of the Detroit Bankers Co. for 1931 greater
than those for 1930¢

ﬁ‘Mr. BarraNTYNE. I have only the word of the officers to that
effect.

Mzr. Pecora, To your knowledge, was the com;)any’s business more
profitable to it in 1931 than it had been in 1930

Mr. BaLLaNTYNE. It was less expensive.

Mr. Pecora. Was it more profitable, to your knowledge, in 1931
than it was in 1930%

Mr. BALLANTYNE. My dear sir, I had only the knowledge that was
turnished to me.

Senator Covzens. You must answer Mr. Pecora’s question.

Mr. BarranTyNE. I had only the knowledge that was furnished
to me.

Senator Couzens. No one is denying that.

Mr. Bawrantyne. I could not guess at any figures.

Senator Couzens. Mr. Pecora did not ask you that. Will you
Pplease repeat the question, Mr. Pecora asked. ’.lyhe witness will have
to answer that question.

(The reporter read the last question by Mr. Pecora.)

Mr. BaLLantYNE. The only knowledge I had was the knowledge
obtained from the officers of the company, which I submitted in that
report.

Senator CouzeNns. That does not answer the question, Mr, Ballan-
tyne. The question is whether or not you believed the profitsin 1931
were greater than they were in 1930. That is a simple question.

Mr. BarLaNTyYNE. I think I am giving you a perfectly fair answer.

Mr. Proora. What is the answer, yes or no?

. Mr. Baurantyne. My knowledge was comprised of what I was
informed from the officers of the company. I accepted their word on
it. T had confidence in them. Obviously they were more, according:
to these statements. 4

Mr. Pecora. You mean that obviously, according to these state-
ments embodied in the annual report—-—

Mr. BaLLaNTYNE. More money had been earned.

Mr. Pecora. Will you let me finish the question before you answer,
Mr. Ballantyne? Do you mean to say that obviously, according to
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the statements embodied in your report to the stockholders for the
year 1931, the company’s business that year was more profitable to it
than had been its business for the year 1930¢

Mr. BaLLanTyNE. I believed that when that report went out.

Mr. Prcora. You believed it?

Mr. BALLANTYNE. Yes.

Mr. Pecora. Was that belief based upon any personal knowledge
that you had as president and a director of the Detroit Bankers
Co., of its business transactions?

Mr. BarLaNTtyYNE. I do not know that I had any knowledge that
other folks did not have, Mr. Pecora.

Mr. Prcora. I am asking you about; your own individual knowl-
edge, and not somebody else’s knowledge; and in asking you that,
I am asking it of you because you were not only a director of the
company during all the years of 1930 and 1931, but yopn were also
president of the company from May 1931 to the end of that year
and subsequently.

Mr. BALLANTYNE. Yes.

Mr. Pecora. And I assume that as a director and as president you
had some personal knowledge other than that given to you by ac-
countants, that indicated to you whether or not the company’s {)usi-
ness was more profitable in 1931 than it had been in 1930.

Mr. BarLaNTYNE. Mr. Pecora, I did not. '

Mr. Pecora. What is that?

Mr. BawzantyNe. 1 did not.

Mr. Pecora. You did not what?

Mr. Barrantyne. Have any knowledge other than was furnished
me by the accountants and officers of the bank.

Mr. Prcora. Didn’t you have knowledge, necessarily, of the com-
pany’s business and operations which was acquired at first hand
as a director of the company and as its president?

Mr. BarnantYNE. Noj nothing more than was furnished by the
officers of the bank.

Mr, Prcora. You were the head officer of the company, were you
not, the chief executive officer of the company, from May 1931 until
the end of the year?

Mr. BarrantyYNE. Have you read the bylaws, Mr. Pecora?

Mr. Prcora. Will you answer my guestion, please, Mr. Ballantyne?

Mr. BavranTtyNE. I have answered it to the best of my ability.

. llﬂr. Prcora. You answered it by asking me if I had read the
ylaws.

Mr. BaurantyNE. You said I was the chief officer.

Mr. Pecora. Weren’t you?

Mr. BarrantyNE. I do not know. That is why I -asked you if
you had read the bylaws. .

Mr. Pecora. What were your duties as president of the company
when you assumed that office or were elected to it in May 1931°%
Don’t you know#

Mr. BarrantyNE. President of the company.

Mr. Prcora. What were your duties as president of the company ?
Were you merely a frilgu.rehead?

Mr. Bareantyne, To preside at the meetin%s.

Mr. Pecora. Were you merely a figurehead?
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Mr. BauLantyne. I suppose I was. The Bankers Co., as such,
shortly after I-—well, immediately following the consolidation-—was
superseded by another organization called the governing board.

. PEcora. What consolidation are you referring to?

Mr. BarranTyNE. The Peoples Wayne and the First National.

Mr. Pecora. That took place in December 1931 %

Mr. Barrantyne. Yes.

~Mr. Peoora. You became president of the Detroit Bankers Co. in
Mﬁ 1931.
r. BALLANTYNE. Mr, Pecora—

Mr. Pecora. So, what in the world—

Mr. BarrantyNE. If you are asking me something I can answer
obviously—I will answer this to you. Obviously, I had reasons for
recommending the consolidation.

Mr. Pecora. I am not asking you about the consolidation that
took place on December 31, 1931, between the First National Bank
in. Detroit and the Peoples Wayne County Bank. I have not asked
you about that, have I?

Mr. Bavpantyne. No. _

Mr. Pecora. Then why, in your answers, do you .refer to that
consolidation, when my questions in no way relate to that con-
solidation?

Mr. BaLrANTYNE. You are trying to get something out of me that
I do not know.

Mr. Pecora. Don’t you know what your duties as president of the
Detroit Bankers Co. were?

Mr. BarrantyNE. I do not know that I do—to preside at the
meetings of the Detroit Bankers Co.

Mr. Proora. Were you also the executive head of the company ¢

Mr. Barranty~NE. There were no activities in the Detroit Bankers
Co. The Detroit Bankers Co., Mr. Pecora, were just trustees.

Mr. Pecora. Of what?

Mr. BarrantyNE. Just trustees.

Mr. Prcora. Just trustees of what?

Mr. BarrantyNe. For the stockholders and for the directors of
these banks. '

Mr. Pecora. The Detroit Bankers Co. was a company that ownéd
virtuaelly all of the capital stock of a number of large banks, was
it not?

Mr. BatrantyNe. They were only trustees. No; they did not
own it.

Mr. Pecora. They did not own it? )

Mr. BarrantYNE. No. I was trustee, for instance, for Horace
Dodge, one of the biggest estates in this country.

Mr. Pecora. We are not talking about the%orace Dodge estate.

- Mr. BariaNTYNE. I did not own his estate. I was a trustee, and
that is all these men were.

Mr. Prcora. Mr. Ballantyne, did not the Detroit Bankers Co. own
outright the capital stock——

Mr. BarrantyNe. No.

Mr. Pecora. Wait. Let me finish my questions, won’t you, please ¢

Mr. BALLANTYNE. Yes.

Mr, Pecora. I will start it again. As a matter of fact, did not the
Detroit Bankers. Co. own outright the capital stock of the various
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banks which it had acquired during the course of its existence, with
the exception of directors’ qualifying shares of various unit banks?

Mr. BatuantyNe (after conferring with an associate). I dare:
say I am confused about it. I was the chief executive officer of the
Bankers Co., and we were the owners of this stock. Is that what
you are asking?

Mr. Pecora. I thought that was what I was asking,

Mr. BaLraNTYNE. I will answer in the affirmative.

Mr. Pecora. You answer that question now in the affirmative?

Mr. BALLANTYNE. Yes, sir.

Mr. Pecora. And as president of the Detroit Bankers Co. you
received a fairly substantial salary, didn’t you?t

Mr. BanrantYNE. Yes. Well, I received $50,000 a year.

Mr., Proora. $50,000 a year?

Mr. BALLANTYNE. Yes.

Mr. Pecora. You do not suppose that that $50,000 a year was
paid to Byou for services rendered by a figurehead, do you?

Mr. Batzantyne. No.

Mr. Proora. So that you yourself considered that you were some-
thing more than a figurehead when you became president of the De-
troit Bankers Co. at a salarifrf $50,000 a year, did you not?

Mr. Bavvantyne. Well; Mr. Pecora, I would like to fet this very
clear in your record. I had no wish to be president of the Detroit
Bankers Co. Fate, of course, sat on me; and when I took hold of
that office it was with the definite understanding of everybody that
it would be for short tenure. My years and my strength would not
permit me to take care of it. As to intimate knowledge of anything
pertaining to that bank, the Detroit Bankers Co., you are inferring
that I might know something that others did not know.

Mr. Pecora. No; I am not inferring any such thing.

Mr. BarzantyNE. Perhaps I mistake your question.

Mr. Prcora. The question that I last asked you, Mr. Ballantyne,
was a very simple one.

Mr. BarrantyNe. Whether I knew——

Mr. Prcora. No. The question was, when you were made presi-
dent of the Detroit Bankers Co. and received as its president a salary
of $50,000 a year, did you consider that you were paid that salary
for being something more than a mere figurehead of thé company?

Mr. Barrantyne. I thought so.

Mr. Prcora. And the duties assigned to you and  which devolved
upon Kou as president of the Detroit Bankers Co. were very re-
sponsible duties, were they not ?

Mr. BavrantyNe. They proved to be.

L%r. Pecora. You knew that they would be in advance, did you
not

Mr. BarranTtyne, I do not know that I knew that they would be
as responsible as they were.

Mr. Pecora. You knew that your duties would be more than
merely nominal as president of the Detroit Bankers Co., did you not ?

Mr. BaLranNTYNE. Yes,

Mr. Pecora. As president it was your duty to supervise the oper-
ation of the business activities of the company, was it not ¢

Mr. BarrantyNe. The Detroit Bankers Co., to my knowledge,
were not supervising or running the banks, you know.
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Mr. Pecora, I didn’t ask you anything about that.

Mr. Barantyng. To supervise; yes. .

Mr. Prcora. Didn’t you understand that you were paid a salary
of $50,000 a year, when you became president of the Detroit Bankers
Co., to compensate you for services that you would be expected to
discharge as its president ?

Mr. Barcantyne, Yes. .

Mr. Pecora. And among those services was the supervision, as
chief executive officer of the company, of its business activities and
affairs?

Mr. BALLANTYNE. Yes.

Mr. Pecora. In the discharge of those services did you learn cur-
rently during the year 1931, or that portion of it in which you were
president of the company, whether or not the business of the com-
pany was more prosperous than it had been during the preceding
year of 1930¢

Mr. BaroantyNg, All I learned, Mr. Pecora, was what was fur-
nished by the officers, as I said before, and these figures were given
to me by the officers through Mr. Verhelle. It would be impossible
for any one man to have overlooked all the units of that bank—quite
impossible. We had to depend on our officers. Is that a fair
answer ¢

Mr. Pecora. And the principal officer was the president.

Mr. BarrantyNE. Yes; and he was to-receive the reports of those
ofticers. He had to accept them as accurate.

Mr. Prcora. I am not talking about any figures.

Mr. Batantyne. No?

Mr. Pecora. I am talking about the general business of the com-
pany during the year 1931, when you were a director of it for the
entire year and president of it from May until-the end of the year.

Mr. %ALLANTYNE. Yes.

Mr. Pecora. Did tgou, as such director and as such president, ac-
quire knowledge at first hand of the business affairs of the company
which enabled you to determine whether or not its business for that
{3;5 ?was more prosperous or profitable than it had been for the year

Mr. BarrantyNE. As a matter of fact, I do not know that I can.
I did not have any suspicion that there was anything different than
what was reported here in these reports. I do not know now,

Mr. Pecora. As president——

Mr. BarzanTyYNE. The president is not——

Mr. Pecora. As president of the company and its chief executive
officer from May until December 31, 1931, couldn’t you tell ¢

Mr. BarrantyNE. There are a number of thi

Mr. Pecora. Couldn’t you tell whether or not the company was
opers;ting more profitably than it had been during the preceding
year?

Mr. Barranryne. No.

Mr. Pecora. You did not know that?

Mr, Barranry~ne. No.

Mr. Prcora. You had no means of knowing it $

Mr. BarrantyNE. Only by the information furnished me.

Mr. Prcora. -And only by that information ¢
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Mr. BaLrantyne. Surely.

Mr. Pecora. And that information merely consisted of accounting
statements and figures$

Mr, BaLzANTYNE. Yes.

Mr, Pecora. Did you believe, when you got out this annual report
to the stockholders of the company for the year 1981, that during
the year 1931 the company’s business had been more profitable than
it had been in the preceding year?

~Mr, BarzanTyNE. I believed every word that was in that report.

Mr. Prcora. In this report did you mean to say, in substance or
effect, that the business of the company for 1931 had been more
profitable than its business for the year 1930¢

Mr. BarranTyNE. I meant exactly what was said there.

Mr. Pecora. Did you mean, in saying what gou did say in the
report, to convey the impression to the stockholders that, accordin;
to your knowledge and belief, the company’s business in 1931 ha
been more profitable than its business in 1930%

Mr. BaLpantyNE. I know that during that year—I think the First
National Bank’s deposits increased about $30,000,000.

Mr. Pecora. I am not talking about the First National Bank’s
deposits, and I am not talking about the deposits of any unit bank.
T am talkinni about the business of the separate entity known as the
Detroit Bankers Co., of which you were president.

Mr. BarranTtyNE. I have got to confine my answer to the facts,
that the idea I had generally of that statement was that it was
correct.

Mr. Pecora. What statement are you now referring to?

Mr. BavoantyNe. That the results of the operations were equal to
$4.14 a share, and that the net operating revenues for the next year
were $7,450,000, equal to $4.21 a share.

Mr. Prcora. And that the earnings for 1930 were equal to $4.14
a share, is that right{

Mr. BALLANTYNE. Yes.

Mr, Pecora. That is what you stated to the stockholders?

Mr. BarranTyNE. Yes.

Mr. Prcora. In saying that to the stockholders did you mean to
convey the belief, opinion, or impression that for the year 1931, the
company’s business was more profitable than it had been for 1930¢

r. BaruantyNe, I will answer that question by saying I was
given the facts. What I mean is, that I didn’t know, myself. I do
not suppose there are two statements made by presidents of banks
that convey the same language. I might have been anxious to put my
best foot forward, I don’t know, because times were so difficult. But
I had no question at all at the time this report was made, as to the
fact that the bank was in a sound condition.

Mr. Pecora. I am not talking now about that——

Mr. BarLaNTYNE (continuing). Well, that the earnings for the
year before were just about the same. I had no means o knowing
otherwise. Mr. Pecora, I had absolutely no means of knowing other-
wise. The mere fact of being president does not make a man a
wizard. You have to depend upon figures and facts as furnished to
you by the officers of the various banks.

Senator Couzexns. Mr. Ballantyne, you have read very many finan-
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Mr. BarrantyNe. Oh, yes.

Senator Couzens. For how many years have you read financial
statements ¢

Mr. BavnantyNe. How many ¢

Senator CouzeNns. Yes.

Mr. BarrantyNE, Oh, I could not say.

Senator Couzens. Can’t you answer as to that?

Mr. BarranTtyNE. Of course I can’t answer that question.

Senator Couzens. Do you mean to say that you cannot answer
that question?

Mr. Barrantyne. How many financial statements I have read ?

Senator Couzens. Oh, no. %or how many years have you read
financial statements, was my question.

Mr. Barrantyne, Oh! For upwards of 40 years.

Senator Couzens. Well, if you were handed this statement as a
stockholder of the Detroit Bankers Co., and not as an officer, and
you read in the report that in 1930 the company earned $4.14 2 share
and in 1931 earned $4.21 a share, you would know enough to know
that that implied at least a better showing in 1931 than in 1930,
wouldn’t yout

Mr. Pecora. What is the answer to that %uestion, Mr. Ballantyne?

Mr. Bamzantyne. He ought to know what? '

Mr. Pecora. Mr. Ballantyne, if you would only listen to the ques-
tions as propounded instead of engaging in conversation with Mr.
Verhelle whﬁe questions are being put to you, you would know what
each question is.

Mr.f BarrantyNe. Mr. Pecora, T have one ear that I cannot hear
out of.

Mr. Pecora. Suppose you devote that one ear to the questioner
“and not to hearing what Mr. Verhelle is whispering to you.

Mr. BarrantyNE. All right.

M;'. Pecora. Now, will you please answer Senator Couzens’ ques-
tion

Mr. BarrantyNE. What was it

Senator Couzens. The committee reporter will read the question

to you
(yTherenpon the question was read as follows:)

Senator CouzeEnNs. Well, if you were handed this statement as a stockholder
of the Detroit Bankers Co., and not as an officer, and you read in the report that
in 1930 the company earned $4.14 a share and in 1931 earned $4.21 a share,
you would know enough to know that that implied at least a better showing in
1931 than in 1930, wouldn’t you?

‘Mr. BarranTyNE. Ob, yes.

Mr. Prcora. Now, I show you a printed document entitled “Annual
Report to Stockholders, 1930, Detroit Bankers Co., Detroit.”

Will you please look at it and tell me if you recognize it to be a
true and correct copy of the annual report submitted to the stock-
holders of the Detroit Bankers Co. for the year 1930 by and in
behalf of the company?

Mr. BaLLanTYNE (after looking at the printed report). Oh, yes;
that is undoubtedly 1it.

Mr. Pecora. Mr. Chairman, I offer it in evidence, but inasmuch
as it is quite voluminous it need not be printed in the record.
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Senator Couzens (presiding). The printed annual report will be
received and marked by the committee reporter as an exhibit, but
not to be entered on the record.

(The annual report to stockholders for the year 1930 of the Detroit
Bankers Co. was marked “ Committee Exhibit No. 10, Jan. 25, 1934 ”,
and will be kept with the records of the subcommittee, but not printed,
in the hearings.’}‘

Mr. Pecora. The report for 1930, which has been marked in evi-
dence as “ Committee lgxhibit No. 10 ” of this date, I now have before
me. Mr. Ballantyne, have you before you a duplicate copy of this
annual report?

Mr. BALLANTYNE. Yes.

Mr. Pecora. Will you turn to the double page in the middle of it,
entitled “ Consolidated Statement of Condition of the Units of the
Detroit Bankers Co. at the close of business, December 31, 1980 ¢

Mr. BazrantyNE. All right.

Mr. Pecora. Now, have you before you a duplicate copy of the
Erinted annual report to the stockholders of the Detroit Bankers Co.

or the year 1931, a copy of which has been marked in evidence as
“ Committee Exhibit No. 9 ”, as of January 24, 1934 ¢

Mr. BALLANTYNE. Yes, sir.

Mr. Prcora. Will you turn in that printed annual report to the
pages captioned “ Combined statement of condition of banking units
at the close of business, December 31, 1931 ¢

Mr. BALLANTYNE. Yes.

Mr. Prcora. What was the capital stock of the Detroit Bankers
Co. as of December 31, 1930, as shown in the consolidated statement
of condition included in that report marked ¢ Exhibit No. 10 ¢

Mr, BarLanTYNE. The capital stock is shown as $26,960,000.

Mr. Prcora. And what-was the surplus of the company as shown
by that statement ? .

Mr. Baurantyne. It was $47,650,000.

Mr. Pecora. And what was the amount of the undivided profits
as therein shown?

Mr. Barpantyne, It was $17,218,000.

l%Ir. :?PEGORA. As a matter of fact, it is shown as $17,218,579.71,
isn’t it

Mr. BALLANTYNE. Yes.

Mr. Pecora. And what is shown therein to be the total capital,
surplus, and undivided profits of the units of the Detroit Bankers
Co. as of December 31, 1930¢

Mr. Barvantyne. It is shown as seventeen million, three hundred
thousand—— .

Mr. Pecora (interposing). No. Give me the aggregate capital
and surplus.

Mr. BarranTtyNE. It is shown as $91,828,579.01.

Mr. Pecora. What was the capital stock as shown in the annual
report to the stockholders as of December 31, 1981¢

r. BarranTynE. It is shown as $29,410,000.

Mr, Pecora. And what was the amount of the surplus shown as
of that date?

Mr. Bawrantyne. It is $29,190,000,

Mr. Pecora. What was the amount of the undivided profits shown
therein ¢
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Mr. BarzanTyne. It is $9,857,000.

Mr. Prcora. It is $9,859,000, isn’t it?

Mr. BaLLantYNE. Yes; it is $9,859,912.03.

Mr. Pecora. And the total capital, surplus, and undivided profits
as of December 81, 1981, was how much ¢

Mr. Baurantyne. It was $68;459,912.03.

Mr. Pecora: Now, how much less was the total capital, surplus
and undivided profits as of December 31, 1931, than it was as o
December 31, 1930¢ -

Mr. Baunantyne. It was $23,368,660.98.

Mr. Prcora. That figure is $22,368,666.98, isn’t it?

Mr. Barrantyne. It is, as I make it, $23,368,666.98, I think.

Mr. Pecora. You say it is $23,000,000?

Mr. BALLANTYNE. Yes.

Mr. Pecora. All right. It is $23,368,666.98, is that right, now ¢

Mr. BALLANTYNE. Yes. .

Mr. Pecora. In other words, as a result of the business transacted
by the Detroit Bankers Co. and its various units during the -year,
1931, its capital, surplus, and undivided profits on December 31, 1931,
were $23,368,666.98 less than they were on December 31,1930%

Mr. BaLtaNTYNE. Yes.

Mr. Pecora. What was that reduction due to?

Mr. BaizantyNE. Why, it was due to cleaning house under the
auspices of the Federal authorities. It was not due to losses made
in 1 year by any manner of means. I desired in my report—well,
the first report I made was in June of 1931, which, by the way, was
made on figures compiled, as I say again, by Mr. Verhelle. I wanted
to have honest assets back of the figures that were to be shown there.
And we had an examination made of the allied units, the Peoples
Wayne Bank, and the First National Bank, under the jurisdiction of
Mr. Verhelle and Mr, Hopkins, and they themselves dictated what
they thought should be taken out of those banks. But by no means
did it represent the year’s losses. It was the background of many
years, and in addition as a result of depreciation. But these figures,
I give you my word for it, Mr, Pecora, were furnished to me, and
in the matter of that consolidation which was effected under my ad-
vice, it was for only one purpose, yes, Mr. Pecora, for one and only
one purpose, in order to make an honest statement.

r. PEcora. What consolidation are you now referring to?

Mr. BaruranTtyNe. Of the Peoples Wayne Bank and the First Na-
tional Bank. That was made just prior to this last statement.

Mr. Prcora. I am not asking you anything about that consolidation
now.

Mr. Barranty~e. Well, you asked me——

Mr, Pecora (interposinggl. I cannot understand why you continue
to drag that matter into your answer.

Mr. BarcantyNE. It may be that I misunderstood your question.
You asked me the reason for the difference in.these figures, and I
am Mgiving it to you.

r. PECOrA. The reason was that during the year 1931 the Detroit
Bankers Co. and its units wrote off losses that had been incurred to
the extent of the greater part of this $23,000,000, wasn’t it?

Mr. BarLanTtyNE. More than that.
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Mr. Pecora. And the greater part of those losses were incurred
during the year 1931, were they not$?

Mr. BarrantyNE. Oh, no.

Mr. Pecora. Do you know how much of them were incurred during
1931¢%

Mr. BauranTtyNE. No; I could not attempt to tell you that.

Mr. Pecora. Why do you sa{, then, that the greater part was not
incurred during the year 1931

Mr. BarraxtynNe. No; it was not.

Mr. Prcora. Why do you say the greater part of those $23,000,000
depreciation of the capital assets of the Detroit Bankers Co. and its
units was not due to losses sustained during the year 1931¢

Mr. BavrantyNe. Because I know they were not.

Mr. Prcora. How much of them were, or what proportion of them
even approximately were incurred during the year 1931¢

Mr. BarrantyNE. I am not going to hazard a guess on that.

Mr. Prcora. Aren’t gou hazarding a guess when you say the
greater part of those $23,000,000, or that approximate figures, was
not incurred and did not represent losses during the year 1931¢

Mr. BarraNTYNE. Noj I am not hazarding a guess there.

Mr. Pecora. You know that?

Mr, BavLanTyNe. Yes, sir,

Mr. Pecora. You have personal knowledge of that?

Mr, BarrantyNe. I am confident of it.

‘Mr, Pecora. Now, from whom did you get the figures that caused
%ou to say in your annual report to stockholders of the Detroit

ankers Co. for the year 1931 that the net operating income, after
customary reserves, was $7,475293.47, equal to $4.21 a share?

Mr, BawrantyNE. From the comptroller of the bank, Mr. Verhelle,

Mr. Peoora. You got them from Mr, Verhelle?

Mr. BALLANTYNE. Yes, sir.

Mr. Pecora. Do you know how he arrived at that figure

Mr. BaurantyNE. Well, he accepted the statements furnished by
the various units, I dare say, from the officers of the various units,
as mest bank comptrollers do, and measured the earnings, and
arrived at that figure.

Mr. Prcora. Now, is that what Mr. Verhelle has told you?

Mr. Bavranryne. Oh, that is the only way he could do it.

Mr. Pecora. Is that what he has told you?

Mr. BavrantyNe. No; he did not tell me that.

Mr. Pecora. You are assuming that that is how he got it?

Mr. BarrantyNE. Oh; I have known that was how he got 1%,

Mr. Pecora. You know personally that that is how he got it $

Mr. BauranTYNE. Yes, sir.

Mr. Pecora. You do not mean that, do you?

Mr. BarrantyNe, Well, I know as well as I know anything that
that was how he got it?

Mr. Pecora. Well, that is a different statement.

Mr. BarzantyNE. He is here and you can ask him.

Mr. Pecora. I am going to later on. Now, Mr. Ballantyne, did
you know that for the purpose of arriving at this figure of $7,475,
293.47 as being the net operating income o% the Detroit Bankers Co.
for the year 1931, after customary reserves had been arrived at, it
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was done substantially in the following manner: By first trans-
ferring from the reserves account the sum of $22,373,880.30 to operat-
ing account? Do you know that that was done$
r. BarLanTYNE. Well, was that donef Mr. Verhelle, do you

know that that was done?

Mr. Vernrrre. No.

Mr. BareantyNE. Noj I have no knowledge of it.

Mr. Proora. You don’t know how this figure of $7,485,293.47 was
arrived at, do you?

Mr. Barranty~NE. Well, I know that it was the sum of the earnings
regzll:ted by the various units.

. Pecora. That it was derived how?

Mr. BarLantyNE, That it was the sum of the earnings reported by
the various units of the bank. There could be no other way.

Mr. Prcora. I think I will examine Mr. Verhelle about this
matter from now on,

TESTIMONY OF JOSEPH F. VERHELLE—Resumed

Mr. Prcora. Mr. Verhelle, you have heard the. testimony just given
by Mr. Ballantyne to the effect that the figures embodied in the
annual report to stockholders of the Detroit Bankers Co. for the
year 1931 were obtained by him from you as the comptroller of
the company?

Mr. VeruarLLE, Yes, sir.

Mr. Pecora. That testimony is true, I presume?

Mr. VermrrLe. Yes, sir.

Mr. Pecora. Now, where did you get the figure of $7,475,293.47,
which is stated in this report to stockholders to have been the net
operating income of the compangv after customary reserves? Or
how did you arrive at that figure

Mr. VermeLre, Of course, In answer to the first question, as to
where I got that, it was from the various units, naturally, from the
various officers of the various units, who were responsible for the
recording of such items as earnings, expenses, and so forth; pre-
sumably from the general bookkeepers, together with the men in
the different accrual departments, and what not. As to how it was
arrived at, I would say that it took into consideration, first of all,
gross operating income which each of these units carries on its books,
which consists of a multitude of items, such as interest earned, and
so forth. I do not suppose you are interested in that detail. Then,
in addition to that, profits on investments, profits on real estate,
and recoveries on loans. The total of that was substantially, say,
within a million dollars of $35,000,000.

Mr. Pecora. Go ahead.

Mr. VeraELLE. Against that were charged the expenses of the va-
rious units. The principal item included in that, of course, was in-
terest expense, general operating expenses, in addition to which there
was charged to each such items as depreciation, any furniture and
fixtures purchased, inasmuch as none of the units carried any of
those items on their books, they being charged off immediately. So
those were charged to them. And then——

Senator CouzeNs (interposing). Were any losses charged to them?
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Mr. Vermeire. Yes. In the year 1930 we charged against—and
when I say “we” I am making a mistake. I should say the units
that made up these totals charged against their operating expense
and credited to reserve account. for the purpose of meeting losses
that would be incurred as a result of their own activities for that
year the sum of approximately 114 million dollars. That may be
out $300,000 or $400,000, and it is probably a little less than 15
million dollars. A

In the year 1931, and that is in your guestion here, instead of that
customary figure those reserves charged to operating expense were
materially increased—and again I am saying it within $300,000 or
$400,000—increased substantially, approximately $38,000,000. This

rocedure was in line with the accrual system which was in effect.

hat is, daily certain specific amounts were set up by these organi-
zations into a reserve for a contingency account, the purpose of
which was to provide for losses incurreg against the business then
conducted.

During the year 1930, as well as during the year 1931, other
amounts were charged to the undivided-profits account, as repre-
senting losses incurred during the previous years, which in the best
judgment of the men conducting the affairs of the business during
those years they had failed to realize. After all, they were chasing
this thing down the hill.

Now, the result of taking these gross earnings, which I say were
approximately $35,000,000, and deducting what must have been ap-
proximately $28,000,000 expense, was the method of arriving at
the $7,000,000.

There is a very clear explanation of that, by the way, in the June
30, 1931, report, which came out in between those two dates.

Mr. Prcora. Let me have a copy of that very clear explanation.

M&' VermeLre. That is, on this particular question you have in
mind.

Mr. Proora. Is that the only copy you have?

Mr. Veraerie. This is the only copy I have of this report.

Mr. Pecora. The document you have produced, and which you say
contains “ this very clear explanation”, is a printed document en-
titled “ Semiannua{ Report to Stockholders, June 80, 1931, of the
Detroit Bankers Co.”

Mr. Chairman, I offer it in evidence.

. Senator Couzens. Mr. Verhelle, was that report circulated among
the public?

r. VEREELLE. It was circulated in exactly the same or identical
manner as’is done in the case of any bank to the stockholders.

Mr. Pecora. Mr. Chairman, I offer it in evidence, but it need not
be spread on the record as it is quite voluminous.

Senator Couzens. The report will be received in evidence, and
appropriately marked as to exhibit number, with the understanding
that it is not to be spread in full on the record.

(The semiannual report of Detroit Bankers Co. to stockholders,
as of the date June 30, 1931, was marked “ Committee Exhibit No.
11, Jan. 25, 1984 ”, and will be kept in the files of the subcommittee,
not to be printed in the hearings.f
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Mr. Pecora. Mr. Verhelle, will you refer me in this semiannual
report, which has just been received in evidence as committee exhibit
no, ll,gto this very clear explanation of the question I propounded
to you

Mr. VeraELLE, The question to which this provides an explanation
is the question as to what happened to the $23,000,000 referred to
before. This takes into consideration only one half of the year and
contains at. the beginning of the statement—may I just read it?

Mr. Prcora. I will tell you what I think you better do: Just take
a pencil and indicate by marginal notes or lines the portion that
constitutes this “ very clear explanation ”, and let me have it,

Mr. Veraerre. All right. at is now marked so as to show it.

Mr. Pecora. You do not mean the pages in between where you
have marked the report, do you?

Mr. Verazrie. No, sir.

Mr. Prcora. You have marked a page which I will now read into
the record:

To the stockholders of the Detroit Bankers Co.:

f'li];glreport herewith submitted covers our operations during the first half
(U H

The combined earnings of the banking units for the first 6 months of 1931,
after setting aside reserves for every form of expense, including interest, taxes,
depreciation, and so forth, were $5,819,669.18. Out of these earnings there
was set aside reserves for contingencies of $1,918,820.70. Net earnings available
for dividends were $3,908,748.48. Dividends paid were $3,036,200. The balance
that was transferred to undivided profits was $872,548.48.

And the other page that you have marked in this report reads as
follows:

Undivided profits on December 381, 1931, $17,218,579.01, less amount transferred
to surplus, Grosse Pointe Savings Bank of $15,000, balance $17,203,679.01; less
amounts- set aside as reserves to guarantee deposits of other banks, $1,967,-
788.50, balance $15,285,790.51; less amounts transferred to reserves for con-
tingencies, $6.000,000, balance $9,235,790.51. Add profits first half of 1931,
$3,908,748.48, gives $13,144,538.99 ;. less dividends paid first half of 1931, $3,036,-
200; undivided profits on June 30, 1931, $10,108,338.99.

_Is that right? These are the two pages in the semiannual report
that you marked.

Mr. VergeLLE. Yes.

Mr. Pecora. These two pages constitute the “ very clear explana-
tion ” that you have referred to. ,

Mr. VererLie. To one of your questions, as to the method by
which it was arrived at, being an answer to one of your questions,
because that takes into consideration the first halg of the year,
whereas your question referred to the year 1931.

Mr. Prcora. Well, so far as I can understand these two pages,
which constitute this “ very clear explanation ”, they show, among
other things, that on December 31, 1930, the undivided profits of the
Detroit Bankers Co. and its units amounted to $17,218,579.01; and
at the end of the first half of 1931, namely, on June 30, 1931, or 6
months later, those undivided profits had ﬁeen reduced to $10,108,-
838.99, or a loss in the undivided profits account of over $7,000,000
for the first 6 months of the year 1931. Isn’t that correct?

Mr. Verueerre. Except for the word “losses.” It is a reduction.
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Mr. Prcora. Well, we will call it a reduction. OQr does it represent
losses, or does it represent anything other than losses, what you now
call a reduction?

Mr. VerueLiE. It represents a reduction in the undivided profits
account, because you asked me——

Mr. Prcora. (interposing). Doesn’t that reduction represent, in
substance and effect, lossesg

Mr. Vermrrre. No, sir.

Mr. Pecora. What does it represent

Mr. Veraeire. I can myself clearly explain that by taking a spe-
cific item to which that would be applied. That is, taking one of
the items that make up that group.

Mr. Pecora. Why not just take this page, embodied in the semi-
annual report marked in evidence * Committee Exhibit No. 117,
which page you have marked as one of two pages furnishing this
“ very clear explanation "¢

Mr. Veruaerre. Well, I cannot explain it your way, sir.

Senator CouzeNs (%residing). We will give you until after lunch
to explain it. The subcommittee will now recess until 2 o’clock p.m.
Mr. Veruerie. May I have that semiannual report, Mr. Pecora{

Mr, Prcora. Yes; if you need it.

Mr. VeresLLE. I haven’t another copy of it.

“Mr. Proora. All right,

(Thereupon, at 12: 50 p.m., Thursday, Jan. 25, 1934, the subcom-

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

AFTERNOON SESSION

The hearing was resumed at the expiration of the recess.
genator Couzens (presiding). The hearing will please come to
order.

TESTIMONY OF JOSEPH F. VERHELLE—Resumed

Mr. Prcora. The last question and answer, Mr. Verhelle, are as
follows:

Mr. Proora. Well, so far as I can understand these two pages, which con-
stitute this very clear explanation, they show, among other things, that on
December 31, 1930, the undivided profits of the Detroit Bankers Co. and its
~’banking units amounted to $17,218,5679,01, and at the end of the first half of
'1981, namely, on June 30, 1931, or 6 months later, those undivided profits had
been reduced to $10,108,338.99, or a loss in the undivided-profit account of over
$7,000,000 for the first 6 months of the year 1931. Is not that correct?

Mr. VerueLLe Except for the word “loss”; it is a reduction.

Now, what was that_reduction in the undivided-profits item of
over $7,000,000 due to, Mr. Verhelle? We are talking now about a
reduction established through the first 6 months of the year 1931.

Mr. Veraerre. The principal item in that statement resulting in
the reduction in the undivided-profit account is the transfer to the
reserve for contingencies in the amount of $6,000,000, which figure
represents amounts set aside by various units of the group to provide
for the writing down of assets contained in their statements in case
the amounts at which they are set up are not fully realized upon
from liquidation.
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Mr. Pecora. You have given ug the principal item ¢

Mr. Verarire. The item directly above, of $1,967,788.50, is a sim-
ilar item but pertains particularly to banks that were in liquida-
tion, taken over by some of the other Detroit banks or banks in the
immediate vicinity of Detroit.

Mr. Pecora. Are you able to give the committee the break-down
of the items that produce this net operating income after customary
reserves of $7,475,293.47, set forth in the annual report to the stock-
holders of the holding company, the Detroit Bankers Co., for the
year 1931%

Mr. Veruerre. I can give those to you approximately.

Mr. Pecora. Well, do it that way, then, please.

Mr. VermErre. On the income side there is a gross income of -ap-
proximately $34,192,000. There are profits on investments totaling
approximateiy $1,1561,000; profits on real estate totaling approxi-
mately $38,000; recoveries on charge-off items of approximately
$208,000, making a total of $35,589,000.

From that should be deducted expense of interest totaling
$12,645,000; general expense of $11,525,000; depreciation of
$385,000; furniture and fixtures, $117,000; building company,
$340,000. All these figures are approximate. The contingent re-
-serves -were credited with $3,100,000. That makes a grand total of
expense to be deducted from the $35,000,000 of $28,112,000, which,
when deducted, results in net operating income of $7,477,000.

As I have indicated, these figures are approximate, and I appear
to be off a couple of thousand dollars, not having the books of these
units here.

Out of that income of $7,477,000 was paid $6,051,000 in dividends,
resulting in a net earning over dividends of $1,425,000, approxi-
mately. We had an invested capital at the beginning of the year of
$91,828,579.01. We will have to drop the end figures, because I am
dealing in thousands. To that was added income over dividends of
$1,425,000, resulting in a new invested capital figure of $93,253,000.

Through the declaration of the special dividend by the Detroit
Trust Co. this figure was reduced by $4,000,000 and was further re-
duced by a million and a half in connection with the special divi-
dend of the First National Bank, and there were charged off, as
nearly as I can figure, or charge down, assets totaling 519,292 000.
So that we have reductions in the invested capital totaling $24,-
792,000 which, when deducted from $93253,000, leaves -us with
$68,461,000. I was $2,000 off at-the beginning——

Mr. Pecora. As what? '

Mr. VerarLrE. Representing an invested capital after these
changes were made.

Mr. Pecora. The amount of that invested capital, as you call it,
represents capital stock, surplus, and undivided proéts, (ﬂ)es it not?

r. VERHELLE, Yes, sir.

Mr. Pecora. In the annual report for 1931 the aggregate amount
of invested capital, as you call 1t, is given as $68,459,912.03. That
is a fairly accurate figure, is it not?

Mr. VeraErie. Yes. Pardon me, sir. The figures of course in
this report are correct.
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Mr. Pecora. Those that you have given us here this afternoon
are approximates?

Mr. VerseLLE. Yes, sir.

Mr. Prcora. The amount of the invested capital, as you call it, for
the Detroit Bankers Co. and of its units as of December 31, 1930,
was $91,828,579.01, wag it not?

Mr. VerHELLE. Yes, sir. .

‘Mr. Prcora. Resulting in a reduction of invested capital or a
reduction of the combined capital, surplus, and undivided profits, of
over $23,000,000 between. December 81, 1980, and December 81, 1931 ¢

My, VermELLE. Correct.

Mr. Pecora. That reduction was due to the various transactions
that you have set forth here this afternoon?

Mr. Veruerie. Yes, sir.

Mr. Pecora. And the principal item that contributed to that reduc-
tion of over $23,000,000 in the capital assets of the company in 1
year’s time was a charge-down of assets amounting to $19,292,000,
approximately ¢

EIr. VERHELLE. Yes, sir.

Mr. Pecora. As a matter of fact, at the end of 1931 the financial
condition of the comgany and its combined banking units was
$23,0?00,000 worse off than its condition at the end of the preceding
year

Mr. Vermzrie. No, sir.

Mr.. Pecora. Is not that the condition reflected by the capital as-
sets of the company and its units as of the close of business in 1930
as compared with the close of business in 1931%

Mr. Veeserre. That is the condition as reflected by those ipaau‘—
ticular figures, sir, but it does not reflect the actual -condition of the
assets behind them.

Mr. Pecora. Well, at the end of 1931 was the Detroit Bankers Co.
better off financially than it was at the end of the preceding year?

Mr. VerreLLE. 1t was not.

Mr. Pecora. Is there anything in the annual report given to the
stockholders for the year 1931 that sets that forth?

Mr. VeraeLLe. Not in the annual report, sir, but in another letter
written to the stockholders concerning this particular matter.

Mr. Pecora. Can you produce such other letter or a copy of it?

Mr. VeraeLLE. I meant to bring that. [After referring to files:]
I would like to explain that a letter was written during the month
of November to the stockholders of these various units——

Mr. Pecora. November of what year?

Mr. Vermerre. Of 1931—which was written in the offices of the
Detroit Bankers Co. after consultation with various individuals.

Mr. Pecora. After consultation with whom ?

Mr. VermeLLE. Various officers and directors.

Mr. Pecora. Well, who were they ¢

Mr. VeraeLLE. Among them would be Mr. Mark Wilson, who is
an officer of the Détroit %ankers Co.; and I do not specifically recall
just at this particular moment—it may come to me in a moment—
what directors. This letter was drafted——

Mr. Prcora. Did you have a conference with those gentlemen ¢
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Mr. VergeLie. Well, I had a number of discussions with them
over the type of letter, which letter was sent out to Mr. Ballantyne
that evening for his review; and I have here a letter which was
sent out to him, together with a letter that was actually sent out to
the stockholders containing the changes recommended by him in that
particular letter. There was also that day——

Mr. Pecora. Before you go any further, will you produce the let-
ter that you say was sent out to the stockholders?y

Senator Couzens. First, produce the one, if you can, that was
sent to Mr. Ballentyne, and then the one that was corrected by him
and sent to the stockholders.

Mr. Veraerire (handing two papers to Mr. Pecora). In addition
to those letters there were other methods by which the public was
informed, of which I can get you copies.

Mr. Prcora. You have produced here in response to a question
a photostatic copy of what purports to be a letter on the letterhead of
Detroit Bankers Co. addressed “To our stockholders ”, dated No-
vember 21, 1931; but I see a legend or inscription in the upper
right-hand corner of this photostatic copy reading as follows:

“ This letter was not sent out.”

Was this letter sent out?

Mr. VeraeLie. As I have attempted to explain, that was the first
draft of the letter, and the next letter was the actual one.

. Mr. Prcora. Suppose we put in evidence the photostatic copy of
the letter that the witness has now referred to as the first draf{ of
the letter to the stockholders but which was not sent out to the
stockholders.

Senator Couzens. That may be entered.

(Photostatic copy of draft of letter dated Nov. 21, 1931, addressed,
on the letterhead og the Detroit Bankers Co., “ To our stockholders ”,
;v;slxs'gf%yed in evidence, marked “ Committee Exhibit No. 12, Jan.

Mr. Prcora. You also have given.me, in response to a request that
you produce the letter or copy thereof that was sent to the stock-
holders, what appears to be a mimeograph copy of a letter on the
letterhead of the Detroit Bankers Co., dated {Iovember 21, 1931,
addressed “To our stockholders” and bearing a facsimile of the
signature of John Ballantyne, president. I offer that in evidence.

Senator Couzens. That may be entered.

(Mimeograph copy of letter on letterhead of the Detroit Bankers
Co., dated Nov. 21, 1931, addressed “ To our stockholders ” and bear-
ing facsimile signature of John Ballantyne, president, was received
in evidence, marked “ Committee Exhibit No. 13, Jan. 25, 1934.”)

Mr. Pecora. The letter last offered in evidence, or the copy of the
letter last offered in evidence, marked “ Exhibit 18 ” of this date, is
a copy, you say, of the letter that was actually sent out to all stock-
holders of the Detroit Bankers Co.?

Mr; Vermxrie. I would say so; yes, sir.

Mr. Prcora. Do you know who prepared the first letter, that is,
the draft which was not sent out and which has been marked as
“ Exhibit no. 12 ” of this date?

Mr. VermELLE. T believe I did, sir.
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Mr. Pecora. Who prepared the letter marked ¢ Exhibit no. 13”
which was sent out to the stockholders?

Mr. Verugerie, The letter, no. 13, is substantially a copy of letter
no. 12, with the addition of one paragraph. )

Mr. Pecora. Who prepared it in the form in which it was sent
out and in which it has been received in evidence?

Mr. Veraerre. The change was made by Mr. Ballantyne, but I do
not know who did the actual wording of it, who is responsible for
the actual wording of the paragraph itself.

Mr. Prcora. The only change or difference between exhibit 12 and
exhibit 18 is the inclusion in exhibit 13, which is a copy of the letter
that was sent out, of what appears therein as the second paragraph;
is that right?

Mr. VeraeLLE. 1 believe that is correct, sir.

Mr. Pecora. And you believe that in all other respects exhibit 13
is the same as exhibit 12 in form$

Mr. VerueLLe. I could read them back and determine definitely.

Mr. Prcora. I will read Exhibit No. 12, the draft of the letter
which was not sent out——

Senator Couzens. And which was sent to Mr. Ballantyne for
revision ¢

Mr. Pecora. Yes. [Reading:]

“To our Stockholders:

“ The board of directors of the Detroit Bankers Company believe that greater
progress in attaining the purposes of this company can be mrade by the con-
solidation of the Peoples Wayne County Bank and the First National Bank
in Detroit, and accordingly have recommended the consolidation of these two
institutions under the name of the First Wayne National Bank. To you as
stockholders the results will be reflected in increased earnings for your com-
pany, and to you as customers in an improved and more c¢onvenient type of
service. It is contemplated that this consolidation shall be effective on or
about December 31, 1931. This will give Detroit, which is the fourth largest
city in the United States, a bank commensurate with its importance.

“According to the latest published statements the resultant consolidated insti-
tution will be among the first ten in the country in resources and deposits.

“ We trust that you will share the management’s pride not in the size of the
First Wayne National Bank, but in its usefulness to the community, The
usua‘laaqu”arterly dividend has been declared to holders of record on December
21, 1931,

The letter marked as “ Exhibit no. 18 ” in evidence reads as follows
[reading] :

“To our Stockholders:

“ The board of directors ofthe Detroit Bankers Company believe that greater
progress in attaining the purposes of this company can be made by the con-
solidation of the Peoples Wayne County Bank and the First National Bank
in Detroit, and accordingly have recommended the consolidation of these two
institutions under the name of the First Wayne National Bank.

“The new bank will have a capital of $25,000,000, surplus of $25,000,000,
and undivided profits in excess of $7,000,000. It will have total deposits of
approximately $500,000,000 and total resources of approximately $600,000,000,

“We have taken this occasion to make the needed charge-offs and to set
up ample reserves. To you as stockholders the results will be reflected in
economy of operation, and to you as customers in an improved and more
convenient type of service.

“1t is contemplated that this consolidation shall be effective on or about
December 381, 1931. This will give Detroit, which is the fourth largest city
in the United States, a bank commensurate with {ts Importance.
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“According to the latest published statements the resultant consolidated
institution will be among the first ten in the country in resources and deposits.

“We trust that you will share the management’s pride, not in the size of
the First Wayne National Bank, but in its usefulness to the community.

“The usual quarterly dividend has been declared to holders of record on
December 21, 1931.”

It is signed “ John Ballantyne, president ”, and dated November
21, 1931.

The only differences that have been noted between these two
letters, Mr. Verhelle, is the inclusion as entirely new matter in
exhibit no. 13 of the second n-Ea,ra,graph thereof, which gives the
capital set-up of the new bank, and the following change in the
%hrqse‘ol({gy of the third paragr?h of the letter that was sent out,

xhibit No. 13, which corresponds in substance to the second para-
graph of the draft of the letter, Exhibit No. 12, which was not sent
out. That paragraph in the proposed, or draft letter, reads as
follows:

“To you as Stockholders the results will be refiected in inereased earnings

fo your company, and to you as customers in an improved and more con-
venient type of service.”

In exhibit 13, which is the letter sent out, that reads as follows:
To you as sockholders the results will be reflected in economy of operation—
instead of increased earnings to your company—
and to you as customers in an improved and more convenient type of service.

Which corresponds to the balance of the paragraph in exhibit 12,

Now, Mr. Verhelle, you. produced these two exhibits in answer
to my question as to whether or not there was given to the stock-
holders of the Detroit Bankers Co. any information showing that
at the end of the year 1931 the financial condition of the company
was not as good as it was at the end of the preceding year. Wherein
do you seen anything in either of these two exhibits, 12 and 13—or
let us confine it to exhibit no. 18, which is the one that was sent to
the stockholders, accordin% to your testimony—which gives that
information to the stockholders of the Detroit Bankers Co.?

Mr. Vereerie. I am not quite sure that those letters were given
to you in answer to that specific question.

r. PEcora. For what purpose, then, or in answer to what ques-
tion, did you produce these letters?

Mr. VerueLLE. As an indication—at the time I produced them I
thought I was producing them as an indication of some specific notice
to the stockholders that changes were taking place. As to the actual
condition of the Detroit Bankers Co. at the end of 1931 and 1930,
it is my very definite opinion at the present time, which, of course,
takes into consideration events that have since occurred—but as far
as the statement to the effect that the Detroit Bankers Co. was not
in as good shape at the end of 1931 as it was at the end of 1930
appearing in a letter sent the stockholders, of course, no such state-
ment appears there and it would have been completeiy out of order
in any statement at that particular time.

Mr. Prcora. Why would it have been out of order if it was the
fact?

Mr. Vermerre, Well, there are a great many and varied reasons.
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Mr. Pecora. Give us the reasons that cause you to believe it would
have been out of order to have sent out any letter or information to
the stockholders which would have informed them that the condi-
tion of the company at the end of the year 1931 was not as good as
it was at the end of the preceding year.

Mr. Veruaewre. One very good reason was that at that particular
time we felt that we were climbing the hill and getting back out
with this organization; that this organization was definitely coming
out of the woods.

Mr. Precora. Was the fact that you were coming out of the woods
reflected by the reduction of $23,000,000, ap]ﬂroximatelyz in the capi-
tal assets of the company as compared with those capital assets in
the preceding year{

r. VeraELLE. No, sir; not by that, but by other factors.

Mr. Pecora. Go ahead—what other factors?

Mr. Veruaerre. The first one would be, I presume the most im-
portant, the assurances which we had received that we had made a
thorough job of housecleaning——

Mr. %’ECORA Who gave you those assurances?

Mr, Veruaerre, The comptroller’s representatives.

Mr. Pecora. Whot

Mr. Veruerie, Mr. Leyburn.

Mr. Prcora. Did he give you those assurances?

Mr. VermeLie.” No, sir.

Mr. Pecora. Did you hear him give them to anybody else?

Mr. Veruazme. No, sir.

Mr. Prcora. Did you ever see those assurances from him in
writing addressed to anybody?

Mr. Veraerie. Not that I can recall, sir. _

Mr? Proora. How do you know about the giving of those assur-
ances

Mr. Verueire. Principally because I was informed of the fact
that Mr. Leyburn had stated that——

Mr. Pecora. Who informed you of that?

Mr. Vermgzrre. Mr. John Ballantyne.

Mr. Pecora. Anyone else that you can recall ?

Mr. VeruerLE. 1 cannot think of anyone just at this moment.

Mr. Pecora. Didn’t you know, as the comptroller of the Detroit
Bankers Co. during all of this time, Mr. Verhelle, that special divi-
dends aggrefati.ng in amount 5% million dollars had been declared
by certain of the units of the holding company to enable the holding
coilﬁa%y to meet its obligations during the year 19311%

. VerEELLE. I would like to add to that question—I will answer
the question. Yes; I knew that dividends had been declared of 5145
million dollars.

Mr. Prcora. Special dividends?

Mr. Vermerre. Special dividends, so that the holding compan
might meet the obligations which it had incurred in connection wi
this $7,000,000 that has been the subject of so much discussion here.

Mr. Prcora. So long as you put it in that way, Mr. Verhelle, let
me again ask you if it is not the fact, to your personal knowledge,
that of those special dividends a%]gregating 51, million dollars, 114
million dollars was declared by the unit which paid it for the spe-
cific purpose of enabling the First National Co. to discharge an
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obligation of about a million and a half which it owed to the First
National Bank in Detroit? Is not that the fact, to your absolute
knowledge ¢

Mr. VerueLLe. No, sir; it is not.

Mr. Prcora. Is not that the fact set forth in the resolution declar-
ing that special dividend that was the subject of the examination
of Mr. Long before this committee this morning, in your presence
and hearing$ ~

Mr. VerurrLe. Yes, sir,

Mr. Pecora. Why do you say that it would have been out of order
to have sent out a report to the stockholders of the Detroit Bankers
Co. showing that its condition at the end of the year 1931 was not as
good as it was at the end of the year 1980%

Mr. Veraerre, That question has such a broad answer that——

Mr. Pecora. I do not care how broad the answer is.

Mr. Vermerre. It would have been disastrous to do a thing of that
sort, because in the first place the truth of it would have been ques-
tionable. In the second place, to make a statement of that sort
would have been certainly contrary to everything that everyone was
attempting to do at that time, :atn(i7 that is to hold up the house, the
general siuation existing throughout the country.

Mr. Prcora. And in the effort to hold up the house do you think it
was necessary to keep the stockholders of the Detroit Bankers Co.,
which is the house, I understand, you were trying to hold up——

Mr. Verueure. No, sir; I beg your pardon, sir. I qualified the
statement and stated that the house referred to the general situation
existing throughout the country.

Mr. Pecora. You said the truth of the statement to the effect that
the financial condition of the Detroit Bankers Co. at the end of he

ear 1931 was worse than it was at the end of the year 1930, could

e questioned. You yourself have admitted here this afternoon that
it was the truth that at the end of the year 1931 the financial con-
dition of the Detroit Bankers Co. and its units was not as good as
it was at the end of the preceding year, so how could the truth of it
be questioned ?

]&r. VeraErLE. Because my admission was based upon facts now
in my possession, since the closing of this bank, whereas I referred
to that statement as of the end of that particular year, and the
knowledge then in my possession.

Mr. Pecora. You know now that the knowledge in your possession
enables you to assert that the financial condition of the company at
the end of 1931 was worse than it was at the end of the preceging
year; do you not?

r. Veruerie, The knowledge now in my possession; yes, sir.

Mr. Pecora. Did you not have substantially tﬁat same knowledge
when you gave Mr. Ballantyne the figures that were embodied by
him in his annual report to the stockholders for the year 1931%

Mr, VEerHELLE. No; sir.

Mr. Prcora. Didn’t you have knowledge at that time that the
capital assets of the Detroit Bankers Co. had been reduced by over
23 million dollars at the end of 1931, from what they were at the
end of 1930?
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Mr. Veraerre. From what they were listed at in the figures that
were on the books of these different units.

‘Mr. Proora. And didn’t that indicate a worse financial condition
than existed at the end of the year 1930%

Mr. Veruarrie. Not in itself, sir.

Mr. Pecora. You said it would have been disastrous to have told
the stockholders of the group that the financial condition of the
company at the end of 1931 was worse than it had been the year
before. That would have been disastrous to whom ?

Mr. VerrrrLe. To the whole country; and furthermore, it would
have been a very questionable item, a very questionable statement,
because we had the rather very definite feeling that we had there
one of the very strongest banks in the country.

Senator Couzens. Why did you write down your assets about 19
million dollars at that time?

Mr. Vereerre. In order to state them at conservative values, in
order that the assets might in some measure represent the figures
which were covered by the statement.

Senator Couzens. That being the fact, then, that showed the differ-
ence between the end of 1930 and the end of 1931, did it not?

Mr. VermELLE. No, sir.

Mr. Prcora. Were the figures falsé at the end of 1930, then?

Mr. Verurerre. No, sir.

Senator Couzens. Why did you write down 19 million dollars in
that period of years if both figures were truef

Mr. Veraerre. It is purely a question of judgment as to the value
at which an asset should be stated in a report.

Senator Couzens. But your judgment was that the value of the
assets at the end of 1931 was some 19 million dollars less than it was
in 1930, is that true?

Mr. VeraeLre. Than reflected in the

Senator Couzens. Is that true, that your judgment was——

Mr. Veruenie. I did not quite understand your question.

Senator Couzens. You said these assets were valued as a matter
of judgment, and your judgment was that at the end of 1931 the
assets were worth some 19 million dollars less than they were at the
end of 1930. Is that true?

Mr. Vermerre. Than various examiners might have thought they
were worth at the end of 1930.

Senator Couzens. You gave these figures to Mr. Ballantyne.
What did you think? Did you agree with the examiners?

Mr. Veruxrie. I believe in substance I did, substantially.

Senator Couzens. Then your answer to my question is yes, that you
thought the assets were worth some 19 million dollars less at the end
of 1931 than they were at the end of 1930.

Mr. Vergerie. No, sir; it is not.

Senator Couzens. You had better read your testimony over, be-
cause you are falsifying, and subject to contempt of the Senate.

Mr. VeraELLE. I do not understand your question, sir, then, if
that is the case.

Senator Couzens. You at one time said that you were in substantial
agreement with the examiners, and therefore you wrote down the
assets at the end of 1931 some 19 million dollars less than they were
in 1930, at the end of 1930. I asked you if that was not in substantial
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agreement with your judgment, and you said yes. Then I asked
whether or not, in your judgment, the assets were not worth some
19 million dollars less at the end of 1931 than they were worth in
1930, and you said no. .

Mr. VerueLLE. Your question, as I understood it, was just a trifle
different than it is worded now.

Senator Couzens, Well, take it as I have worded it now, then.

Mr. VerurLLE. Than they were in 1930, on the books of those units.

-Senator Couzens. Yes.

Mr. VerHELLE. The answer is yes, they were.

Senator Couzens. They were worth less?

Mr. VererLLE. They were worth substantially less than they were
worth according to the figures represented.

Senator Couzens. Yes; and those figures were in accordance with
your judgment.
thMr‘ VermELLE. For 1930? No, sir. I had nothing to do with

at.

Senattor Couzens. I am talking about 1981.

Mr. VeraeLie. In 1931 I substantially agreed with the figures of
the examiners.

Senator Couzens, So that, in effect, you substantially agree that
the assets at the end of December 1981 were worth some 19 million
dollars less than they were December 80, 1930¢

Mr. VeruEeLLE. Not than they were worth in 1930.

Senator Couzens. Than the{lwere valued at.

19;]3%1-. VermeLLE, Than they had been carried on the books at in

Senator Couzens, Yes.

Mr. VeraELLE, Yes, sir.

Mr. Pecora. Mr. Verhelle, was any estimate made by anybody con-
nected with the Detroit Bankers Co. at any time during the year
1931 of the approximate amount of the losses that had been sus-
tained due to various causes, including depreciation of value of
securities ¢

Mr. VerreLLe, Including what? Will you read the last part of
ths?’;r uest%)n? 1 1 )

e reporter read the pending question.

Mr. VerrELLE. 1982, you said ¢ b

Mr. Prcora: No; I said 1931. The stenographer has it right.

Mr. VeraErLe. I believe I made such an estimate.

. Mr. Pecora. What was the amount of the estimate of those losses
which you made?

Mr. %’ERB:ELLE I think it was substantially in accordance with
‘the examiner’s estimate.

Mr. Pecora. What was the amount?

Mr. VergerrLe, I do not recall the amount, sir.

Senator Couzens. Can you estimate it? Can you estimate the
amount?

Mr. Vermerre, I would have to base it on the amount which the
examiner reported. .

Mr. Prcora. What examiner are you referring to?

Mr. VerueLie. All the examiners, I should say.

Mr. Pecora. What examiners are you referring to now?
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Mr. VeraeLLe. The national banking department examiners and—
well, the thing would be very hazy on my part, because it involved a
large number of examiners, and these examinations involved a large
number of units.

Mr. Prcora. You mean by the examiners, the gentlemen who ex-
amined for the Comptroller of the Currency, the national bank units,
and the gentlemen who examined for the State Banking Commis-
sioner of Michigan, the State bank units?

Mr. VerHELLE. Y’es, plus, probably, some of our own examiners.

Mr. Prcora. See if you can recall approximately the amount of the
losses that were estimated in the year 1931 to have been sustained,
whether it be your independent estimate or whether it be your esti-
matc?I inf agreement with the estimates of these examiners that you
speak of. .

Mr. Verdgerre. I am sorry, sir, but I could not do that.

Mr. Pecora. You could not do it. Let us see if I cannot refresh
your recollection a bit. You know, do you not, that it was legally
required of the Detroit Bankers Co., under the laws of the State of
Michigean, to file with the Michigan Securities Commission an annual
report?

r. VErueLLE. Yes, sir.

Mr. Pecora. And you know that such an annual report was filed
for the year 1931%

Mr. Veraerre. Yes, sir.

Mr. Prcora. In behalf of the Detroit Bankers Co.#%

Mr. VeruELLe. Yes, sir.

Mr. Pecora. Did you prepare that report?

Mr. VeraELLE. I did not personally prepare it, sir, but it was pre-
pared in the Detroit Bankers Co. by one of the men there.

Mr. Pecora. Did you have anything to do with the preparation or
furnishing of the data embodied in that report?

Mr. VeraELLE. Personally?

Mr. Prcora. Yes.

Mr. VeraeriE. I seriously doubt it, sir.

Mr. Pecora. You seriously doubt whether you did or not?

Mr. VeraerrLe. Whether I personally furnished any data in con-
nection with the preparation of that report. I presume it was
made out by just going through the books,

Mr. Pecora. By your subordinates?

Mr. Verugrie. I presume so.

Mr. Proora. Without any approval by you?

Mr. VeruELLE. I probably looked at it to see if it was substan-
tially correct, although I am not certain of that. It would depend
upon what report you are speakinfi of, which year.

Mr. Pecora. I am speaking of the year 1931, and I have so stated.

Mr. VeraerpLe. I think that the 1931 report was prepared by the
treasurer of the company, if it is in writing. I can tell—

Senator Couzens. Were those figures taken from the books of the
Bankers Co. ¢

Mr. VerHELLE. Yes, sir.

Senator Couzens. You had charge of the books as comptroller,.
did you not? '

Mr. VeruELLE. Yes, sir.
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Mr. Pecora. I show you what purports to be photostatic copy of
the annual report for the year 19311—Eled with. the Michigan Secur-
ities Commission by or on behalf of the Detroit Bankers Co. Will
you look at it and tell me if you recognize it to be a true and cor-
rected copy of such a report? [Handing paper to the witness.]

Mr. VeraerLe. I would say yes, sir.

Mr. Pecora. I offer it in evidence.

Senator Couzens (presiding). It may be entered without being
spread on the record.

(Copy of annual report, 1931, filed with Michigan Securities
Commission by Detroit Bankers Co. was received in evidence,
marked “ Committee Exhibit No. 14, Jan. 25, 1934 ”, and the same
is not to be printed here for the reason stated above.)

Mr. Pecora. In this annual report, a copy of which has just been
received in evidence as Committee’s Exhibit No. 14 of this date, the
following item appears [reading]:

Decrease in investments $22,015,428.74.

Do you notice it? Have you a copy of this report before you?

Mr, VermrLLE. 1 was trying to see whether I had one.

Mr. Pecora. In the lower left-hand side of the front page, Mr.
Verhelle.

Mr. VerarLLE. Yes, sir.

Mr. Prcora. You have every reason to believe that that was a
correct item, have you not?

Mr. VermrLLe. I have every reason to believe that this is correct;
yes, sir.

Mr. Proora. Does that indicate to you that it was correctly re-
ported to the Michigan Securities Commission by the Detroit Bank-
ers Co., through the medium of this report, that during the year
1931 the company had suffered a decrease in the value of its invest-
ments amounting to $22,015,428.74%

Mr. Vermrre, It had taken that decrease. That decrease repre-
sents the decrease that we have been discussing, as you know.

Mr. Pecora. Won’t you please answer my question? Read the
question.

(The reporter read the pending question.)

Mr. Vermerie. I would not know, sir, without studying this a bit.
I am sorry. I did not make up this report, sir.

Mr. Pecora. I did not either. You were the comptroller, not I.

Senator Couzexs. You are an officer of one of the new banks, are
you not?

Mr. VermeLLE. I am; yes, sir.

‘Would you please read that question again?

(The reporter read as follows:)

Mr. Prcora. Does that indicate to you that it was correctly reported to the
Michigan Securities Commission by the Detroit Bankers Co., through the
medium of this report, that during the year 1931 the company had suffered
a decrease in the value of its investments amounting to $22,015,428.74?

Mr. Vermerre. No, sir.

Mr. Prcora. What does that item indicate to you?

Mr. Veruerre. That item would, off-hand, indicate to me that the
$22,000,000 represents a reduction in invested capital of the units
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owned by the Detroit Bankers Co., as differentiated from a decrease
in the value of those actual securities. Inasmuch as the values of
securities are not purely those of book value, these figures repre-
senting purely book value, it would not affect the actual value, and
certainly did not affect the actual value as indicated by this par-
ticular figure here.

Mr. Prcora. Do you notice, Mr. Verhelle, that this item of
$22,015,428.74 is denominated in this annual report filed with the
Michigan Securities Commission as “decrease in investments”?
You note that, do you not?

Mr, VERHELLE. Yes, sir.

Mr. Pecora. Do you note further that it is one of the items ap-
pearin% in the statement of profit-and-loss account shown in this

regz:t
. VERHELLE. Yes, sir,

Mr. Pecora. Does not that indicate to you, looking at this report
in the form in which it appears, that according to this report the
Detroit Bankers Co. sustained a loss of $22,015428.74 during the
year 1931 through decrease in the value of its investments?

Mr. VeruELiE. It indicates to me that an unfortunate—

Mr. Pecora. Can you answer the question yes or no?

Mr. Vermrrre. No, sir.

Mr. Proora. Why not?

Mr. VeruzLLe. Because the re represents, I presume, the dif-
ference between the invested capital structure as ofp the beginning of
the year, and as of the end of the year, and that figure would not
and should not be considered as a loss.

Mr. Pecora. Why is it included in the profit and loss statement
if it should not be regarded as a loss?

Mr. VeraeLLE., That question will have to be put to Mr. Lewright.

Mr. Peoora. Why to Mr. Lewright and not to you?

Mr. Verurrie. Because I do not know.

Mr. Pecora. You were the comptroller of the company.

Mr. VeraeLLe. Yes; but the comptroller——

M;'lr. Pecora. And had charge of these records and accounts, didn’t
you

Mr. Veruenie, This particular report was prepared by the treas-
urer of the company, who had really charge of the preparation of
this report. ,

Mr. Prcora. I thought you said before that the data ethbodied in
this report were furnished by subordinates of yours, and you looked
them over.

Mr. VerBELLE. 1 generaII{l did; yes, sir.,

Mr. Proora. Did you in this instance?

Mr. Verueiir. I would not be sure, sir.

Mr. Prcora. Let us see if I can refresh your recollection further
or by other means as to the ampunt of loss it was estimated the De-
troit Bankers Co. sustained during the dyear 1931, to your knowledge.
Do you recall submitting a memorandum to Mr. Ballantyne some-
time in March 1932 that contained a reference to the losses esti-
mated sometime during the preceding year$%

Mr. VeruELLE. No, sir.

Mr. Pecora. I show you what purports to be a photostatic repro-
duction of such memorandum, dated March 7, 1932, and addressed to
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Mr. John Ballantyne, signed by the comptroller, having the initials
“JF.V.” at the end of the memorandum on theleft-hand side. Tell
me if you recognize it to be a true and correct copy of a memorandum
which you prepared and gave to Mr. Ballantyne on that date.

Senator (P‘JOUZENS. That appears to be one of the memorandums
that was not extracted from the files of the Detroit Bankers Co.

Mr. VerueLie. I seriously doubt if I sent that memorandum,
sir, for the reason that I am in the habit of initialing my copies.

Mr. Pecora. Who prepared that?

Mr. VermELLE. I dictated this.

Mr. Pecora. I offer it in evidence.

Senator CouzeNns (presiding). It may be entered.

(Memorandum Mar. 7, 1932, Verhelle to Ballantyne, was received
i1.1s1)3zx:j)dence and marked ¢ Committee’s Exhibit No. 15, Jan. 25,

Senator Couzens. Did you ever have any conferences with any
representatives of the Department of Justice about the records of
the Detroit Bankers Co.$?

Mr. Veraerie. Yes, sir. They have been over to see me a number
of times requesting information as to where they could locate cer-
tain information.

Sen?ator Couzens. What have you told them during those confer-
ences

Mr. Veraerre. I have told them that I left the Detroit Bankers
Co. before the general smash-up in February, and I have generally
pointed out to them where I would go to procure the particular type
of information they were looking %or, and that the files were left
absolutely intact at the time I left there; that all of the information
that belonged in those files was there; that is, all the information
that should be there, and that belonged to the Detroit Bankers Co.,
was in those files at the time I left there.

Senator Couzens. What other would be in the files that did not
belong to the Detroit Bankers Co.?

Mr. VeraErLE. What other information would be in the files which
did not belong to the Detroit Bankers Co.$

Senator Couzens. Yes.

Mr. VeruELLE. Oh, I do not know that there would be anything.

Senator Couzens. You qualified your statement awhile ago that
everything was in the files of the Detroit Bankers that should haye
been there.

Mr. Veruerie. I did not mean to qualify it with that interpreta-
tion at all, Senator.

Senator Couzens. That is what you said. Now, in discussing this
matter with any of the Department of Justice representatives, was
there any question raised as to the memorandums of criticism that
you sent to the several units?

Mr, VermeLLe. Yes, sir.  On numerous occasions they asked for
copies of this and copies of that, and I believe that a great many
times I did not operate those files——

Senator Couzens. You did not what?

Mr. VeraerLe. I did not operate the files, of course, but the party
who operated them at that time went over there, and I think they
found a considerable quantity of the material which they were
looking for.
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Senator CouzeNs. In the discussions with these representatives of
the Department of Justice, did you tell them at any time the kind
of communications that you had sent to the unit banks belonging
to the Detroit Bankers Co.?

Mr. Veraenre. I m;y have. I don’t specifically recall.

Senator Couzens. You say you don’t specifically recall. Do you
recall any instances where you commented to Department of Justice
representatives, on the kind of statements that you had sent to the
several banking units?

Mr. Veruerre, Yes; I think I did on numerous occasions. I think
I just did it here on yesterday. It seems to me the question came
up— and it is indicative particularly of the type of question that has
been asked on numerous occasions—they asked me if I had any idea,
asked me here yesterday, as to where they might find a certain letter
that I spoke to them about, or that they had spoken to me about,
regarding the $750,000 in connection with the Pontiac bank. They
sald they had a wire from the man out there and wanted to know
just where they should look for it.

Senator Couzexs. Did they tell you they could not find it in the
files of the Detroit Bankers Co.?

Mr. Vergerie. I think they did. Of course, there is one thing
about the files of the Detroit Bankers Co., as I have indicated before:
Approximately at the time I left there, and before that, the duties
of persons with the Detroit Bankers Co. were materially changed,
and the material, I understand and believe, was in large measure
turned over to the particular individuals to whom those duties were
assigned. There is a very considerable, or a large amount of that,
of course.

Senator Couzens. Do you mean that the memorandum which you
had prepared, or the memoranda which you had prepared for the
several units, copies of which you kept and placed in the files of the
Detroit Bankers Co., were taken out of the files and delivered to
someone else who had charge of the work? Is that what I am to
understand from you?

Mr. Vermerie. Well, I presume they would have removed them
and taken them over to the particular places where they were work-
ing. But 1 could not tell you that. I would not know that, because
I left there, severed my connection, and whatever happened to those
files was not my affair.

Senator Couzens. You have no record anywhere of these memo-
randa that you addressed to the several units?

Mr. Veraerre. Well, there were literally hundreds of them, and,
of course, I have no record of them. f, just dictated one after
another.

Senator Couzens. In other words, there were hundreds of criti-
cisms sent to those several units, and you filed them as you wrote
them; is that true?

Mr. Veraerre. Well, the term “ criticisms” is not entirely in
order.

Senator Couzens. Well, what were they, if they were not
criticisms ?

Mr. Vermeuie. Well, criticisms and suggestions, or suggestions
for changes, or things of that sort. You might term them recom-
mendations of various kinds.
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Senator Couzens. Have you any of those in your possession ?

Mr. Veraerre, I have some; yes, sir.

Senator Couzens. Where are they?

Mr. VerHELLE. I have some right here.

Senator CouzeNs. Is that the only place where you have them,
right here?

r. VERHELLE. I believe it is; yes, sir.

Senator Couzens. And you have none anywhere else?

(Witness shakes his head.)

Senator Couzens. Is your answer no?

Mr. VerueLie, Yes, sir.

Senator Couzens. Will you submit to us those that you have here?

(The witness turns to his package of papers, looks at them, and
then turns toward the attorney, Mr. Longley.)

Senator CouzeNns. Do you have to get legal advice as to whether
or not you will submit those papers?

Mr. Veraerie. Well, I should like to ask a question, sir.

Senator Couzens. Well, we desire them now, and if a subpena is
necessary we will issue one.

Mr. Proora. Mr. Chairman, Mr. Verhelle is on the stand, and no
subpena is necessary.

nator CouzeNns (presiding). Then please submit them to the

committee..

Mr. VeraerLe. These are copies, of course. [Handing to Mr. Pe-
cora two files of papers].

Senator CouzeNs. In other words, these are copies that yon took
out of the files of the Detroit Bankers Co., are they?

Mr. VerHELLE. No, sir.

Senator Couzens. Then where did you get these copies?

Mr. Veraerre. They were copies I made for myself, more or less.
They were extra copies, I know that.

Senator Couzens. When you made these extra copies what did you
do with them?

Mr. Vermerie. I stuck them in one corner of my desk, I believe.

Senator Couzens. And then When: you left the Detroit” Bankers
Co. you took them with you, is that correct ¢

(’i}.”he witness turns to look through some other papers.)

Mr. Pecora. Mr. Verhelle, there is a question pending that has
been addressed to you. Did you hear it?

Mr. VerHELLE. %Vell, I am trying to recall, sir. I wouldn’t say
that I took them with me at that time, sir.

Senator Couzens. Then when did you take them %

Mr. Verrerrie. Well, some of them at one time and some at another
time.

Senat;or Couzens. After you left the service of the Detroit Bank-
ers Co.?

Mr. VEruerLe. No; before I left the service.

Senator Couzens. Is that all that Eou have in your possession?

Mr. Verueire. I have another file here.

Senator Couzens. Will you submit that to Mr. Pecora?

Mr. Veruerie. Here it 1s. [Handing to Mr. Pecora what seemed
to be a bound volume.]
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Mr. Pecora. Mr. Chairman, I ask that the committee reporter
mark for identification each and every paper or document that has
been produced by the witness.

Senator Couzens. That will be done after the examination of the
witness for the day has been concluded. And the committee reporter
will see that they are kept intact, and mark them in order in which
they are now submitted.

The papers and documents turned over to the committee b(f’ the
witness, Mr. Verhelle, were marked “ Committee Exhibits for Identi-
fication, No. 16 to No. 96 ”, both inclusive, and forwarded to Mr.
Pecora at the Mayflower Hotel during the evening with the day’s
transcript of proceedings.)

Mr. Pecora. Now, Mr. Verhelle, to get back to the memorandum
addressed to Mr. Ballantyne under date of March 7, 1932, which
you have said you dictated, and which has been received in evidence
as Committee Exhibit No."15. I want to call to your attention the
opening statement in this memorandum, reading as follows:

Mr. JoEN BALLENTYNE,
President Delroit Bankers (o.:
During October 1931 we estimated total losses at $48,793,000—

Who estimated those total losses at that figure?

Mr. VeraerLe. Well, I seriously question that letter, sir, because—
well, I would like to refresh my memory on it. I could not par-
ticularly recall it when I read it here. It was rather strange to me.

Mr. Pecora. Why, after you read it you said, while you were
under oath- here, that you dictated it.

Mr, Vermenie. I did, sir.

Mr. Prcoka. All right. Now, when you dictated it what had you
in mind as the thing to which you referred when you stated in this
memorandum :

During October 1931 we estimated total losses at $48,793,000.

Mr. VersELLE. I presume that what I had in mind when I dic-
tated that was that that was an estimate of the total amount that
might be considered as losses,

Mré Prcora. Sustained by the Detroit Bankers Co. and its various
units

Mr, VerELLE.. And all the units; yes, sir.

Mr. Pecora. Do ﬂou know why no mention whatsoever was made
of those losses in the annual report sent to the stockholders of the
Detroit Bankers Co. for the year 1931?

Mr. VeraELLE. Well, those losses were corrected, sir.

Mr. Pecora. What was that answer?

Mr. Veraerre. Those losses were corrected.

Mr. Pecora. When were they corrected?

Mr. VermeLie. By the adjustment of the invested capital, earn-
ings, and so forth, of those units.

. Prcora. When were they corrected ¢

Mr. VereLLe. During the course of—well, during the last week,
I Sﬁppose, in December that would have been.

r. Pecora. During the last week of December 1931%

Mr. VerrELLE. I presume so; yes, sir.
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Mr. Veruzrrie. No; I am not sure that it would be during that
week ; but at least over a period of time about then.

Mr. Prcora. Are you sure that those losses were corrected ¢

Mr. Vermenre. Not particularly these losses, because the question
of losses is entirely a matter of judgment.

Mr. Prcora. o made this estimate that you referred to in this
memorandum ¢

Mr. Vergerre. I presume I made it, sir.

Mr. Prcora. You made it?

Mr. Vergerre. Yes, sir; I presume so.

Mr. Proora. Then some time in October of 1931 you made an
estimate which showed that the total losses of the Detroit Bankers
Co. and its unit aggregated over $48,000,000%

Mr. Veraerrre. 1 would presume that I did.

Mr. Proora. What was the occasion for your reminding Mr.
Ballantyne of that in March of 1932%

Mr. VerueLLE. I should like to read the whole memorandum and
make myself clear on the whole occasion.

Mr. Proora. Hayven’t you read the whole memorandum ¢

Mr. Vermewie. No, sir; I did not. I just glanced through it.
May I read it now, please?

r. Pecora. All right. Here it is.

(After reading it, the witness returned the paper to Mr. Pecora.)

"Mr. Pecora. Now, Mr. Verhelle, can you answer the question after
having read Committee Exhibit No. 15?%

Mr. Vergerre, Well, I have just this recollection of that particu-
lar memorandum, that I think there are subsequent memoranda tb
that; and the two memoranda mentioned in there I recall speci-
fically, and——

Mr. Pecora (interposing). What is that?

Mr. VeraeLLe. There are two memoranda mentioned in this par-
ticular memorandum, which I recall specifically, and which are rec-
ommendations in there. It is my recollection that that particular
memorandum was, in my mind, rather incomplete at the- time and
that I wanted to make an analysis of my own, and an inspection,
or examination rather, of my own before making any commitment
as to what those losses definitely were, because I felt I was too far
away from what others definitely believed and presumed to be the
situation.

Mr. Pecora. Now, Mr. Verhelle, T want you to look very carefully
at this memorandum marked “ Committee Exhibit No. 15”, and
point out to me therein anything that is set forth in it which indi-
cates what you have just said [handing the memorandum back to
the witness].

Mr. Veraerie. Well, one statement, for instance : “ Losses on mort-
gages on land contracts, $5,000,000.” That would require a little
substantiation.

Mr. Prcora. Just read into the record anything in that memo-
randum that is the basis for the answer you have made.

Mr. Vermarie. The figures in “Additional losses on loans, 814
million dollars ”, are entirely too general 4 statement. So are the
figures in “ Mortgages on land contracts.” And so is the statement
% Qur requirements at this time are approximately $40,000,000.”
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Mr. Pecora. Now, what did Myou mean by that statement in that
memorandum, which is dated March 7, 1932:

Our requirements at this time are approximately $40,000,000.

Mr. VereeLLE (looking over the paper again). I do not recall,
sir. I think that is probably one of the reasons——

Mr. Peoora (interposing). You do not recall what you meant by
something you wrote ?

Mr. VerueLLe. But did not send.

Mr. Pecora. Do you mean to say that you never sent it?

Mr. VErEELLE. It does not look like it.

Mr. Pecora. Do you mean to say you never sent that to Mr.
Ballantyne?

Mr. VermeLLE. I seriously question it. I don’t know.

Mr. Prcora. I wish you would carefully search your mind, Mr.
Verhelle, and make an effort to tell us about that.

Senator CouzeNs. You are not trying to protect Mr. Ballantyne
because he is your superior officer, are you?

Mr. VerueLie. Senator Couzens, I have never done anything but
state the truth on any question.

Senator CouzEns. %Vell, you may sometimes state the truth and
yet not all the truth.

Mr. VeraeLLe. What was that?

Senator Couzexs. I say, you may sometimes say the truth and yet
not state all the truth. I am just recalling to you that when you
took the oath here you said that you would tell all of the truth and
not only a part of it.

Mr. %EBHELLE. Well, that makes no difference to me, sir.

Mr. Pecora. Do you mean that the taking of the oath would make
no difference to you?

Mr. VeraeLLe. Oh, no. That I always tell the truth so far as the
telling of the truth is concerned.

Mr. Prcora. All right. Now, did you tell the truth when you dic-
tated that memorandum and stated, regardless of whether or not you
sent it to Mr. Ballantyne, that in October of 1981 you estimated the.
losses of the company at over $48,000,000°%.

Mr. VERHELLE. As to this memorandum, I question whether I used
it or not.

Mr. Prcora. I did not ask you whether you used it or not. I
asked you if it was the truth when you dictated that memorandum
and stated in October of 1931 that the losses of the Detroit Bankers
Co. and its units had been estimated at over 48 million dollars.

Mr. VerHELLE. As to a memorandum of this kind, when dictated
and unless signed and used, it does not necessarily mean that it con-
tains the true story, or anything of that sort, and there might be
,tyﬁ)graphical errors in it, or any one of a thousand things.

r. PEcora. When you dictated that memorandum what did you
dictate it for? What did you intend to do with it after it was
transcribed ?

Mr. VeruELLE. Well, at that particular moment when I dictated it
I probably set down on paper my first thoughts, or something of that
sort; or this might have been my second or third thoughts on it, and
with the definite purpose in mind of accomplishing certain things.
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Mr. Prcora. When you dictated that memorandum you started
out by saying, in substance, in October of 1981 we estimated losses at
48 million dollars plus. Now, were you drawing upon your imagi-
nation when you dictated that statement on March 7, 1932%

Mr. Veraerre. No, sir. I doubt very much if I was.

Mr. Prcora. Well, that was dictated by you as a statement of
fact, wasn’t it?

Mr. VeraeLLE. Yes, sir.

Mr. Pecora. Now, let me have that memorandum again, please.

Mr. Veraeree. All right. [Handing the memorandum back to
Mr. Pecora.]

Mr. Pecora. Now, when in this same statement or memorandum
you dictated the following:

Our requirements at this time are approximately $40,000,000.

What did you mean by it?

Mr. VeruEeLLE. I cannot recall that, sir.

Mr. Pecora. Well, you have been recalling a lot of things not se
important as this.

Mr. VermErLE. I know I have been recalling a lot of things,
but—

Mr. Pecora (interposing). Why is it that you cannot recall this?

Mr. VergELLE. 1 tﬁi.nk I have done pretty well at recalling things.

Mr. Pecora. That is your opinion, anyway, isn’t it?

Mr. VErHELLE. Yes, sir. Because I think I would recall a memo-
randum of that kind, and I just don’t recall it. :

Mr. Pecora. Well, you have recalled it. You testified here that
you dictated it.

Mr. VErEELLE. Yes; because of the fact that this photostatic copy
of memorandum with what is on it there at least now indicates that
I dictated it. But that was not from memory but by the very fact
of the memorandum itself. That was the basis for my statement
to you.

Mr. Pecora. Don’t you recognize your language in it?

Mr. VErHELLE., Yes, sir. That was another factor that caused me
to say that.

Islr. Prcora. There isn’t a shadow of a doubt in your mind, then,
at this moment, that you dictated this memorandum, is there?

Mr. VermeLre. There isn’t a shadow of doubt about that, but
whether I dictated it exactly that way, or whether there are any
typographical errors in there, I wouldn’t know.

Mr. Pecora. With that exception, there isn’t a shadow of doubt
in your mind that you dictated substantially what appears in this
memorandum, is there?

Mr. VerurLLE. No, sir.

Mr. Pecora. Now, can’t you search your memory and tell us what
you meant by the statement in this memorandum [reading]:

Our requirements at this time are approximately'$40,000,000.

Mr. VermELLE, Yes, sir; I think I could sit down and think it out.

Mr. Prcora, Please do so.

Mr. VerreLie (taking up a writing pad as if to write on it and
then stopping to think). What is that date, Mr. Pecora?

Mr. Pecora. March 7, 1932.
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Mr. Veraerre. Will you let me have that memorandum again$

Mr. Pecora. All right. Here it is.

Mr, Verselie (after some figuring and looking at the memo-
randum). I cannot reconcile the figures on this thing itself. They
do not tie in or together there at all.

Mr. Pecora. What did you say?

Mr. VerueLie. The figures on that memorandum do not tie in at
all. I cannot reconcile them, one with another.

Mr. Pecora. You cannot reconcile the figures embodied in a memo-
randum which you prepared

Mr. Vermerie. I cannot reconcile them with themselves. They do
not tie in.

Mr. Pecora. Well, that is because of the way you dictated it and
Priﬁmd it, isn’t it$

. VeraELLE. Well, of course, it wasn’t a finished article, or at
least that would be my recollection of it.

Mr. Pecora. What was the finished article?

Mr. Veraerre. Well, I would say it would have been much more
full and complete than that.

fMlé. Pecora. Can you produce the finished article, or any copy
of it

Mr. Vesnerze. No; I cannot, sir.

Mr. Prcora. Are you willing to swear that this memorandum was
not the finished article?

Mr. VermeLiE. I could not swear that it was either, sir. In the
first ‘place, the figures do not reconcile with one another as the
appear rigilt on the statement itself. You really cannot make hea.
or tails out of it by analyzing it, and they do not tie t(;iether. In the
second place, I am in the habit of putting my initials on copies of
everything, and generally on all copies when I sign the original.
That is the general way I'have.

Mr. Prcora. That is the general way you have?

Mr. Veruerre. Yes, sir.

Mr. Prcora. Let us take a look at some of the copies of memoranda
you have produced here this afternoon.

Mr, VereeLLE. Those necessarily would not be file copies.

Mr. Proora. Would not necessarily be what?

Mr. Vergerre. File copies.

Mr, Pecora. Didn’ éou say that these were extra copies made, and
that they were in the files in your desk?

Mr. Verazrre. Not file copies, sir.

Mr. Prcora. What do you mean by “file copies * as distinguished
from these copies?

Mr. Vereerie. Well, a record of every piece of correspondence
and communication, one copy goes in the files, and that copy—

Mr. Pecora (interposing). ere the cg})y bears your signature
or your initials, does that mean that it is a file copy ¢
I gir. VermELLE. No, sir. It means that it is an accurate copy of one

id sign.

Mr. Pecora. Well, why did you say that the file copies would show
your signature or initials?

Mr. Vermerre. If that original had been signed, when I signed
the original I would have simultaneously signed at least one more
copy.
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Mr. Pecora. And would the signed copy have been the one for
the files of the company?

Mr. Veruzrie. No; the signed copy would be the original, that
is, with the full signature on it, and then I might either write my
last name or the initials on the remaining copy or copies.

Mr. Prcora. Where a oopgr bears your signature—I am speaking
of copy, not the original-—does that mean that that copy was the
filed copy as distinguished from the original %

Mr. 'smmm.mn No, sir; not necessarily.

Mr. Proora. What does it mean?

Mr. VeEruaELLE. It means that it was one of a number of copies
that were made. It simply means that the original of that par-
ticular one was actually signed by me.

Mr. Prcora. And if the copy is unsigned that meant that the orig-
inal also was unsigned?

Mr. Veruaerre. (Yenerally speaking, I try not to make any excep-
tion to it. Occasionally I might sign a memorandum or a letter
without having the copies right there to imitial, but I, generally
speaking, have for many years initialed the copies that were placed
with the original document.

Mr. Pecora. I am going to ask you the same question again: Where
a copy of a memorandum or communication prepared by you.is
unsigned does that indicate that the original also was unsigned by

ou?
y Mr. Veraerie. Not definitely, sir.

Mr. Proora. ' What does it indicate?

Mr, VerueLLe. It does not indicate anything.

Mr. Prcora. It might indicate that either the original was signed
or that the original was unsigned? Is that what you mean to say?

Mr, VermerLE. It might indicate definitely that the original was
not signed. That is one indication.

Mr, Pecora. What is another indication?

Mr, Vermerre. Another indication miIght be that it was one of a
large number of copies and at the time 1 had them I thought I had
initialed enough of them or something of that sort.

Mr. Pecora. Then an unsigned copy might also be a copy of an
ori&lrnal which was signed ¢

. VErHELLE. It might.

Mr. Pecora. This copy that I have groduced here today and which
has; beegn received in evidence as exhibit no. 15 is an unsigned copy,
isn’t it

Mr. VeraerLe, Yes, sir. ‘

Mr, Prcora. That does not necessarily indicate, if I have correctly
understood the testimony you have given in answer to the last few

uestio;ls, that the original of this memorandum was also unsigned,
oes it?

Mr. VeraELLE. It does not prove it; no, sir.

Mr. Pecora. This might just as well be an unsigned copy of a
si%ed original ¢ A

r. Veraerie. Oh, it might be as far as that phase of it is con-
cerned ; yes. ,
"Mr. Prcora. Do you know, Mr. Verhelle, who prepared the text
of the report that was printed and sent to the stockholders of the
Detroit Bankers Co. for the year 1931¢
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Mr. Veruerre. The one we have been discussing, sir?

Mr. Pecora. The one that is in evidence here; yes.

Mr. Veraeuie. The text was probably prepared by me, but with
the collaboration of Mr. Mark Wilson, and was submitted to the
directors of the Detroit Bankers Co.—I would like to look at it and
be sure that is it—(after examining document) and was submitted
to the directors of the Detroit Bankers Co. and with certain sugges-
tions approved by them.,

Mr. Pecora. The text of the annual report for the year 1931 com-
prises 614 printed pages in the annual report for that year, which is
marked in evidence here as “ Committee’s Exhibit No. 9 ”, does it not?

Mr. VeraELLE. Yes.

Mr. Prcora. And those 614 printed pages are not closely written
or printed, are they ¢

. VErAELLE. No, sir.

Mr. Pecora. So that the text is very brief and concise, isn’t it ¢

Mr. VerarLLE. Yes, sir.

Mr. Pecora. And your recollection is you prepared the text of
this report ¢

Mr, Vermevie, It is my recollection that I made the draft of it.

Mr. Pecora. Is it your recollection that that draft underwent
revision at anybody else’s hands before it was signed by Mr. Ballan-
tyne and printed and sent to the stockholders?

Mr. VerugLLe. Yes, sir.

Mr, Pecora. Who revised it?

Mr, VeraerrLe. Well, I know that the names included therein were
added to the original draft, for instance.

Mr. Pecora. The names of a certain committee, members of a
certain committee

Mr. VereELLE. Yes, sir. I am not sure but that that was done by
the governing committee, rather than by the board of directors of
the Detroit Bankers Co.

Mr. Pecora. In any other sense was the text of the report as
drafted by you changed or revised by anyone before it was printed
and sent to the stockholders$

Mr. VereerpLe. I have an idea that it was, sir, but I cannot point
it out.

Mr. Pecora. You cannot point out the change even?

Mr. Veraerre. No.

Mr. Pecora. If any was made?

%I{r. gEEBHELLE. No.

r. PEcora. Do you recognize any change in your language?

erf.i VIERHEILE. Iyrecognigglfhat particu%ar oge. I reg:llgthat one

specifically.

peMr. PEZORA. That change, as you have already indicated, merel
consisted of the inclusion of the names of the members of a so-calle
“ governing committee ” which had been appointed during the year
1931, did it not?

Mr. VeraELLE. Yes, sir. Well, in the preparation of one of these
reports you get a very large number of suggesions, and you get them
from various officers and directors. They all make some comment
and make some suggestion, and those after all enter into it, and it is
the combined suggestions of a very large number of people that are
represented.
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Mr. Proora. Then is it.correct to say that the text of this report
was prepared by you with the exception of the inclusion of the
names of that committee that appears in it, but that it represents and
embodies suggestions made to you by other persons with respect to
the substance or content of the report?

Mr. VerueLLE. 1 would say gves, sir.

Mr. Precora. That is correct?

Mr. VeruELLE. Yes, sir.

Mr. Pecora. What other persons suggested to you or made any
suggestions to you concerning the report that should be prepared
and sent to the stockholders for the year 1931, which suggestions
were adopted by you in the actual wording of the report?

Mr. VeraeLLE. I could not say, sir, because I could not say who
made the suggestions and I could not say whether they were adopted
or not, and 1t is a difficult thing. The stockholders’ report starts out
in the beginning or middle of December, and I discuss it on and off
and make mention of the fact that in our next report we might say
this, that, or something else, and then the thing is forgotten and
maybe thrown in the waste—maybe I threw 2 or 8 drafts of this in
the wastebasket, revised it, and changed it.

Mr. Prcora. You have already testified that certain losses incurred
during the year 1931, amounting to millions of dollars, were not set
forth in this report; is that right?

Mr. VeraELLE. No, sir.

Mr. Pecora. You have not testified to that?

Mr. VeraeLLe. To the best of my knowledge, I did not testify to
that.

Mr. Pecora. In this report it is made to appear that the net operat-
ing income for the year 1931 was seven-odd million dollars, equal
to $4.21 a share on the outstanding shares of the capital stock; is
that right?

Mr. %'ERHELLE. Yes, sir.

Mr. Pecora. The earnings for 1930 are stated in this report for
1931 to have been equal to $4.14 a share; is that right?

Mr. VererLLE. Yes, sir.

Mr. Pecora. It has been testified to here, I believe by Mr. Ballan-
tyne, today that one reading this report would infer that the business
of the company during the year 1931, as well as of its units, was
more profitable than 1t had been during the year 1930. Do you
recall such testimony ¢

Mr. VERHELLE. VVYell, not specifically those words, but I would say
in substance.

Mr. Pecora. Not in those words, but in substance to that effect?

Mr. VermeLLE. I would say in substance that the operating income
per share was greater in 1931 than in 1930.

Mr. Pecora. And that would cause the average reader of this
report to conclude or infer that the business of the company was
more profitable in 1931 than it has been in 1930, as well as the busi-
ness of its business associates?

Mr. Verrerre. I would be unable to determine what the average
reader would contemplate or guess by reading that.

Mr. Pecora, What occasion was there for telling the stockholders
in the report for 1931 what the earnings per share were for 1930¢
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Mr. VermeLre. I don’t recall,

Mr, Prcora. Whether you recall or not, can’t you tell what the
reason was, as you sit there with a copy of the 1931 report pre-
pared by you before you?

Mr. ‘?ERI—IELLE Well, I know what it does to the statement. It
places a comparable figure against it.

Mr. Pecora. And shows higher earnings per share in 1931 than
in 19307 .

Mr. VereELLE. Yes, sir.

Mr. Prcora. Yes. And wasn’t that done for the express purpose
of conveying the impression to the stockholders reading this report
for 1931 that the company and its units in 1981 had done business
more profitably than they had in 1930¢

Mr. VermeLLE. My own recollection of it—and I have tried to
recall—as to the purpose of the inclusion of that paragraph——

Mr. Proora (interposing). It is not a paragraph; it is a sentence.

Mr. Vermerie. I mean that whole sentence, and I would like to
refer when I say this to not only that one sentence but the sentence
preceding it, because the two must necessarily go together when
speaking of comparison.

Mr. Prcora. Yes.

Mr. Veruerre. That just preceding the circulation of this report
headlines had appeared in the newspapers and in magazines to the
effect that losses of 26 million dollars had been taken by the Detroit
Bankers Co. A considerable amount of publicity was had in con-
nection with the write-offs that took place, and in many cases the
figures quoted were in excess of the actual amount, I believe.

In any event, we had two propositions to deal with: One was the
assets and their value, and the other was the earnings. And, while
it was true that we had taken large write-offs—

Mlé' Prcora (interposing). Amounting to how much during the
year
7 Mr. Vereeiie. Oh, my offhand recollection is 23 to 26 million
dollars, something like that.

Mr. Prcora. Twenty-three to twenty-six million dollars?

Mr, VerariLe. Something like that.

Mr. Pecora. So that newspaper headlines were not at variance
with the fact, were they?

Mr. Vermrrre, I remember seeing in one magazine a figure that
was completely off.

Mr. Prcora. To what extent?

Mr, Vermewie. Oh, 20 million dollars.

Mr. Prcora. What magazine was that?

Mr. VeraeLie. I don’t recall that, because I have often tried to get
it since.

Mr. Pecora. You haven’t a copy of it now?

Mr. Verarrie. No, I have not.

Mr. Pecora. And you don’t recall the name of the magazine?

Mr, VeraELLE. No, sir.

Mr. Prcora. Do you recall the author of the article contained in
the magazine?

Mr. Veraerre. No, I do not. I just recall seeing the headline and
seeing the magazine lying on someone’s desk and seeing the First
National write-off.

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



STOCK EXCHANGE PRACTICES 5197

Senator Couzens. Where did they get these figures from that they
published ?

Mr. Vermeire. Well, I suppose they get some of them from
brokers’ offices. The majority of them were correct—the majority
of them. The principal trouble was that some of them published
Efiunli:s prior to the time that this merger was actually announced, I
Senator Couzens. So these figures showing the increased earnings
in 1931 over 1930 were given for the purpose of offsetting that
publicig; is that so?

Mr. VermeLie. Not exactly; no, sir. It is anyone’s guess as to
what should go in an annual report.

My, Pecora. No, it is not a guess; it is somebody’s judgment.

Mr. Vermerie. It is somebody’s judgment, different peoples’
jn%ﬂnent, and they are all different.

. ?PEGORA. What was your judgment when you prepared this
report

Mr. VermeLLE. That this report was accurate and honest.

Mr. Pecora. And gave the stockholder who read it a true, accurate,
and honest picture of the actual facts, did it?

Mr. VermELLE, Yes.

Mr. Pecora. You are sure of that?

Mr. VerarLLE. Yes.

Mr. Pecora. And you wrote it for the purpose of tgivi.ng only a
true and accurate picture to the stockholder who read this report¢

Mr. VeraeLre. Wrote it because an annual report had to be made,
and bearing definitely in mind the depositors themselves, who were
above all the first consideration.

Mr. Peoora. That does not answer my question,

Mr, VermerLe. Then the answer to the question is no.

Mr. Prcora. Oh, then you did not intend that this report should
represent a true and accurate picture?

r. Veruerie. Oh, yes; absolutely.

Mr. Pecora. You just said the answer was no.

Mr. VermeLie. I did not understand that to be your question.

Mr. Proora. When you wrote this report did you phrase it in a
manner calculated andy intended to give the stockholders of the De-
troit Bankers Co. a true and accurate picture ¢

Mr. Verurrre. Yes, sir.

Mr. Proora. In %living them that true and accurate picture you
intended also that the picture should be complete in order to be true
and accurate, didn’t you?

Mr. VerrELLE. As to its completeness, I intended to make it as
complete and full as practical, because to make a complete report
would involve many more pages than this, and when you get all
through with that type of a complete report you generally have
nothing at all, because figures themselves do not mean very much,

Mr. Prcora. So that a complete report means nothing at all, but
an incomplete report means everything—is that your logic?

Mr. Veeareire. No. I say that it would be impossible almost. It
would for me, anyway.

Mr. Prcora. But was it your intention, in preparing this annual
report for the stockholders of the Detroit Bankers Co. for the year
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1931, to give those stockholders not only a true and accurate report
but a completely true and accurate report?

Mr. VeraeLLE. 1 believe it was.

Mr. Pecora. In other words, did you intend that the stockholders
should know the truth and the whole- truth about the condition of
the company at the end of the year 1931

Mr. VermeLLE. I believe it was; yes, sir.

Mr. Prcora. Now, you have said that there had been write-offs
made during the year amounting to approximately 26 million dollars,
have you not ¢

Mr. VeraELLE. Twenty-three to twenty-six.

Mr. Pecora. Twenty-three to twenty-six. I will take the lower
ﬁgure; 23 million dollars. I will give the 8 million dollars edge.
Wasn’t it important in your opinion for the stockholders in the
company to know that?

Mr. Veraerre. We had already indicated it.

Mr. Pecora. In what?

Mr. VerHELLE. By quoting to them in this stockholders’ letter
of which I gave you a copy, that by giving the new invested capital
of the bank, and also by indicating in there that substantial charge-
offs were being made during the current year, and furthermore no
stockholder can, possibly analyze any kind of a statement without
making a comparison. A statement is not complete unless it consists
of three separate things, and unless they are all there, why——

Mr. Pecora. Show me in this letter marked “ Exhibit No. 137,
which is the letter you refer to in the answer you have just made,
anything at all which tells the stockholders a single word concerning
the write-off of 23 million dollars during the year 1931.

Mr. VermerLre. Not about the 23 million, sir. I cannot do that.

Mr. Proora. Why did you say, in answer to my (ﬁuestion, that the
reason the statement concerning that 23 million dollar write-off was
not embodied in the annual report was because it had already been
given in that letter ¢

Mr. Vermrrie. Well, I should have said in the newspapers, I
presume.

Mr. Pecora. Oh, you should have said in the newspapers. Were
you depending on the newspapers to make the annual report to your
stockholders?

Mr. VerueLLe. I took it into consideration, sir.

Mr. Pecora. What?

Mr. Veraerie. What the newspapers had already written up.

Mr. Pecora. You told us a few minutes ago that you were de-
sirous of avoiding implications that arose from the newspaper head-
lines and from these magazine articles.

Mr. Vermerie. The newspapers were able to figure out the exact
amount after that letter went out.

Mr. Prcora. Were they?

Mr. VERHELLE. Yes, sir.

Mr. Prcora. After this letter, exhibit 13, went out?

Mr. VeruELLE. Yes, sir.

Mr. Pecora. The newspapers were able to figure out the amount
of write-offs of at least 23 million dollars?

Mr. Veraerre. Well, I don’t recall the amount which they figured
out at that particular time, because I don’t believe that——
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Mr. Prcora (interposing). You are an accountant, are you not ?

Mr. VeraeLLE. No, sir.

Mr. Prcora. You understand accountancy ?

Mr. VerarLLE, Yes, sir,

Mr. Pecora. You have had technical education in accountancy ?

Mr. Verurrre, Yes, sir.

Mr. Pecora. All right. Will you take that letter and tell me from
any statement contained in it the amount of write-offs you could
deduce had been made by the Detroit Bankers Co. and its units?

‘Mr. VerHeLLE. The first thing I would do would be to say here
the new bank will have a capital of 25 million, a surplus of 25 mil-
lion, and undivided profits in excess of 7 million, and would immedi-
ately proceed to obtain a statement of these two institutions prior to
this consolidation.

Mr. Pecora. Oh, you would get something other than what is
shown in that letter? ’

Mr. VerrELLE. Yes, sir.

Mr. Pecora. What do you intend that your stockholders should
do when they get your annual report; send for a lot of other data
and make a study and comparison of the annual report with some
other data? Is that what you intended the stockholders should do
in order to acquaint themselves with the full and complete situation ¢

Mr. VereeLLE. No, sir. T expected the stockholders to go to their
files and pick out the last report and compare this one with the last
-one.

Mr. Pecora. That is what you expected the stockholders to do?
beMr. VerureLLE. That is what the stockholder normally does, I
believe.

Mr. Pecora. Suppose a stockholder did not have. a copy of the
annual report for the preceding year because he had not been a
~sto§k1;older during the preceding year; what was that stockholder
to do .

Mr. VeraerLe. He could get a copy, sir.

Mr. Prcora. Well, were these reports prepared with that in mind ¢

Mr. VeErnELLE. I believe that all stockholders——

Mr. Pecora (interposing). Were your reports prepared with that
in mind?

Mr. Veragrre. Ob, yes. We took that into consideration.

Mr. Prcora. In other words, that report would not give the stock-
holder a complete and full picture of the condition of the company
for the year in which the report was made in and by itself ¢

Mr. VeruELLE. No, sir; not with that in mind, not having in mind
that it would not give a complete statement, but knowing that no
stockholders’ statement, unless it contained comparative statement of
condition over a perioé of time, together with profit-and-loss state-
ments, together with a reconcilement of the invested capital struc-
ture, gives a complete statement of condition. On top of that there
is needed and necessary, in order to analyze the statements them-
selves, complete data regarding the particular assets.

Mr. Pecora. There is needed what?

Mr, VereELLE. There is needed knowledge or information regard-
ing the assets themselves behind the actual figures. I mean all of
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those things have to be known in order to be able to determine indefi-
nitely what the entire situation is.

Mr. Prcora. Then for a stockholder to get the knowledge of the
whole picture from these annual reports he would have to be an
accountant or understand accountancy, would he not ¢

Mr, Verseizzs, To get the——

Mr. Pecora. To get the whole picture.

Mr. Veruerie. Well, “ the whole picture ” is an ‘indefinite article.

Mr. Pecora. To get the whole picture concerning the condition of
his cor.;lpany as the picture was represented to him by the annual
report ¢

r. VeruELLE. I doubt if even a certified public accountant could
take the average stockholders’ reﬁ)ort or group of reports and arrive
at any definite conclusion as to the true picture or the whole picture
of any corporation, because I think it would be rather difficult to set
up such a report.

Mr. Prcora. It was the known fact, that is, known to you, that
during the year 1931 the Detroit Bankers Co. and its units had
written off at least 23 million dollars?

Mr, Vermrrre, Yes, sir.

Mr. Pecora. Why could not a simple sentence stating that be in-
<cluded in the annual report to the stockholders? Is there any physi-
cal reason why it could not be included in there?

Mr. VerarrLe. No physical reasons.

Mr. Prcora. Why wasn’t it included then?

Mr. Veraerie. There are quite a number of reasons why it would
not have been advisable to include it. In fact, I doubt if—

Mr. Pecora (interposing). Let us take the reasons in order. You
saﬁr t%lere are quite a number. Let us number them. Reason 1 is
what

Mr. Vermerie. Reason no. 1 is that indication had already been
given that there were reductions in the—— '

Mr. Pecora (interposing). Are you now referring to indications
in this letter marked “ Exhibit No. 18 ¢

Mr. Verawrre, That is no. 1, sir.

Mr. Pecora. Show me what write-off is indicated by that letter.

Mr. Veruzerie. I have to have the other report in order to do it.

Mr. Pecora. Show me the write-off indicated by that letter, can

ou?
7 Mr, Veruerre. It indicates that there is a write-off,

Mr. Pecora. Show me the amount of the write-off, if there is
one, indicated by that letter.

Mr. Vermeize. I cannot by just that letter.

Mr. Prcora. All right; now give reason No. 2.

Mr. Vergerre. I ;)robably do not understand the question. May
I have the question

Mr. Prcora. You answered it before.

Mr. Vergerre, Well, that is not the reason.

Mr. Pecora. You said there are a number of reasons why the
simple statement was not inserted or included in the report to the
stockholders for the year 1931 to the effect that during that year
the company and its units had made write-offs of $23,000,000.

Mr. Vermerie. And that was my reason No. 1.
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Mr. Pecora. That was reason No. 1. Reason No. 1 is this letter
marked “ Exhibit No. 18.” Now, what is reason No. 2%

Mr. Verurrre, Reason No. 2 was newspaper articles that appeared
indicating not only the fact that the write-off had taken place but,
furthermore, the amount of the write-off. Reason No. 3——

Mr. Prcora (interposing). Wait; let us not leave that reason No.
2 so quickly. Did those newspaper articles appear before or after
the i?ssuanoe of the annual report to the stockholders for the year
1931

Mr. VeraeLie. Before, sir.

Mr. Pecora. Before?

Mr. VerueLLe. Yes, sir.

Mr. Prcora. Could you produce any of those newspaper articles?

Mr. VeruELLE. I can get some here quickly.

Mr. Prcora. I wish you would.

hlllfrk. VERBELLE. I wﬂf do that. I will have them here tomorrow, I
think,

Mr. Prcora. Thank you. I am going to assume that those news-
paper articles were published prior to tﬁe sending out of this annual
report marked “ Exhibit No. 9.”

. VERHELLE. Yes, sir.

Mr. Proora. You want the committee to understand that that was
one of the reasons why you did not include any mention of the write-
off of twenty-three-million-odd dollars in the annual report of 1981%

Mr. Veraerie, That is one of the reasons.

Mr. Pecora. One of the reasons was that the newspapers had al-
ready %ven that information$

Mr. VereELLE. Yes, sir.

Mr. Prcora. And you were willing to have the stockholders in-
formed by nengaper articles rather than by the report of the com-
pany about that

‘Mr. VerueLLe. It was perfectly satisfactory as long as they had
already done it. There was no particular reason why it should be
included again. There was nothing to be gained by it for depositors.

Mr. Prcora. Nothing to be gained other than the certainty that
the knowledge would ge acquired by the stockholder, isn’t that so,
and that the stockholder got it under the authority of the executive
officer of his company %

Mr. Vermerie. Oh, he has it under the authority through the fact
that he has and can get two separate statements that indicate that
particular reduction. He can get it on the authority of the company
itself very easily.

Mr. Prcora. He can?

Mr. VeraELLE. By just getting those two statements. They are
available to him and he can obtain them.

Senator Couzens. What two statements?

Mr, Veraerre. The preceding and last statement, a comparison of
the invested capital in the two statements indicating the amount of
the reduction.

Mr. Prcora. And you think every stockholder knows that?

Mr.t Verarrie. Well, every stockholder can get a copy of the
report.

Mr. Prcora. You think every stockholder knows that, do you?
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Mr. Verarire. Well, I would not venture to say as to what
stockholders know.

Mr. Prcora. Now give reason No. 3.

Mr. Vereeriz. Reason No. 8 was that Governor Meyer, of the
Federal Reserve Board, at Washington had indicated to one of our
officers that this drastic thing which we were doing, this——

Mr. Prcora (interposing). Be more specific. What drastic thing?

Mr. VermeLLe, The making of this large write-off—

Mr. Pecora. Yes.

Mr. Vergerie. Should be handled with the greatest of care. It
should be borne in mind, of course, that up to that time none of the
large institutions anywhere in the country had made such compara-
tively large write-ofls, and this particular one was leading the way
to a number of others throughout the country, and it indicated that
it could be done without causing serious trouble.

Mr. Prcora. Do you mean by that that Governor Meyer—you
mean Eugene Meyer?

Mr. VerueLLE. Yes, sir.

Mr. Prcoora. Then of the Federal Reserve Board—had indicated
to one of the officers of your company that he knew of this what you
call a “drastic ” thing, consisting of this write-off of approximately
$23,000,000 or more?

Mr. Verrerie. Oh, he was consulted, sir.

Mr. Prcora. He was consulted—by whom ?

Mr. Veruerre. By Mr. Mark Wilson.

Mr. Proora. And is that the officer to whom he indicated his ideas
in the matter?

Mr. VErHELLE. Yes, sir.

Mr. Pecora. Do you want the committee to understand that Gov-
ernor Meyer had indicated to Mr. Mark Wilson that the Detroit
Bankers Co., in preparing and issuing to its stockholders its annual
report for the year 1931, should use care to conceal from them by
any statement contained in the report itself or the absence.of any
stai(';lenelent in the report the fact that this drastic write-off had been
made ¢

Mr. VerseLLE. Not at all, sir,

Mr. Pecora. What do you mean to indicate when you advancé
that as your third reason?

Mr. VereELLE. I mean to indicate that at the time this write-off
took place the pace was being set for various institutions throughout
the country, in that practically none of them had done anything of
the sort, and that we felt a bit worried as to how the public would
take to such a large write-off. Since then, of course, a number of
them have been made, but at that time we had no experience to rely
upon, and therefore we consulted numerous individuals, I presume,
who may have shed some light on the subject.

Mr. Pecora. Who were those individuals that you consulted ¢

Mr. Vermrrie. I said “we”, sir.  And I mentioned Governor
Meyer, and I am trying now to explain what Governor Meyer said,
that he did not say that we should publish a false report or anything
of that sort, but he indicated in this conference that he would recom-
mend going ahead and writing down these assets, providing that
caution was used in the connection with the publicity in connection
with it.
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Mr. Pecora. Was that construed by you as meaning that no 1pub-
licity should be given to the fact of such write-off to the stockholders
of tl"SA,e company?

Mr. VeErHELLE. Oh, there was publicity.

Mr. Pecora. Was that construed by you as meaning that no pub-
licity in the annual report to the stocﬂholders should be given to the
fact of this write-off ¢

Mr. VerueLLe. I indicated that as one of the reasons that would
come to my mind now—there are probably others—as to the factors
that would have entered into a consideration of whether or not that
figure should have been quoted in the stockholders’ report.

Senator Couzens. And yet you said when that report was issued
it had all been published in the press about these large write-offs?

Mr. VerBELLE. Yes.

Mr. Pecora. What was there to worry about if it had already been
published ?

Mr. Vesaerre. Why continuously dwell upon it?

Senator Couzens. The committee will adjourn until 10 o’clock
tomorrow morning.

Mr. Pucora. You return then, Mr. Verhelle, and Mr. Ballantyne
too, and the other witnesses under subpena report.

(Whereupon, at 4:25 p.m., the committee adjourned until 10 a.m.
of the following day.)
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