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STOCK EXCHANGE PRACTICES

THURSDAY, MAY 3, 1934

UNITED STATES SENATE,
SUBCOMMITTEE OF THE
ComMITTEE ON BANEING AND CURRENCY,
Washangton, D.C

The subcommittee met at 10 30 a m, followmng adjournment on
Tuesday, May 1, 1934, in room 301 of the Senate Office Building,
Senator Duncan U Fletcher presiding

Present Senators Fletcher (chairman), Costigan, Adams, Norbeck,
and Townsend

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

The CealrMAN The subcommittee will come to order, please.
Mr Pecora, have you something to submit to the subcommittee this
morning?

Mr Pecora Yes, Mr Chairman You will recall that sometime
last November, I beheve it was, I was instructed by the committee
to make an investigation into banking practices and methods pursued
by the Detroit banks that had been closed, and by certain banks in

leveland that also, at the time, were closed

In pursuance of those instructions members of the 1nvestigating
stafl repaired to the cities of Detroit and Cleveland, respectively,
and pursued their fieldwork and investigations in those cities under
the immediate supervision of Mr. Frank J. Meehan, who is a member
of the investigating staff of this committee The evidence collected
with respect to the Detroit banks has already been presented to the
committee through the medium of the examination of witnesses and
the introduction of evidence by way of documents

We have completed our investigation of the Cleveland banks that
were the subject of inquiry and have collated and marshaled all the
facts gathered by the members of the mnvestigating staff in the form
of reports which have been made, after considerable care, by the mem-
bers of the staff who actually conducted the field investigations

- Introduction of this evidence to the committee through the usual
medium of subpenaing and examination of witnesses before the com-
mittee would probably require 6 weeks of daily hearings. In order
to save the time and also the expense that would be entailed mm that
method of presenting these facts—and I understand it 1s the desire
of the committee 10 save both the time and the expense 1n connection
therewith—I would now suggest that this evidence or that these facts
collected by the imnvestigators be put mto the record of this comnuttee’s
hearings through the medium of the reports that have been prepared
by the investigators and which we have here now in typewritten form
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If there is no objection to that procedure I will now authenticato
the reports through the testimony of Mr Meehan, who 1s here and
will submat them, one by one, for the record

The CualRMAN Is that agreeable to the subcommittee?

Senator Apams Of course, Mr Chairman, I do not know anythmng
about what 1s 1n these reports But as I gathered from the suggestion
made by Mr Pecora, it is that there be subuutted really the reports
made by the investigators covermng their investigations rather than
to proceed to the taking of testimony

Mr Prcora Yes, Senator Adams, receive the reports that the
investigators have prepared, covering what they claim to be the facts
that have come to light as a result of their investigations

Senator ApaMs My inquiry is that the reports, as I understand,
come in authenticated by the investigators, and they say We have
investigated and found these facts, rather than to put in the facts in
the form of testimony, as has heretofore been the case

Mr Pecora Yes

Senator Apams That 1s, just as if someone were sent out by a
department to investigate a certain problem and comes back and
makes a report and says I have found this, that, and the other, and
1t 1s1n that case authenticated in that way

Mr Pecora Yes

_Senator Apams All right I just wanted to understand the situa-
tion

The CrairmMan Very well Youmay proceed, Mr Pecora

Mr Pecora The reports that I will offer to the committee——

Senator Apams (interposmng) I am asking to find out, ot course,
if back of the reports is your approval of each report comingin  That
is, that you t]ll.IB( 1t 1s the thing that ought to be done

Mr Pzcora Of course, 1t is an exceedingly informal way of present-
mg so-called “evidence” to the commuttee, but 1t has been thought
that——

Senator Apams (interposing) Well, Mr Pecora, I might say that
we do practically this very thing almost every day in the matter of
bills that come up The committee writes a report on the bill that
somebody, perhaps under the Secretary of the Interior or the Comp-
troller of the Currency, has gone into the matter and brought mn a
report so and so  Rarely, if ever, 1s the evaidence brought in the case
of hundreds of bills that come for consideration The report 1s based
upon an examination made by somebody that perhaps we never see

Mr Pecora I understand that that informal method 1s pursued by
legislative committees 1n some cases

Senator ApaMs But this investigation was made, of course, by
our own 1nvestigators

Mr Pecora Yes I would suggest, however, that announcement
be made on the record to the effect that if anyone desires to present
any evidence controverting or qualifying 1n any way, or bearing on
the matters set forth in these reports, that opportumty will be given
to such persons desiring so to do

The CuairMaN I think that can be arranged all right

Senator Apams I do not know what 18 1n these reports, but assum-
ing that there might be something reflecting upon somebody’s busi-
ness activities, I think they ought to have a chance to explan in

event they desire so to do.
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Mr Pecora. Yes. I think that full opportunity ought to be
given to them, and I suggest that the subcommittee now so indicate.

The CrairMAN If we had to call all the witnesses necessary to
testify to these specific facts, I mean the facts mentioned in these
reports, it would take a great deal of time and entail a great deal of
expense and, I think, unnecessary trouble. And these investigators
here will say that these are the facts, won’t they, Mr Pecora?

Mr Prcora Yes.

The CaatrMAN I think we can proceed in that way. And if
somebody complains that the record shows something that is incorrect
or erroneous and they want to correct it, we can give them an oppor-
tunity to do so.

1 Mr Pecora Yes, Mr Chairman, I would suggest that that be
one.

P The CrairMaN. With that understanding you may proceed, Mr.
ecora

Mr Pecora I ask that Mr. Meehan be sworn

The CraiRMAN. Mr Meehan, will you please stand, hold up your
nght hand, and be sworn.

You do solemnly swear that the testimony you are now about
to give in connection with this investigation will be the truth, the
whole truth, and nothing but the truth, so help you God

Mr MeesaNn Ido

TESTIMONY OF FRANK J. MEEHAN, BROOKLYN, N.Y,

Mr Pecora Mr Meehan, will you please give your full name and
address?
N Iw}h MEegBEAN FrankJ Meehan, 215 East Fourth Street, Brooklyn,

Mr Prcora Are you connected officially with the office of the
attorney general of the State of New York?

Mr MEeesaN I am

Mr Pecora What is your official title or position in that office?

Mr MEeesan Chef statistician of the department

Mr Pecora How long have you been connected in that official
ca%s;city with the office of the attorney general of New York State?

r MEeBAN Seven years

Mr Precora Prior to that were you connected with any other
governmental or State agency or department?

Mr MgeesaN Immediately prior to that I was with the Depart-
ment of Justice for approximately 4 or 5 years as an accountant

Mr Pecora Have your services also been loaned to this committee
at my request, by the attorney general of the State of New York?

Mr MEEBAN Yes

Mr Prcora Have {Ssu been rendering service as a member of the
investigating staff of this committee since January of 1933, or since
I became counsel to this committee?

Mr MEeeHAN 1 have, as its chief statistician

Mr Pecora Now, dunng the latter part of the year 1933 did you,
at my suggestion, go to tlgne aty of Cleveland, Ohio, with other
members of the investigating staff of this commttee, for the purpose
of inquinng into the banking methods and practices prevalent in the
banks of that city?
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Mr MEeesan I did.

Mr Prcora And how many members of the investigating staff
of the committee worked under your immediate supervision for the
purpose of such inquiry mn Cleveland?

Mr MgzeesaN. The number of our people in Cleveland varied all
the way from 5 to 25—25 being the peak

Mr Pecora Did they include accountants and auditors?

Mr MEeEnan Yes, sir; and stenographers

Mr Pecora You personally went to Cleveland at times to super-
vise their work, did you?

Mr MEgsan I did

Mr Prcora And reported the results to me from time to time?

Mr MEegsan. Yes, sir

Mr Prcora. Have there been prepared by the members of the
investigating staffi of this committee written reports setting forth
the results of their investigations?

Mr Mgeeaan There have been

Mr Pecora Have you got such written reports here?

Mr MEeeuan Yes, I have

Mr Pecora Will you please produce those of them which relate
to the bank called ‘“Guardian Trust Co of Cleveland, Ohio’’?

Senator Apams May I ask at that pommt as to what was the
method of the imvestigation, having in mind how far it was made
up of an examination of individuals connected with the banks and
how far made up by an examination of bank records?

Mr MgeeraN Our men m Cleveland had to depend upon the
receivers to get access to the actual books, records, and files Where
in certain cases—and there were quite a few of them—essential
records were missing, they would then go to the men most interested
in that particular phase of the imvestigation, former directors of the
banks, former officers, assistants of the supermtendent of banking of
Ohio, 1n order to get the factual information which they needed and
upon which they have commented mn their reports. Following an
investigation, wherever any statement of fact 1s made in a report, it
is backed up by a photostatic copy of the document or letter, or
transcript of the record Such photostats are i the original report.
So that all of our statements of facts are supported by documentary
evidence

Senator Apams Then am I to understand that no part of your
report 18 based merely on oral statements made to you?

Mr. MeegsaN No, sir.

Senator Apams But that it is all documentary

Mr Mgeeran. All documentary

Senator Apams And I gather from what you say you have a basic
accumulation of all the data, and then you have made a summary of
it, which you are now putting before the commuttee

Mr MEeeEAN A summary of each phase

ilS(eina,tor Apams But not a full accumulation of all the data com-
pile

Mr Megesan Well, we have two summary reports, one on the
Guardian Trust Co and one on the Union Trust Co Each of these
summary reports summarizes the results of all the different phases of
that particular investigation The main mmvestigation was devoted

o to two different groups, two principal groups, the Guardian Trust Co.
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



STOCK EXCHANGE PRACTICES 7977

group and the Union Trust Co group So that these two summary
reports, which are not documented you understand, will furnish a

sketch of the whole story as it relates to these two main groups.

We have particularized by preparing a report on each specific

phase of each group, and 1t 1s in those reports that we have the
ocumentation.

Senator Apams All right

The CmairMaAN In other words, these reports are not based on
hearsay or rumors but on the records of the banks themselves

Mr MEeEHAN Yes, sir

The CeatrMAN And, of course, other sources of data referred to

Mr. MEgaaN Yes, sir

Mr PEecora. And I might say that the references in these reports to
such documentations are not only set forth in the text of the reports
but also in the marginal notes that appear on the face of each report.

Mr MEegnaN. Yes; in the marginal notes of the summary reports,
that will be found by way of reference to the exhibits And the exhibit
will be found subheaded on the left-hand side of the folder containing
the report

Senator CosTiGaN Has it been the practice to make indexes for
these reports? Are they so arranged that there is an index in each
instance?

Mr. MeEeeaN No, sir. We have not prepared an index That
could be done, however, at very little time and trouble.

Se}r)lalt;,’or Apams. But they are indentifiable by numbers or some
symbol?

Mr MEEEAN Yes, sir.

The CrairMAN. Have you identified these papers that you now
have here before the subcommittee?

‘Mr MeEeaN Yes, Mr. Chairman,

Mr Prcora. Senator Adams, you might see just how they are
prepared in the matter of form by referring to this folder. Here is
the text of the report This 1s the reference to the documentary
evidence supporting the statements in the text And all these exhibits
will be made a part of the record of the hearing. I might explain
tohét the exhibits are now m the hands of the Government Printing

ce.

Senator Apams. All right.

The CrAIRMAN. You may proceed, Mr. Pecora.

Mr. PEcora. Mr Meechan, I show you a report produced by (You
and entitled *“Guardian Trust Co.—Summary Ilt? is addressed to
you by Walter H. Seymour, senior examiner, bearing date April 27,
1934, and relates to the Guardian Trust Co. of eveland, Ohio
Will you look at it and tell me if you recognize it as being a copy of
one of the reports submitted to you by Mr. Seymour, who was one of
the members of the investigating staff who worked in Cleveland under
your direction?

Mr. MeeaAN Yes; I do.

Mr Pecora Mr. Chairman, I now offer that report in evidence,
together wath the supporting exhibits, which exhibits we do not have
here at this time. 1 might explain that the exhibits are now physically
in the possession of the Government Printing Office. They were
delivered to the Government Printing Office yesterday in order to
save time incidental to the printing of the record.
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q The CrairMAN. The report and exhibits will be received in evi-
ence

(The report entitled ‘“Guardian Trust Co —Summary”’, together
with the exhibits now at the Government Printing Office, were re-
ceived 1n evidence and marked “Commuttee Exhilit No. 1, May 3,
1934, and are as follows )

Commitree Exmisir No 1-—-May 3, 1934

GUARDIAN TRUST CO., CLEVELAND, OHIO

SUMMARY

The closing of the Guardian Trust Co, like that of the Union
Trust, was not the result of the ‘“Michigan bank holiday’ nor the
“National bank holiday”, but was the result of unsound practices
and mismanagement

In the individual reports written in connection with each phase of
the bank’s aclivities we have reported in detail This report will
simply be a summary of the information disclosed in the individual
reports.

The Guardian Trust Co and its subsidiaries comprise 26 separate

corporations
(Report re Corporate History)

As will be shown later in this report, the Guardian Trust Co ,
through the medium of its accounting methods, has never issued a
statement of condition which has shown the true facts These
25 subsidiaries were used by the bank management to cover up those
activities of the Trust Co. other than of the banking business.

(Report re Corporate History, p 5)!

The largest and most important subsidiary is the New England Co ,
a corporation formed originally to take title to the main bank building
Later, stock ownership of the Hotel Hollenden Co and the DeWitt
Hotels Co were transferred to the New England Co

In the acquirement and formation of the following companies, we
find evidence of subterfuge for four different reasons

(Report re Corporate History, p 3)

1 New England Co —To invest in a banking building in an amount
beyond that permitted by law.

2 The Gugrdwan Securities Co —To permit the bank to speculate
in mortgages and, subsequently, stocks and securities.

3. 4400 Superior Co—To conceal and to attempt to recuperate a
loss incurred through an unwise loan

4 Harrison County Investment Co —To attempt to protect a loss
sustained through a bad investment, the bank indirectly entered the
coal-mining business.

(Report re Corporate History, p 4)

From 1928 until the closing of the bank, the formation of subsid-
iaries became a common occurrence, 4 being formed in 1928, 1 in
1929, 2 in 1930, 7 1n 1931, and 6 in 1932. aturally, all these sub-

1 See explanatory note, table of contents
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sidiaries required financing, and the Guardian was milked by means of
“loans” and “investments”, all of which were carred on the various
books at full value, although many of them were obviously not worth
the paper on which they were recorded.
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(Report re Corporate History)

From a summary of the activities of these subsidiaries we find that
the Guardian Trust Co , besides being a bank, was actually engaged
in the following businesses
. The operation of an office bulding

The operation of a chain of hotels
. The operation of a coal mine
. The ownership of a produce market house

The operation of residential, apartment, and business property.

The holding of vacant allotment property

Speculation 1n stocks and bonds

b W=~ I VL

MANAGEMENT

The affairs of the Guardian Trust Co were dictated and managed
almost wholly by Mr J Arthur House, president, and Mr H C Rob-
inson, executive vice president Associated with these 2 were 4 or 5
of the other semior officers, however, all important questions and
final decisions were left to the Messrs House and Robmson

(Report re Compensation Paid to Officers)

. A review of the pay roll shows that in the years 1928 to 1932 inclu-
?nlrle, salaries and bonuses of the seven highest paid officers were as
ollows.

1928 1929 1930 1931 1932
J A House, president. . .ocooomuauue. $08,333 33 | $107,083 33 | $108,750 00 | $90,000 | $75,350 00
H C Robnson, executive vice president_| 72, 500 00 76, 875 77,708 50 65, 000 926
H P Mclntosh, Jr, vice president......| 33,450 00 36,875 00 36,7756 00 33, 000 27,701 67
T E Monks, vice president. __.._.._.._. 36,450 00 86,275 00 36,175 00 83, 000 29,375 00
H I Shepherd, vice president . 32,750 00 35,375 00 35, 5756 00 33, 000 17,125 00
A G Stueky, vice president__.. , 000 00 , 625 , 125 27, 000 23, 708
H F Young, vice president __..._.... _| 27,000 00 31,625 00 30,125 00 27, 000 23,708 33

(Report re Compensation to Officers)

At the end of each year the board of directors voted a sum of
money to be paid as a bonus to the officers of the Trust Co , and left
the dwstribution to the discretion of Mr House Afier taking the
lion’s share for himself and allowing Robinson a large portion of the
r?énamder, Mr House distributed the bonus money to the various
officers

Our report regarding Compensation Paid to Officers shows 1n
detail the value placed on his services by Mr House In fact, 1n
answer to an mquiry, Mr House stated

(Report re Compensation Paid to Officers, p 6)

I am coming more and more to the conclusion that executives in banks, who
are responsible for the success of the wmstitution and who are really the money
makers, should be paid, 1n addition to their salaries, a percentage of the net
earnings
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Financian HisTory
(Report re Financial History, p 1)

The management of the Guardian Trust Co, 1n order to conceal
from the stockholders the true facts regarding the bank’s condition,
resorted to methods of accounting and preparation of reports designed
to conceal losses which were constantly sustained, due to poor judg-
ment and speculative tendencies

(Report re Financial History, p 2)

The Guardian Trust Co. has never issued a report to stockholders
which showed the earnings for any period The stockholders were
apprised of the company’s earmings through the medium of a report
read at the annual meeting of stockholders None of the published
annual reports or statements of the bank disclosed the earnings

(Report re Financial History, pp 1, 2)

Earnings were reported greatly in excess of their actual amount,
as a result of which excessive dividends and bonuses were paid.
The entire method of reporting earnings and the condition of the
bank was misleading and contrary to sound principles of accounting.

(Report re Financial History, p 2)

Transfers of semi-worthless assets were made to subsidiary compa-
nies at their book value in order to prevent showing losses which
would have occurred had the assets been wnitten off to their true

value.
(Report re Financial History, p 4)

The profits of the Guardian Trust Co were exaggerated in the
annual report, due to the fact that in preparing the consolhidated
statement, only the operations of certain subsidiaries were included,
these being companies that were making money, while losing compa-~
nies were completely 1gnored

(Report re Financial History, pp 7 and 9)

In the case of the Guardian Trust Co, the term ‘Reserve for
Depreciation Account’’ was a misnomer, as the account was at all
times entirely inadequate to take care of the occurring losses. As a
result of the general madequacy of the reserve and the failure to pro-
vide for losses, 1t was necessary to transfer from undivided profits
at the end of each year, sufficient to take care of the balance of the
losses. This transfer from prior year’s profits did not affect the
current year’s operations

(Report re. Financial History, p 10)

Through the confusing method employed by the bank in running
losses through the reserve accounts, 1t was enabled to show earnings
of 37,573,470 51 1n excess of the actual earmngs after deducting
losses, for the 10-year period from 1923 to 1932 wmclusive The
earnings of the bank as reported on the annual reports for this period
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were $15,035,156 35, whereas the actual earnings, after deducting
losses, were $7,461,685 84.

(Report re Financial History, p 15)

On page 15 of our Financial History Report we have tabulated the
earnings as reported, actual earnings, and the dividends paid for the
10-year period from 1923 to 1932 inclusive  Dividends were paid of
more than $15,000 1n excess of the actual earnings for this period

It seems extremely unlkely that had the stockholders and direc-
tors been aware of the amount of the real combined earnings, that
they would have approved the declaration of such large dividends
Neither does it seem}iogical that they would have approved the pay-
ment of salaries and bonuses to officers of approximately $700,000 for
the years 1929 and 1930

(Report re Financial History, p 16}

Whale the earnings of the Guardian Trust Co were reported to the
stockholders on an accrual basis, the earnings reported by the bank
for Federal income-tax purposes was on the cash basis It should be
noted that as a result of filing on this basis, no income-tax habihty
was wmcurred, with the exception of $13,424 which was paid for the

year 1929
(Report re Financial History, pp 20, 21)

Trust no 1092 —Further evidence of concealment of facts was dis-
covered 1n an account called ““Sundry Trust no 1092”’, the component
parts of which were carried on the banl’s statemenis as resources, or
assets, with an offsetting credit among trust funds, whereas 1n reality
this account mcluded revenue and expense 1tems as well as worthless
assels Thisso-called * trust”” was merely another of the many subter-
fuges used by the bank management to conceal losses sustamned by
reason of unwise loans and investments Semiworthless assets were
transferred to this trust, the trust funds being shown 1n excess of their
true worth on the annual report, as no wnte-off due to losses or
decline in values was made

(Report re Financial History, p 22)

Sundry trust no 1092 was originally created for the purpose of
segregating certain commissions on real estate loans consummated
by Mr. A. D Fraser for various insurance companies.

Under an agency agreement, Mr Fraser, an official of the bank,
placed loans for several large msurance companies, receiving a certan
commission from them for his services Of such commissions, Mr
Fraser retained 40 percent and the bank, 60 percent On the assump-
tion that such earnings were not entirely applicable to the year in
which the loan was consummated, but should be distributed over the
hfe of the loan, the bank management decided that these commuissions
should be segregated 1n a trust fund, a proportionate share of which
could be withdrawn yearly and credited Lo the earmings of the bank.
Had this policy, which 1s perfectly tenable, been adhered to, there
would be no occasion for criticism, but afier some years the trust
became, 1n effect, nothing more than a clearing house for many
extraneous and generally nounprofitable transactions
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This trust became nothing more than a secret reserve account in
which was placed earnings from many sources, such as profits from
the sale of acceptances, rentals on properties owned, etc, and from
which funds were withdrawn for such purposes as the payment of
rental to other trusts operated by the Guardian Trust Co , as trustee,
the purchase of mortgages, notes receivable, bonds, etc from the
Guardian Trust Co

(Report re Financial History, p 24)

In order to have sufficient funds in this trust to cover the bank
losses being run through 1t, it was necessary to divert some of the
bank’s earnings and assets 1nto 1t, the total amount so diverted being
$1,074,923 85, including commuissions on loans

(Report re Financial History, p 25)

That the bank officials themselves considered this account as a
secret reserve 1s borne out by memoranda and journal tickets signed
by officials referring to this trust as ‘“Sundry Trust Reserve 1092 ”

Financiar ConpiTioN

(Report re Financial Condition pp 1, 2)

As we have stated previously in this report, the closing of the
Guardian Trust Co. was simply the result of unsound practices and
mismanagement The unsound practices were many, being

1. An unwise loan policy

2 An unsound mmvestment policy

3 Due to the loan policy, the bank was forced mnto a position of
bemg a large holder of real estate through foreclosure.

4 Inadequacy of reserves

5 Too liberal dividend pohcy

6 The engagement 1n practically every type of business along with
the banking business

(Report re: Financial Condition, p 6)

Loans.—While a bank’s principal function 1s primarily to make
loans, conservative banking demands that these loans be of a fairly
Ihquid nature In the Guardian Trust Co. the reverse was true, a
vel('hy large percentage of the loans bemng secured by real estate In
addition, too many of the collateral loans were made on security of a
highly speculative nature Even as early as 1929 the bank had loans
past due of $10,000,000, and an additional total of loans to officers
and directors and their corporations amounting to $10,500,000 more

(Report re. Financial Condition, p 13)

The Guardian Trust Co was hopelessly insolvent in February 1932,
1 year before 1t was closed
On February 29, 1932, the bank had estimated losses on loans of
$11,867,576 23, to which should be added doubtful loans of
$7,462,354 13 and loans of undetermmable value $10,518,881 08,
Digitized for FR Aggkmg a potential loss of $29,848,811.44 or enough to wipe out the
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entire capital and surplus of the bank, amounting to $17,187,563.63,
a potential deficit of $12,661,247 81

(Report re Financial condition p 15)

Assets pledged —On April 8, 1933, when the conservator took charge
of the bank, 55 percent of the bank’s total resources were pledged to
secure loans. The percentage of pledged mortgages to total mortgages
increased from nothing on March 23, 1929, to 64 percent on Aprl 8,
1933, and pledged loans from nothing to 52 percent during this same
pertod, a clear indication of the bank’s desperate attempts to keep
operatm%)at any cost

From December 1931 to February 1933 the total resources of the
bank decreased more than 78 mullions of dollars and habilities in-
creased by almost 20 milhon.

(Report re Examinations)

One of the chief reasons for the widespread confidence in the
Guardian Trust Co pror to the closing of that institution in Febru-
ary 1933 was undoubtedly the behef by depositors that their savings,
often those of a hfetime, were adequately protected through the
medium of frequent exammations as to the condition of the bank by
National, State, and local bodies

Sections 710-1 to 710-36 of the Ohio banking laws provide that
the superintendent of banks must examine each bank ‘at least once
each year”’ Section 9281 of the Federal Code provides that exam:-
nations should be made by the Federal Reserve examiners “at least
twice each year’’, except that examinations by State authorities may
be accepted 1n the case of State banks

(Report re Examinations)

There have been only six examinations of the Guardian Trust Co.
condﬁcted 1n the period {from 1922 to the time of the bank’s closing,
as follows '

1922. December 8, Federal Reserve examiners assisting.
1924. October 11, Federal Reserve examiners assisting
1926 February 26, Federal Reserve examiners assisting.
1928+ January 27, Federal Reserve examiners assisting.
1929 November 15, State department examiners only
1932 February 29, Federal Reserve examiners assisting.

In our report regarding the examinations of the Guardian Trust
Co. we have severely criticized the number and the methods of these
examinations Also, we have condemned the ‘‘examinations” made
by the directors’ examining committee

LOANS

In the 2 years from December 1930 to December 1932, colateral
loans decreased from 46 to 31 million and real-estate loans decreased
from 37 to 31 million, while deposits decreased from 157 to 109 milhon
dollars
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(Report re Financial Condition, p 7)

Possibly one of the worst features of the real-estate loan situation
was the large amount loaned on vacant property, the value of which is
highly speculative There can be no doubt that vacant or allotment

roperty is purely speculative, its ultimate value being entirely
gependent upon the sales ability of the allotment owner, and for a
bank to loan large sums upon real estate of that nature indicates a very
weak loan policy.

(Report re Loans to Directors and Officers, p 3)

Mr J Arthur House, like several of the other senior officers, availed
himself of the device of obtaining loans from the bank as being made
to his trust estate and not in his own name The records of these loans
did not, therefore, indicate the true borrower but merely a trust-fund
number Mr House’s indebtedness to the bank totaled on Aprl 8,
1933, $245,933 48, on which he had been charged a preferential interest-
rate of 5 percent The hiquidator has imncreased the mnterest rate to 6
percent

Besides the loans to Mr House, the Guardian Trust Co has loans
of $400,000 outstanding to the Mills Co Mr House 1s related to the
Mulls, and 1s a director of the Mills Co

(Report re Loans to Directors and Officers)

Other senior officers who borrowed large sums from the Guardian
Trust Co and whose loans are still unpsid are Mr H P McIntosh,
Jr, a vice president, with loans of over $100,000 unpaid, and Mr
Robinson with loans totaling $42,000 still due Thomas Monks has
unpaid borrowings of $42,090 All of these officers enjoyed a prefer-
ential interest rate until the hiquidator raised 1t to 6 percent

(Report re Loans to Officers and Directors of Other Banks)

Also, when the Guardian Trust Co closed, it had outstanding
a,gprommately a half mllion dollars in loans to officers and directors
of other banks Some of these loans were sufficiently collateraled,
while others were obviously made because of the connections of the

borrower . . .

Attention is called, in particular, to the following loans:
E R Fancher, Governor of Federal Reserve Bank . .______________ $53, 000
George DeCamp, Federal Reserve agent__.____________._ .. ______ 40, 000
W M Baldwm, president, Umon Trust Co______.________________ 32, 000
A W Dean, Guardian director and treasurer of Enos Coal Mining

G0 e e e eeicece———————— 1, 257, 000

(Report re Loanr to Eaton Interests)

The loans made by the Guardian Trust Co to the so-called “ Eaton
Interests” are represented by six loans totaling $5,343,055 19, and
are composed of the following:
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April 8, 1933
Eaton interests l Deposit | General average
Loans balance ap- | deposit balances
proximate | 1931 and 1932
A Cleveland Chiffs Co. s -1 $2010,338 61 $344, 000 |  $300, 000-700, 000
B Contmental Shares. . . 1,145, 281 62 15, 000 11, 000-300, 000
C George T Bishop, syndicate manager.___.__._____... 440, 796 59 None None
D Foreign Utilities, Ltd o e ), None None
E Ots& COnaueencco e . - 417,863 37 3,000 1, 00050, 000
F R H Bishop, Jr and Samuel Mather _ ... . ....__ 978,785 00 | oo maamlmceas cmcme —caea
B K1) 7\ SNSRI 5,343,085 19

All of these loans are collateraled by the same character of secur-
ities, 1e, securities involving the Mather operations and the Otis-
Continental companies

The Trust Co also has loans outstanding due from the Van Swer-
ngens totaling $4,306,324 60

EMPLOYEES' RETIREMENT FUND

On July 1, 1913 the Guardian Trust Co croated an employees’
retirement fund for the purpose of retiring faithful employees after
certain prescribed periods of service Under the terms of this fund,
the employees contributed an amount equal to 3 percent of their
monthly salaries and the bank contributed an i1dentical amount

(Report re Employees’ Retirement Fund, p 2)

The management of the fund was administered by a board of trus-
tees, of Whl?}% Mr House, as the president, was an ex-officio member
Mr W R Green, vice president, was secretary of the fund

Mr House utterly disregarded his oath to faithfully perform his
duties as trustee, and his management of the fund 1s a flagrant example
of the abuse and violation of the trust placed in him as a guardian of
life savings

(Report re Employees’ Retirement Fund, p 3)

In 1930. Mr House, along with his ever-present aide, H C Robin-
son, saw the possibilities of diverting funds {rom the retirement fund
to their own use

(Report re Employees’ Retuement Fund, p 4)

A group of officers and directors of the bank formed u syndicate
known as the “Directors’ Syndicate’’ to trade in the Guardian Trust
Co stock. The syndicate was predicated on the plan that each
director and officer of the bank was to subscribe to a certain number
of shares 1n the syndicate, and the syndicate was to acquire the stock
from the outside market

Mr H. C. Force, vice president, acting as agent for the syndicate,
borrowed from the retirement fund to make the stock purchases for
the syndicate.

The syndicate was never completed, and was left with 287 shares of
Guardian bank stock on hand. Thereupon, these 287 shares were

175541—34—pT 18——2
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sold by Mr Force, after approval had been arranged by Mr. House,
to the employees’ retirement fund at $265 23 per share, notwithstand-
g the fact that the retirement fund had purchased only the day
before 49 shares in the open market at $69 72 a share

(Report re Employees’ Retirement Fund)

Another example of Mr House’s arbitrary price-fixing ou the Guar-
dian stock is shown by his conduct involving the sale of Guardian
Trust stock to employees The Guardian, in February 1929 sold its
stock to the employees at $250 a share on a partial-payment plan In
the event of a subscriber ceasing to be an employee of the bank, his
subscriptions were refunded The stock was thenceforth subject to
the control and disposition of the president, as trustee, for reallotment.

By July 1932 Mll)‘ House, as trustee, had repurchased 218 shares of
the Guardian stock at $250 per share He thereupon sold this stock
to the retirement fund at the 1929 subscription price The high mar-
ket price of the stock in July 1932 was $70 per share

essrs House, Robinson, and Green have been indicted by the
Federal grand jury for their acts in regard to the retirement fund.
No definite date has been set for the tral

“Winoow Dressing”’

(Reports re “ Window Dressing”’, Financial History)

In the preparation of its published statements, the Guardian Trust
Co resorted to the device of ‘“window dressing” This “window
dressing’’ was through the medium of repurchase agreements, kiting
of checks, and large temporary deposits from friendly depositors Of
course, as we have already pointed out, the statements of the bank
did not mnclude the losing subsidiaries, so that the ‘“ window dressing ”’
methods described above were only part of the deception carried on
by the bank management.

TrusT PrACTICES

(Report re Trust Practices)

The Guardian Trust Co , in its capacity as trustee, has violated its
fiduciary relationship in more than one instance, by burdening trust
estates over which 1t had discretionary investment powers, with
securities in which the bank reahzed a profit by the expedient of pass-
ing securities through its bond department and subsequently to its

estates.
(Report re Trust Practices, p 1)

In one particular case the bank relieved one of its directors of a huge
block of gonds at a profit of 5 points to the director These bongs
were subsequently sold to the trusts In his particular instance the
bank 1itself held a large block which 1t could have passed on to the
trusts at cost, without incurring the 5-point profit to the director.

The following are some of the securities which were sold to the
trust estates, and a comparnson of the cost price paid by the bank to
the selling price:
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(Report re Trust Practices, p 3)

$66,000 of H A Stah! Properties gold bonds, costing 92 percent, were sold to
trusts at 99 and 100 percent
$33,000 of Erie-Prospect Co bonds, costing 96 percent, were sold to trust at
98 to 100 percent
(Report re Trust Practices, p 3)

$39,000 Fairmount-Development bonds, costing 93 percent, sold to trusts at
99 and 100 percent

$300,000 F Neighbors Realty Co land-trust certificates were purchased by
the bank at 96 66 percent and sold to the trusts at a 3-point profit

(Report re Commingling of Trust Funds)

The officials of the Guardian Trust Co commingled the uninvested
trust funds with the general funds of the bank After the Guardian
Trust closed, and the first hqudating dividend of 20 percent was de-
clared, the trust chents received their pro-rata share of the disburse-
ment as general creditors in the same manner as the commercial
depositors

GuarpiaN SkcuriTies Co.

(Report re Stock Market Activities)

The largest single activity of the Guardian Securities Co seems to
have been 1n the stock of the Inland Investors, Inc , an investment
trust The Guardian Securties Co borrowed money from the
Guardian Trust Co and purchased 15,000 shares of the Inland
Investors, Inc stock, selling all but 2,004 shares to outside customers.
The 2,004 shares were sold to the employees of the bank on the partial-
payment plan, at $52 50 a share The present market price of the
stock 18 about $9 a share

Warter H. SEYMOUR,
Senmor Examiner.

Senator Apams Mr Meehan, the Guardian Trust Co. of Cleveland,
Ohio, 18 1n the hands of a receiver, 1sn’t 1t?

Mr MEeesAN Yes, sir

Senator Apams When did it close?

Mr Mgesan. I will have to look that up

Senator ApaMs I mean approximately

Mr Meesan In March 1933, I think

Senator Apams It was closed back 1 1933 some time?

Mr MEesAN. Yes, sir.

Senator Apmas And 1t 18 in process of liquidation now?

Mr Meesan Yes, sir.

Senator Apams All right

The CHAIRMAN You may continue, Mr Pecora

Mr Pecora. Mr Meehan, I show you another report, entitled
“The Guardian Trust Co and Subsidiaries—Corporate History ” 1
ask you if you recognize 1t as being another report prepared by Mr.
Seymour under your immediate supervison

Mr MEeeuan I also identify this as a report having been made
under my 1mmediate supervision

Mr. Pecora Mr Chairman, I offer that report in evidence, together
with the exhibits that are referred to in the report 1tself
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1 The CraramaN. The report and exhibits will be received in evi-
ence

(The report entitled “The Guardian Trust Co. and Subsidiaries—
Corporate History”, together with the exhibits now at the Govern-
ment Printing Office, were received in evidence and marked ‘Com-
mittee Exhibit No 2, May 3, 1934,” and are as follows")

Commitree Exmieir No 2—May 3, 1934

CorrorAaTE HISTORY
(G-3A, G-3B)

From the time of its organization in 1894 until 1913, the Guardian
Trust Co operated as a bank only, but in 1913 it acquired the first
of the 25 subsidiary compantes, which were instrumental in bringing
about 1ts ultimate failure

(G-3-1)

We find by referring to the minutes of the New England Co that
as of January 3, 1914, the bank owned all, except directors’ qualifying
shares, of the capital stock of the New England Co , the outstanding
5,000 shares being held as follows

Shares
Guardian Savings & Trust Co- _ o ... 4, 995
H P Melutosh_ . eaeeeam 1
Chas 8 Mosher_ __ . e 1
J A House. ..o e e 1
H C Robinsou___ .. - . _ ccr cmce meccececeees 1
H P Melntosh, Jro_ . . 1

§, 000

As the New England Co owned the property occupied by the bank,
the purpose of this acquisition was, obviously, to obtamm control of
the banking premises, and as we know of no law that prevented a
bank from owning 1ts own banking quarters, we cannot understand
why the property was not purchased outright and carried on the
bank’s books as a real-estate asset and can only assume that even at
such an early date, the bank management had mampulation in mind.

The purpose of the move becomes apparent, as we go further into
the minutes of the New England Co and find the following m the
minutes of a directors’ meeting held May 7, 1915

(G-3-2)

Whereas this corepany 1s empowered to borrow money and to 1ssue 1ts coupon
or registered bonds therefore bearing any legal rate of interest and to secure their
payment by a mortgage of 1ts property, real or personal or both, and

ereas 1t 1s necessary for this company to borrow money for the purpose of
refunding 1ts present 1ndebtedness and of making contemplated improvemeunts to
1ts property, now, therefore, be 1t

Resolved, That the president or vice president, and secretary or treasurer of this
company be, and they are hereby, authorized aud directed to execute and dehver
the coupon bouds of this company to an aggregate amount of not exceeding
$1,500,000 of said bonds

From this 1t can easily be seen that the Guardian Trust Co wished
to erect additional new quarters of a semispeculative nature without
violating the banking laws and adopted the expedient of a subsidiary
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company, the first of many designed to evade banking laws In later
years the New England Co proved to be a very convenient medium
for the bank to conceal indiscretions of the bank management, as will
be brought out in later paragraphs

The second subsidiary to be formed was the Guardian Morigage Co.
formed 1n 1917 for the purpose of permtting the bank to indirectl
engage 1n the buying and selling of mortgages (at a tume when suc{
speculation was profitable) In 1927 the company recapitahzed and
was chartered to deal in securities

Next m order of formation came the Branch Investment Co,
orgamzed for the purpose of taking over the sublease on certain prop-
erty intended for the housing of the East One Hundred and Fafth é)treet
branch of the Guardian Trust Co The ongmal purpose of this com-
pany was also lost sight of in later years

In 1928, the bank found 1t necessary to organmize the 4400 Superior
Co for the purpose of purchasing a leasehold for the assumption of an
indebtedness to the Guardian Trust Co

The Harmson County Investment Co was formed in 1930 to take
title to certain coal properties, in which the bank had made an invest-
ment, and which were sold by court order

‘We have so {ar given only a bref outline of the five direct subsidiaries
of tillae Guardian Trust and have commented on them only very gen-
erally

However, we believe that even from this brief outhne 1t is possible
to gage the intent of bank officials to “camouflage’” losses and evade
banking laws

In the acquirement of and formation of the aforementioned com-
panies, we find evidence of subterfuge for four different reasons

1 New England Co Toinvest n a banking building in an amount
beyond that pernutted by law

2 The Guardian Securities Co  To permut the bank to speculate
in mortgages, and, subsequently, stocks and securities

3 4400 Superior Co To conceal and to attempt to recuperate a
loss meurred through an unwise loan

4 Harnson County Investment Co To attempt to protect a loss
sustained through a bad investment, the bank indirecily entered the
coal miming business

These companies were all purchased or financed with Guardian Trust
Co. money secured from depositors and the practice of concealing
losses and evading laws should have been apparent to examiners and
curtalled, but as it was passed unnoticed, the bank officials really
settled down to serious business 1n the matter of organizing subsidiaries
in 1928. However, not wishing to make the fact too apparent, they
adopted the expedient of organizing subsidiaries to the subsidiaries,
thereby making the detection of subterfuges more difficult.

From 1928 until the closing of the bank, the formation of subsidiaries
became a common occurrence, 4 bemng formed in 1928, 1 1n 1929, 2 1n
1930, 7 in 1931, and 6 in 1932. Naturally all of these subsidiaries
required financing; and the Guardian was milked by means of “loans”
and “investments’’, all of which were carried on the various books at
full value, although many of them were obviously not worth the paper
on which they were recorded.

Having given a general idea of the Guardian Trust subsidianes, we
shall now take them up individually and trace through the various
ramifications.
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NEW ENGLAND CO.

We have already explained the orginal gurpose of this company
and traced it through to 1915. In 1913, when acquired, the capital
stock of the company consisted of 5,000 shares with a par value of

$500,000
Since then, there have been the following changes 1n the capital
stock*
1915, the capitahzation was changed to 15,000 shares (2,500 shares of Par value
which was 1ssued as a stock dividend) -~ - - oo $1, 500, 000
1916, increased to 19,000 shares. . __ ..o ... 1, 900, 000
1917, increased to 20,000 shares..______________________._ ... - 2,000, 000
1921, increased to 23,000 shares_ .. ... o _____.__ 2, 300, 000
1924, the capitalization was changed to 10,000 shares_ . __.___._____ 2, 300, 000

On March 14, 1928, the board of directors voted to change the
stated common capital of the company to $3,800,000, the present
figure at which the stock was carried on the books of the Guardian
Trust Co

From 1913 until 1926 the New England Co did not acquire any
subsidiaries, but in 1926 the Vincent Building Co was formed for the
purpose of building a hotel building to the east of the Hotel Hollenden,
to be used by the Hotel Hollenden To finance this, the New England
Co 1nvested $619,500 in the Vincent Building Co and guaranteed
$800,000 of leasehold bonds As the Guardian Trust Co owned the
New England Co , the bank, therefore, voluntarily went into the hotel
business

In 1928 the New England Co purchased from the Guardian Trust
Co all of the capital stock of the Hotel Hollenden Co for the sum of

(G-3-3ab)

$750 and all promissory notes of the Hotel Hollenden Co to the
Guardian Trust Co for the sum of $1,350,000 By this means the
management of the Guardian Trust Co was reheved of the embar-
rassment of showing a large loss on the Hotel Hollenden Co loans
and stock

(G-3-3)

In order to handle this deal, the New England Co (ot m other
words the Guardian Trust Co ) mortgaged its building for $3,250,000
with the Metropolitan Life Insurance Co and purchased the Hotel
Hollenden Co stock and notes from the bank By this means the
Guardian Trust Co relieved 1ts books of ‘““sour’” loans amounting to
$1,350,000 which properly should have been written off; mortgaged
what was 1 effect 1ts building, bolstered its cash to the extent of the
amount received from the New England Co , and continued to carry
on the bank books at full value under the caption ‘“Banking house™
the $3,800,000 stock of 1ts subsidiary, the New England Co , even
though the management knew they had just unloaded a potential loss
of over & millicn dollars on the subsidiary During the ensuing yesrs,
the New England Co made advances to the Hotel Hollenden Co for
various purposes, until in 1930, at a regular meeting of the board held
June 25, the treasurer reported—
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(G-3-4)

that the company 1s now loaning to the Hotel Hollenden Co $1,987,500 of which
$441,310 1s represented by trustees’ advances for ground rent, taxes, and other
1tems

The Hotel Hollenden Co has requested that the New England Co refund
these various loans, totaling $1,546,189 23 and on motion properly made and
unanmously carried, 1t was resolved to accept from the Hotel Hollenden Co 1ts
second leasehold mortgage 1n the amount of $1,546,189 23 securing the Hotel
Hollenden Co notes for a like amount

Despite this 1dea, the Hotel Hollenden Co still represented a
“sour’’ hability on the New England Co books, which might have
caused embarrassment to the bank management 1 carrying the
New England stock on the Guardian books at full value In order
to correct this, another brilliant plan was concelved, and at a meeting
of the board of directors held on December 27, 1932

(G-3-5)

The president stated we have had recent appraisals made of the land and
burlding owned by this company having in mind that if said appraisals were for a
sufficient amount 1n excess of the present amount to write-off the notes receivable
and first-mortgage bonds of the Hotel Hollenden Co  The treasurer, Mr Green,
reported the following appraisals of the land

Henry Hertel. .. . cecceccccccmmmaam $2, 603, 904
W J Purvis, special representative of the Metropolitan Lafe In-
surance Co asof Dec 17,1932 . eeeeo 2, 063, 760
Geo L Craigasof Dec 28, 1932 _ _ e 3, 137, 308
) On motion, the land and building were placed on the company books as fol-
ows
Land . e mmm $1, 939, 200 00
Bulding._ e 3,041,099 14
Total value of land and buddwng . _ . _________________ 4, 980, 299 14
Which were carried on the company’s books for.__.. . ________ 3, 021, 505 35
Thereby creating a credit through revaluation of assets of ._.__. 1, 958, 793 79

Which 18 hereby credited to an account ‘“Appraised surplus ”’
On motion, the officers are authorized to charge to apprased surplus

Notes receivable, Hotel Hollenden to. . .. . ... ____.._. $1, 751,243 79
First mortgage L. H bonds, Hotel Hollenden Co ($220,500

PAL) e e e ————— 207, 550 00

1, 958, 793 79

By this maneuver the Hotel Hollenden Co loss of $1,958,793 79
was wiped from the books of the New England Co as successfully
as it had been eliminated from the Guardian Trust Co records The
chicanery in this entire deal is so apparent 1t needs no further com-
ment The “reappraisal” could not be made sufficiently large, how-
ever, to cover the trustee advances made by the New England Co
to the Hotel Hollenden Co , and there still remains on the New Eng-
land books a debit aganst the Hotel Hollenden Co in the amount
of $483,483 13

We have traced the Vincent Building Co and Hotel Hollenden Co
through the New England Co, but there still remains another
factor to make the hotel picture complete

The De Witt Hotels Co was formed March 2, 1931, for the purpose
of owning, holding, managing, operating, and controlling hotels  All
of 1ts stock, 500 shares, was subscribed for by the New England Co.
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at $500 and $2,000 of surplus was paid mn—making the total invest-
ment $2,500

The picture is now complete We have the Guardian Trust Co.
sustaining a large loss by reason of loans to and mmvestments in the
Hotel Hollenden Co, concealing this loss by transferring it to its
subsidiary, the New England Co , which m turn erased it by a con-
vement ‘‘reappraisal”’ and which, through the formation of another
subsidiary, continued in the hotel business

In March 1931 the Guardian Trust Co , with its record cleared of
its former losses in 1ts hotel venture, forgot 1ts previous experience and
loaned $475,000 to the De Witt Hotels Co , 1ts mdirect subsidiary,
this loan bemng collateraled by $500,000 bonds of the Neil House,
Columbus, Ohio, which were to be purchased with the proceeds of the
loan Could there be better evidence of the Guardian’s reentry 1nto
the hotel business? The entire story of the Hollenden Hotel Co ,
Vincent Building, and De Witt Hotels Co 1s contained 1n a separate
report which brings out all details

In addition to ““camouflaging” the hotel activities of the bank, the
New England Co also served a useful medium in handling real estate
acquired by the bank through foreclosure Unfortunately, the
charter privileges of the New England Co were not sufficiently broad
to allow this, being.

(New England Co certificate of incorporation)

S8aid corporation 1s formed for the purpose of acquiring, holding, and managing
the leasehold estate of the premises on the northerly side of Euchd Avenue, 1n
Cleveland, Ohio, upon which 1s constructed the certain office and store building
known as the New England Co, a corporation, and for the purpose of erecting,
holding, managing, and leasing further buildings upon the said premises, and of
acquinng, holding, and managing other buildings designed for business purposes
To get around this, the ever-present subsidiary idea was agan n-
voked, resulting in the formation of

The Valuation Service Co. in October 1929; capital stock, $500;
capital surplus, $49,500; 100 no par shares all held %y the New Eng-
land Co In addition to taking over properties acquired by the
Guardian through foreclosure, 1t also acted as a manager for prop-
erties. As1t was primarily financed by the bank, 1t placed the bank
indireetly in the real-estate business

(G-3-6, Minutes of executive committee, p 143\)

In 1930, the company purchased several parcels of property on
which the Guardian Trust Co. was foreclosing. In 1933, the com-
pany purchased from the Guardian some 120 or 130 properties on
which the bank had foreclosed, notes in the amount of $1,327,468 89
being taken therefor These notes were for 1 year with interest at
6 percent, secured by mortgages on the property As the financial
responsibility of the Valuation Service Co was practically nil, this
subterfuge to evade the following section of the banking code 1s

apparent.
PP (Oh1o bank act)

Section 710-108, provides in part
A bank may hold real estate as follows (c¢) Such as has been purchased by 1t at
gales upon the foreclosure of mortgages owned by 1t, or on judgments or decrees
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obtained or rendered for debts due 1t, or m settlements effected to secure such
debts Al real property referred to 1n this paiagraph shall be sold by such bank
within § years after 1t 18 vested therein.

(G-3-9, G-3-15)

In 1932, the New England Co acquired the stock of the Vcela
Bulding & Loan Association at $200 per share and after acquiring an
additional 3 shares in January of 1933, owned all but 4 shares of the
outstanding stock. The investment at that time amounted to $891,-
800 The Guardian Trust Co originally held the option to the New
England Co It was the original purpose of the Guardian to use the
location of the Vcela as branch offices of the trust company and then
to liqmdate the Vcela Building & Loan Association The reason for
han(%.mg this deal through the New England Co 1s indicated by the
fact that the net worth of the Vcela as shown by the January 31,1933,
balance sheet was $1,093,079 01 Included in this are mortgage
loans of $733,000 which were reduced in value on the books of the New
England Co , $407,778.21, which reduction applied against the above net
worth made the value of the stock approximately $200,000 less than
the purchase price. The Guardian did not desire to show this loss on
its own books

In 1931, the Guardian Trust Co found that by reason of extensive
real-estate loans on allotment property that had failed to sell, it was
being forced into a position where it would be necessary to foreclose
on a great deal of this property. To avoid showing these properties
among the bank’s assets, the

Land Development & Realization Co was formed May 28, 1931,
with a capital stock of 100 shares no par value, all held by the New
England (EJo. The purpose or purposes for which this company was
formed were, briefly, to:

(Certaficate of mmcorporation)

Third —To acquire, own, hold, operate, manage, control, buy, sell, exchange,
lease, mortgage, hypothecate, lend upon as security, and otherwise deal 1n and
dispose of, for 1tself and for others, both real and personal property, including
stocks, bonds, notes, drafts, bills of exchange, acceptances, mortgages, bills of
lading, warehouse receipts, and other securities as owner, broker, agent or factor,
to construct, erect, repair, and maintain buildings and other structures upon real
estate owned, leased or controlled by 1t or others

To organize, or cause to be organmized under the laws of the State of Ohio, or
of any other State, Territory or country, or the District of Columbia, a corpora-
tion or corporations, for the purpose of accomphshing any or all of the objects of
which this corporation 1s organized, and to dissolve, wind up, hquidate, merge or
consohdate any such corporation or corporations, or to cause the same to be dis-
solved, wound up, hquidated, merged, or consohdated

In accordance with these articles of incorporation, the Land Devel-
opment & Reahzation Co acquured all of the capital stock of the fol-
lowing real estate companies on the dates indicated The articles
of incorporation of these various companies are, in each case, the same
a8 those of the Land Development & Realization Co

June 17, 1931 The Shore Development Co and the Riverside Manor Co

August 19, 1931 The Noble Woodworth Co and the Ri-May Realty Co

January 6, 1932 The Severn Park Realty Co

January 22, 1932 The Staten Heights Realty Co , the College Heights Realty
Co , Inland Lakes, Inc , and the Headland Realty Co

September 23, 1932 The Brookside Manor Co and the Memphis Heights
Realty Co
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May 25,1933 The 1761 East Eighteenth Street Co , the 1874 East Eighteenth
Street Co, and the 2116 East Fortieth Street Co

In addition to bemng used in an effort to protect the Guardian’s
loans to the above companies the Land Development & Realization
Co was used in 1933 in connection with the Western Reserve Mort-
gage Co deal, which 1s explained 1n another (Reconstruction Finance
Corporation) report The Guardian Trust Co sold to the Land
Development & Reahzation Co approximately 130 to 140 parcels of
property for notes amounting to $1,180,960 11 These notes were
made for 1 year in the amount of the purchase price of the individual
pieces of property and were secured by mortgages on these properties
As the Land Development & Realization Co had no resﬁ financial
stability, the “dumry” effect of the transaction 1s apparent

In the above we have traced through the chief direct subsidiary of
the Guardian Trust Co and have shown that by means of 1t, the
bank was enabled to conceal from depositors, stockholders, and per-
haps even from directors, losses sustained by reason of injudicious
loans, to evade State laws 1n regard to real estate, to engage in the
hotel business and to present a balance sheet that showed the bank
m a fairly hquid position when in reahity it was 1n possession of large
amounts of “frozen assets’’ 1 the form of real estate All of this was
done through the New England Co alone Additional incidental
transactions of the company are shown in 1ts history attached.

(G-3-14-5 See financial history report)

As we have indicated earlier in this report, the entire capital stock
of the New England Co was carmed on the books of the Guardian
Trust Co at $3,800,000 under the caption “banking houses” To
carry the stock of this company at such a figure 1s, 1n the opinion of
your exanuner, one of the chief indictments agamst the management
of the bank, as this stock, as of December 31, 1930, had a real valve
of slightly over a mllion dollars, according to a generous appraisal
This statement 1s substantiated by an analysis of the balance sheet
of the New England Co. The carrying of this 1item, as was done,
seems to mndicate a case of publishing a fraudulent financial state-
ment dated December 31, 1932

(G~3-10, G-3-11a)

The Guardwan Securities Co —The Guardian Securities Co was orig-
inally mcorporated in 1917 as a mortgage company under the name,
the Guardian Mortgage Co , acting as a mortgage company and re-
taming that name untl 1927, at which time the management—
apparently desirous of reaping some of the profits to be made in
securities speculation, recapitalized the company for $250,000, all
owned by the Guardian Trust Co and secured a license to deal in
securities The company, however, did not act as a brokerage com-
pany though 1t had a dealer’s license, but rather bought and sold for
profit During the years 1927, 1928, and 1929, this company bought
and sold stock of a great number of stock issues, almost all of which
were listed stocks In order to finance these purchases, collateral
loans were made with the Guardian Trust Co, and at times these
loans ran from $600,000 to $700,000. At one time in 1930 the invest-

o ments ran slightly over $1,000,000
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(G-3-114)

As of December 31, 1932, the Guardian Securities Co owed the
Guardian Trust Co $540,000 secured by collateral, the book value
of which was $816,484 85, but the stated market value of which was
$711,510 39 This collateral mcluded an 1tem of 10,000 shares of
Cleveland Worm & Gear common at $500,000, which actually cost
$180,759 25, and for which there were no bids in 1932

(G-3-14-3)

If we were to reduce the so-called * market value ”’ of $500,000 to the
book value of $180,759 25, the total schedule would then show that
the excess of book value over market value would be $424,215 01
The balance sheet of December 31, 1932, shows capital and surplus
of $282,182 15, thus 1t will be seen that a reduction of the secunties
to market value in the manner described above would wipe out the
entire capital and surplus and would also wipe out approximately
$140,000 of the security on the loan Despite this the Guardian
Trust Co contmued to carry the stock of the Guardian Securities
Co among 1ts assets at full book value of $250,000 In 1932 the
Guardian Securities Co paid a $2,500 dividend to the Guardian Trust
Co even though the reduction noted above would have more than
wiped out the surplus  The Guardian Securities Co definitely placed
the bank in the brokerage or trading field

(G-3-14-1)

The Branch Investment Co —This company was incorporated in
1920 with 1,000 shares no par common stock, all the shares being
held by the Guardian Trust Co  The present capital stock outstand-
mg is $350,000 plus paid-in surplus $315,000, making the total capital
$665,000 The mmvestment mn this company was carred on the books
of the Guardian at $550,000 as of the date of closing

The original purpose of the company was to take over a sublease
on property at East One Hundred and Second Street and Euclid
Avenue for the purpose of hous'ng the One Hundred and Fifth Street
branch of the bank In order to take over this lease it borrowed
$125,000 from The Guardian Trust Co 1n 1920 In 1921, improve-
ments of approximately $75,000 were put in the burlding and, 1 1928,
they purchased the lease on the property for $257,812 50 At the
same time they took over the stock of the Euchid Arcade Co for the
balance of the loan to that company, 1n amount $38,273 84.

In 1930, the Euclid-One Hundred and Second Street Market was
acqured for $144,363 30—that amount mcluding the fee to three
vacant lots in the rear of the leasehold estate In 1931 and 1932
special alterations of $85,900 81 were made The result of the whole
transaction has been that The Branch Investment Co owns a lease-
hold estate and three vacant lots costing $701,587 12 which, according
to the 1932 tax bills, had an assessment valuation of $429,060

From the foregoing 1t can readily be seen that through 1its sub-
sidiary, The Branch Investment Co , the bank entered mto the real
estate business through the ownership of a market house We also
find, that, once agam, through subterfuge the bank was enabled to
conceal potential losses due to poor judgment
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(G—3-14-2)

The 4400 Superior Co —This company was formed for the purpose
indicated 1n an earher paragraph, the details of the company being
there given; and 1t need‘; no further comment .

The Harrson County Investment Co —In 1929 The Guardian Trust
Co held approximately $600,000 in bonds of The Short Creek Coal
Co , the value of which was problematical

In 1930 the property underlying these bonds was sold at a judicial
sale and the Guardian Trust Co , through a former subsidiary known
as the Smith Coal Co., acquired the property.

(G-3-14-4)

On July 8, 1930, the Harrison County Investment Co was incor-
porated with 250 shares of no par common stock $500, all of this
stock being held by the Guardian Trust Co. The property held by
the Smith Coal Co was then turned over to the Harrson Count;
Investment Co., who issued bonds in the amount of $600,000, whic
were turned over to the Guardian Trust Co., these bonds being carried
on the Guardian book at $588,000. Through the formation of this
company we have the bank going into the coal-mining business and
at the same time concealing a bad investment.

From a summary of the activities of the above so-called ““sub-
sidiary”’ companies, we find that the Guardian Trust Co., besides
being a bank, was actually engaged in the following businesses.

The operation of an office building

The operation of a chain of hotels

The operation of a coal mine

The ownership of a market house

The operation of residential, apartment, and business property

The holding of vacant allotment property
Speculation 1n stocks and bonds

We have used the phrase ‘“so-called subsidiaries’’ because 1t 1s our
belief that due to the degree of control exercised over these companies
by the Guardian, they had lost thewr corporate entity and were in
reality nothing more than departments of the bank Powell, on
Parent and Subsidiary Corporations, has stated that a parent corpora-
tion may be held liable

When the parent corporation has exercised 1ts control over the subsidiary, not
In the manner normal and usual with stockholders, but to such a degree that 1t
has reduced the subsidiary to a mere instrumentality
and we cite that the Guardian by reason of the close control over its
subsidiaries had put the bank in a position where 1t was liable for the
acts and debts of 25 subsidiary companies, thereby jeopardizing the
interest of depositors and stockholders

A GTR O

(G-3-7)

As a result of mvestments 1n and loans to these various subsidiares,
the bank had over $11,000,000 tied up in subsidiary companies as of
April 8, 1933 as shown by the attached summary As the total
resources of the bank at that date amounted to approximately
$113,000,000, these investments and loans represented almost 10
percent of the total resources involved 1n deals extraneous to banking.
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It should be borne 1n mind that all through these years during which
the Guardian Trust Co. was loaning to, investing m, and formmg sub-
sidiaries, a consolidated balance sheet was never presented to stock-
holders and depositors, and consequently they had no means of know-
ing the extent to which their baJ(Jlk was being involved m hazardous
enterprises Instead of so doing, a balance sheet was presented show-
ing the investments in and loans to these subsidiaries at par, the non-
liqumdity of certain assets being concealed m this manner

(G-3-8)

In order to clearly illustrate the different picture which would have
been shown to stockholders by the presentation of a consolidated
balance sheet, we refer to a photostatic copy of one prepared by
Lybrand, Ross Bros. & Montgomery as of February 28, 1933 From
this can be noted the following differences between the bank balance
sheet and the consolidated balance sheet

(G-3-8, p 20)
ASSETS
Other bonds (decreased) — . - oo $708, 410 86
Other investments (inereased) - . __________________ 1, 347, 894 30
Collateral loans (decreased) . _ - - o _.___._ 1, 540, 224 28
Investment 1n banking houses (decreased) ..o - e 3, 800, 000 00
Investment i office buildings (inereased) - _ - ________________ 6, 214, 258 42
Other real estate owned (increased) ... __________________.__ 11, 413, 718 49
LIABILITIES
Mortgages payable (inereased) ... _______._______ 8,308,618 19
Bonds payable (1ncreased) 705 000 00
Interest payable (increased)..__ 571 069 93

These figures show the condition of the bank mn an entlrely different
light from that when the subsidiary investments are concealed.

(G-3-8)

As can be noted from the comparative balance sheet, the principal
effect the formation of subsidiaries had on the Guardian balance sheet
was to ehminate the necessity of showing ‘“other real estate” in the
amount of $17,627,976 91 and mortgages payable amounting to
$8,308,618 19. We doubt very much that stockholders would have
approved of such items had they known of them

From the foregoing 1t can be seen that by the formation of con-
ventent subsidiaries, 1t is possible for a bank to conceal from 1its
depositors, stockholders, and even many directors, facts they are
entitled to know. Through the formation of these subsidiartes 1t is
possible to understate total investments 1n real estate, speculative
securities, liabilities or mortgages payable, and to overstate the value
of real estate and collateral loans. 1t 1s possible to transfer doubtful
assets to a subsidiary and to carry the subsidiaries’ stock at a ficti-
tious value It 1s also possible to charge off losses and worthless
assets through them as was done 1n the case of the Hotel Hollenden.

(G-3-14)

As briefly as possible, we believe we have made clear, in the fore-
going, the purpose of the formation of subsidiary compames by the
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Guardian Trust Co , but, in addition, we have prepared separate
short reports on each individual company, for your information and
analysis, if deemed necessary
Warrer H SEYMOUR,
Senwor Eramainer

This report based upon prelimmary report and complete investiga-
tion by Committee Examiner R E Long

Mr Pecora. I now show you another report entitled ‘The
Guardian Trust Co.—Fmancial History”, addressed to you by Mr.
Seymour, and I ask you if you recognize this report as being another
one prepared by Mr Seymour under your immediate supervision

r Meeman. I do

Mr Pecora. Mr. Chairman, I offer that report in evidence,
together with the various exhibits referred to theremn.

The CrairMAN Let the report and exhibits be received 1n evidence.

(A report entatled ““The Guardian Trust Co —Fmancial History ”,
together with the exhibits now at the Government Printing Office,
were received in evidence and marked “Commitiee exhibit no 3,
May 3, 1934 ", and are as follows )

ComMmrTrEe Exuisir No. 3—May 3, 1934

(G—4-1)

Financiar History

It 1s our purpose 1 this report to bring out and substantiate the
fact that the closing of The Guardian Trust Co was not merely the
result of unusual economic conditions, but rather the result of many
yvears’ mismanagement in the form of too much lemency 1n the grant-
1ng of credit, and laxity 1n collection, as a result of which the bank was
gradually forced into activities beyond the scope of banking, becoming
to a large extent a real-estate company and the holder of many worth-
less securities, a fact which was concealed from stockholders by the
forming of subsidiary compamies We will bring out and support
tl.at the management was, or by the exercise of ordinary judgment
should have been, aware of the condition into which the bank was
drifting, and that 1n order to conceal from shareholders the true facts,
resorted to methods of accounting and preparation of reports designed
to conceal losses which were being constantly sustained due to poor
]uglgment and speculatlve tendencies

his report will show

1. That earnings were reported greatly in excess of their actual
amgunt, as a result of which excessive divaidends and bonuses were

aid ;

2. That transfers of semiworthless assets were made to subsidiary
companies at their book value 1n order to prevent showing losses
Whlich would have occurred had they been written off to their true
value;

3. That the entire method of reporting earnings and the condition
of the bank was misleading and contrary to sound prnciples of
accounting,
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We have been advised through various sources that the Guardian
Trust Co , Cleveland, has never 1ssued a report to stockholders which
showed the earmings for any period. The stockholders were apprised
of the company’s earnings through the medium of a report read at the
annual meeting of stockholders Each of these annual reports 1s a
bound volume of 100 or more pages. It would have been expensive
and cumbersome to have photostated complete copies of these reports.
Instead, we have pre areg analyses and statements from these annual
reports which we use to substantiate this report and have re-
quested that the annual reports be brought to Washington to be
offered 1 evidence, if 1t 18 so desired

(G—4-1)

In analyzing the earnings and general condition of the bank, 1t is
first necessary to realize that the bank had

26 SUBSIDIARY COMPANIES

under 1ts direct control, these companies obviously bemng formed for
the purpose of transferring to them semiworthless assets acquired by
the bank, concerning which there is additional comment in subsequent
paragraphs The purpose of our mentioning the subsidiary companies
1n this report is to point out that while bank officials recognized the
necessity of presenting a combined statement of the earnings of the
Jbank and subsidianes by preparing a consohdated statement, they
distorted this consohdated statement in such a manner that 1t did
not present a true picture of the combined operations

(G—4-2)

To illustrate, we present page 14, Statement of Consohdated Earn-
mngs, made a part of the bank’s annual report for the year 1932 in
which are shown combined earnings of

1932 oo e $1, 359, 054 83

1931 I 2, 066, 293 14

1930 It 2,115, 578 34

1929 T 2, 087, 359 93

7 R 7. 628, 286 24
(G—4-3)

The combined figures for this dperlod after the ehmmation of inter-
company transactions and dividends paid by subsidiary companies
amounted to only $6,535,161 39, as follows

1982 e e ———— e $916, 074 34
1981 LTI 1, 692, 679 22
19830 e 1,777, 325, 46
1920 e mmmmmmmm e 2, 149, 082 37

Y 6, 535, 161 39

Dafference of $1,093,124 85

Earnings before ehmination of Intercompany_ ... ____________ $7, 628, 286 24
Earnings after elimination of Intercompany._ _ ... . _______ 6, 535, 161, 39

DifferenCe. - v e e e 1,093, 124 85

being the amount by which profits were misrepresented for a 4-year
pertod from this source alone
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(G—4-3)

In the preparation of this statement, we have used earnings of
the Guardian Trust Co. as shown in the annual reports, all other
figures being taken from exhibits of a ILiybrand, Ross Bros. & Mont-

mery report to special deputy superintendeut of banks of Ohio,

ated January 19, 1934.

The profits for the 4-year period meuationed above were exaggerated
due to the fact that in preparing this consohdated statemeat, only
the operations of certain companies were included, these being com-
panies that were making money, such as the New England Co.
and Branch Investment Co, while losing companies such as the
Hollenden Hotels Co and the many small real-estate holding com-
panies were completely ignored.

(G—4-5 and G—4-3)

The year 1931 is a fair example of this and we have prepared a
statement based largely on the report of Liybrand, Ross Bros. &
Montgomery dated January 17, 1934, showing the consolidated
earnings as taken from the bank’s report, ($2,066,293 14) with the
combined earnings of the bank and subsidiaries, after eliminating
intercompany dividends and transactions and making small adjust-
ments to cover items handled directly through the surplus accounts
(51,692,679 22) and 1t can readily be seen that the difference of
$373,613 92 is composed of the losses and earnings of companies not
listed in the bank’s report of consolidated earnings In fact, the
operating loss of the Hollenden Hotels Co alone, $411,010 96, which
was not 1ncluded 1n the bank’s statement read to stockholders, more
than accounts for the difference and we can see no reason for not
including this figure other than to deceive the stockholders and direc-
tors. Surely the operations of a company which lost $1,001,704 27
in a 4-year period could not have been omitted through an oversight.

Not only were the results from operations of the bank and sub-
sidiary companies distorted on this consolidated report made a part
of the bank’s annual report, but the information was spread upon
the minutes of the annual shareholders’ meeting held January 18,

1932, as follows
(G-4-6)

The president reported the gross and net earnings, also the gross expenses by
department The net earmings of the company, including 1ts subsidiary com-
panmies and after ehminating intercompany dividends being $2,066,293 14, com-
pared with $215,578 34 for the year 1930

(G—4-5and G4-4pp 1to14;p 29)
The true earnings for 1931 were $1,692,679 22.

(G—47)

This same misinformation is shown on the minutes of the annual
émeztilmg of the board of directors held January 19, 1932, in even greater
etail,
It is hard to conceive that the president of an institution entrusted
with public funds would be so ignorant of the true facts of the bank’s
operations as to permit him to innocently overlook an error of over

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



STOCE EXCHANGE PRACTICES 8001

'$400,000 in computations, especially when this amount was represented
chiefly by what must have been a “nightmare’” to all of the bank’s
officials, namely, the Hollenden Hotels Co. situation, and we can
only consider his reporting these incorrect as being part of the
general plan to deceive stockholders and directors. If separate
report has been prepared on the Hollenden Hotels Co.

(G—4-8; G—4-9; G—4-10; G—4-11; G4-12)

That this incorrect reporting of combined earnings was not an iso-
lated case is proven by the tact that it was also done for 1929, 1930,
and 1932 as can be seen by comparing photostatic copies of minutes
attached with correct figures, as shown on exhibit 2.

So far in this report we have dealt only with the difference between
the combined earnings of the bank and subsidiaries as shown on the
bank records and the earnings as they should have been truly reported
on a consolidated basis and have shown that the earnings were exag-
gerated by $1,093,124.85 for 4 years alone. Now, we will bring out
that stockholders were further misled by the manner of preparing a
statement of earnings for the bank alone.

RESERVES

In the operation of a bank, it is necessary at times to write off losses
due to unpaid loans, discounts, interest, etc., and to reserve for decline
in securities, real estate, and other assets acquired. To provide for
this it is customary to set aside a ‘“reserve for depreciation’ by
charging to current year’s operations and crediting to the reserve for
depreciation account a sum which past experience has indicated
should be sufficient to take care of losses which might reasonably be
expected to occur. If this sum is truly representative of the losses
which might be expected to occur, the profits for each individual year
as reported will be reasonably close to actual profits for the year.
Of course, there will be some difference between the sum transferred
to the reserve for depreciation account and the amount actually re-
quired, but it should ge comparatively small when ordinary judgment
is used in creating a reserve. The important point is that a reserve
account is created by currently transferring amounts sufficient to take
care of anticipated losses.

(G-4-13)

In the case of the Guardian Trust Co., the term ‘Reserve for depre-
ciation account’”’ was a misnomer as the account was at all times
entirely inadequate to take care of the occurring losses. This inade-
quacy is clearly brought out by the attached unsigned, but bound
typewritten schedule found in the file of W. R. Green, comptroller,
headed as follows: ‘“Nonaccruing Loans and Investments, August 13,
1929.” The total of this schedule which indicated doubtful loans,
was $4,359,470.29. The reserve for depreciation on the same date,
according to the geuneral ledger account, was only $192,182.68. Asa
result of the general inadequcy of the reserve and the failure to pro-
vide for losses, it was necessary to transfer from the undivided profits
at the end of the year, sufficient to take care of the balanceof thelosses.

175541—34—pT 18——38

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



‘8002 STOCK EXCHANGE PRACTICES

This transfer from prior years’ profits did not affect the current year's
operations.

In other words the president (Mr. House) reported the current
earunings of the bank, which included accrued interest receivable on
loans. Subsequently some of these loans became uncollectible and
other losses were incurred; and the undivided profits account had to
then be charged back with these losses. If adequate reserves had been
created from current operations this charge-back would not have
occeurred. To quote from the Lybrand, Ross Bros. & Montgomery

report:
(G-4-4,p. 2)

As a result of this procedure, the earnings of the bank as shown m the auditing
department reports did not reflect the actual results from operations. The
minutes of the board of directors for the years 1931 and 1932 indicate that the
earnings of the bank as shown by these auditing d?artments reports were sub-
mitted by the president to the board of directors and considered correct earnings
by them m determining dividends and the finanecial condition of the bank.

Inasmuch as the inadequacy of the reserve for depreciation account
makes it obvious that it was not truly a reserve, 1t can only be con-
sidered as a portion of the E:Oﬁt and loss account through which it was
customary to run losses, which, if reflected on the current statement of
earnings of the bank, would have caused embarrassment to the bank
mansagement. To avoid showing the actual earni of the bank
when computed on a basis designed to include losses due to write-offs
of bad loans, discounts, i1nvestments, etc , which was proper due to the
failure to provide reserves, the bank management used the reserve for
depreciation, reserve for taxes and undivided profits accounts in such
a manner as to make the net result from operations very confused and
obtainable only by a detailed analysis of t]l)xese accounts in connection
with the reported earnings of the ga.nk for each year. Had the bank
created proper reserves, this would have been unnecessary, as the
operating statement would have reflected the losses.

The farlure to provide proper reserves and the practice of running
the losses mentioned through the above-mentionecf) accounts, made of
these accounts merely burial grounds for losses due to poor judgment,
and before proceeding with the details of individual transactions and
showing how losses were concealed, it is perhaps well to explain each
of these accounts, so that the impropmnety of the methods employed
may be easily seen.

1. Reserve for depreciation account.—This account in connection
with a bank is for the purpose of taking care of losses due to the decline
in value of securities and properties acquired lawfully and is created
by charging to current operations and crediting to the reserve an,
amount which, as indicated by past experience and the nature of the
securities, should be sufficient to take care of losses reasonably to be
expected for the year.

2. Reserve for tazes.—This reserve is created by the same method
as mentioned above for the purpose of setting up the tax liability and
charging the expense to the current year.

3. Undivided profits —The undivided profits account is in effect
nothing more than a portion of the general surplus and 1s created by
transferring to it the net earnings after all expenses, and it is to be
reasonably expected that under proper management this fund over a
period of time would show a constant increase, unless deductions are
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made from it for the purpose of increasing surplus or for the payment
of dividends in a nonprofitable year.

(G—4-14)

Had the purpose of these accounts been observed by the Guardian
Trust Co., there would be no occasion for criticism as the statement of
earnings made a part of the annual report would have reflected the
losses constantly occurring, but the confusing methods the bank
employed 1n running losses through the reserve accounts enabled it
to show earnings of $7,573,470.51 in excess of the actual earmings
after deducting losses, for the 10-year period, 1923 to 1932, mclusive
We have prepared a statement based on the bank’s annual reports
and report of Liybrand, Ross Bros. & Montgomery dated January 7,
1934, showing that the earmings of the bank as reported on the annual
reports for these years was $15,035,156 35, whereas the actual earn-
mngs on an accrual basis, after deducting losses, was $7,461,685 84.
This statement shows the difference between the yearly earning
reported and the actual earning as ranging from $200,000 to $2,000,000
each year, the $2,000,000 figure being reached in 1932,

(G-4-15

We have also prepared a statement showing the year-by-year
earnings as r(:ﬁorted on the annual report of the bank as compared
with the actual earnings after deducting losses and in order that this
statement may be clearly understood, we will explain the difference
for the year 1932.

(G—4-15)

Starting with the bank’s reported earnings of $1,342,192.79, we
have added $33,476.53 for recoveries on losses previously wrtten
off—$15,785.15 for recovery of interest accrued which was written off
in prior years and subsequentlg recovered—$337,000 reserve provided
for tax payments; while we have deducted $1,681,493 41 for losses
on loans, investments, etc , written off during the year—$334,254.15
for accrued interest on loans and discounts charged off and
$397,026 68 taxes actually paid, the result of these adjustments
being a net loss of $684,319 77 for the year and not a profit of
$1,342,192.29 as reported by the bank. We believe this statement
brings out very clearly the manner in which losses were buried 1n
the reserve accounts and prior years’ profit and loss account and we
cannot construe the failure of the bank management to call these
adjustments to the attention of stockholders as other than an attempt
to keep them in the dark regarding the true state of the bank’s
affairs. Surely 1t 1s unreasonable to expect that stockholders would
realize that part of the profits reported for previous years and the
current year had been dissipated in losses due to unwise management
which had been cleverly concealed through the misuse of certamn
accounts.

(G-4-16)

To show the nature of the losses written off yearly, we have pre-
ared a statement entirely from bank’s annual reports, classifying the
osses. It can readily be seen that except in 1932 the bulk of the
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write-off was due to collateral loans and discounts. - These items aggre-
gated $4,559,064.20 during the years 1923 to 1932, inclusive, out of a
total write-off of $8,400,493 05. Of the remaining $3,841,428.85, the
sum of $747,210.61 was written off in 1932 to cover losses on bonds
owned. Surely it seems that in view of the tremendous write-offs due
to losses on collateral loans and discounts the bank’s policies were far
too liberal and could not have failed to result in criticism had stock-
holders been aware of the tremendous losses which were occurring.
The large write-off on bonds, which we assume were acquired by the
bank in connection with collateral loans, in the year 1932 also indi-
cates that sufficient consideration was not given to the type of collat-
eral being accepted, a fact which stockholders had no means of know-
i The entire subject of loans is dealt with in a separate report
which should prove of interest in connection with the agove.

(G-4-17)

In order that the nature of the loans and discounts written off may
be readily noted, we have prepared statements from the bank’s
annual report detailing the larger items of each and it can be seen that
the bulk of them are due to advances made to a comparatively few
firms and individuals, in which cases, had less leniency been shown
in granting credit, losses would not have occurred. Itis very probable
that had the results of bad judgment been brought to the attention of
directors and stockholders by means of an accurate statement of earn-
ings, the practice of promiscuous loaning would have been curtailed.

It is oF interest to note that officers or directors of the bank were
interested in a number of the companies whose loans, amounting to
$759,479.43, were written off, namely:

(G—4-18)
Amount
Name of firm of loan Interested director
written off
National Humas & Chemical Co (1923 and 1924) e cccmcvcmencnn.| $80,312 59 | H C Robinson
Russell Co (1926) 56,000 00 WJ Hs hMarlgtt snd H
epar

Russell Holding Co (1926 and 1929) 36,750 00 | H C Robinson
Headlands Lumber Co 420,490 15 Do
Gulf Region Lumber Co. 166, 926 69 Do

Total.. 759, 479 43

1 Orgamzed to take over Gulf Region Lumber Co 1n an endeavor to recover losses sustained
ACCRUAL AND CASH BASIS

(G-4-19)

It has been the practice of the Guardian Trust Co. in reporting
earnings to stockholders and directors to report on an accrual basis,
which included the accruing interest receivable on loans and securities
and interest payable on deposits and other expenses, while for income-
tax purposes, the cash basis which eliminates these items was used.
We have prepared a statement to show the difference between
earnings when computed on the two bases, the earningsfas reported
to stockholders being $967,658.14 in excess of the earnings as reported
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for tax purposes for the years 1923 to 1932 inclusive, although, in
accordance with the tax laws, the fact should have been brought
out to the stockholders that the earnings reported were on an accrual
basis and not on a cash basis.

DIVIDENDS PAID
(G-4-4, p. 6)

We call attention to the combined statement of earnings of the
bank and subsidiaries shown on page 6 of exhibit G—4—4 which uses
the actual earnings of the bank after deducting concealed losses for
the 10 years 1923 to 1932 inclusive ($7,461,685 84), adding thereto the
amount of income taxes paid to the bank by subsidiaries ($209,723.94)
also the earnings of the subsidiaries as taken from the books
($380,798.63) and deducting intercompany dividends ($1,697,878.53),
making the actual combined earnings ofy the bank and subsidiaries
$6,354,329.88.

(G—4-14, and G—4-20)

It seems extremely unlikely that had the stockholders and directors
been aware of the amount of these combined earnings that they would
have approved the declaration of dividends by the bank of $6,370,-
000.00 for this same 10-year period, which was an excess of $15,670.12
over (;,he combined earnings of the bank and subsidiaries for this
period.

The following is a comparison of the earnings as shown on the
Trust Co.’s annual report and the true earnings of the Trust Co.,
together with the amount of dividends paid from 1923 to 1932

inclusive.
Earmngs as Actual earn- | Dividends
Year reported pad
Annusl Reports G—4—4, p 6,and G-4-14..___._..... 1923 $1, 287, 549 98 $451, 030 68 $480, 000
1924 1,048, 646 16 521,137 26 480, 000
1928 1,108, 615 50 711, 666 46 480, 000
1026 1,192,616 95 725,141 64 560, 000
1927 1,502, 450 44 1,229,116 23 600, 000
1028 1,482,768 00 | 1,060,250 75 600, 000
1929 1,931,061 44 1,981,804 46 930, 000
1930 2,079,722 27 1, 290, 280 36 1,050, 000
1031 2, 064, 542 82 387,311 62 840, 000
1032 1,342,192 79 1,110, 438 22 350, 000
15, 035, 156 35 6,354,329 88 6, 870, 000
(G—4-20)

Neither does it seem logical that they would have approved the
payment of salaries and bonuses to officers of approximately $700,000
for the years 1929 and 1930, as brought out on the attached statement.
Misled as they were, however, by reported earnings, approximately
7% millions in excess of the actual combined earnings of the bank and
subsidiaries they readily approved the payment of dividends which
prevented the building up of undivided profits to a point sufficient to
enable the bank to weather a period of financial stringency.
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However, the officers or management of the Guardian Trust Co.
were deliberate in their actions, as is pointed out i the report of
Lybrand, Ross Bros & Montgomery:

It 18 evident that the management of the bank recognized this accountin
grmclple by fihng Federal income tax returns on a consolidated basis. It shoul

e noted that as a result of filing on this basis, no income-tax liabihty was incurred,
with the exception of $13,424 for the year 1929

(G—4-4, p 26)

We also submit page 26 of exhibit G—4-4, which is an analysis of
earnings and undivided profits of the bank alone for the years 1923
to 1932, inclusive, to show that despite reported earni by the
bank during this period of $15,035,156.85, the undivided-profits
account actually showed a shrinkage of $1,085,742.38 between the
balance at January 1, 1923 ($1,690,572.09), and the balance at
December 31, 1932 ($604,829.71). This proves very conclusively
that losses which were being sustained and dividends which were
being paid were preventing the bank from reaching a position of
security It also proves conclusively that all of our previously com-
mented-upon statements pertaining to the earnings of the bank alone
are correct, as in this analysis there are used the actual earnings of
the bank alone, computed on a basis reflecting losses due to write-
offs on loans, discounts, etc , and the resultant balance of undivided
profits agrees with the balance of the account as shown on the annual
report of the bank and on published statements of condition.

It 18 therefore obvious that the losses we have enumerated and
commented upon actually occurred and weie only kept from the
knowledge of stockholders by means of concealing them m accounts
with which the average person would be unfamiliar, in such a manner
that it would be necessary to analyze the reserve accounts, undivided-
profits account, and earnings account very closely to realize what
was actually taking place Had the management of the bank been
interested mm presenting a true picture of affairs to stockholders and
directors, it would have been a simple matter to follow standard
accounting procedure by which these losses would have been readily
apparent

(G—4-4,p 30)

Page 30 of exhibit G—4—4 shows the undivided profits of the bank
and subsidiaries for the 10 years 1923 to 1932, inclusive, and the
decline from g credit balance of $2,194,518.88 as of January 1, 1923,
to a debit balance of $52,254.84 as of December 31, 1932, and tells the
entire story of the bank’s failure. However, this surreptitious decline
was cleverly concealed from the stockholders and directors.

(G-4-21)

We have also prepared a statement to show that in the 4-year
period, 1929 to 1932, inclusive, despite an increase in capital stock of
$3,000,000, an increase in surplus of $3,800,000 by reason of cash
received for stock sold, and earnings of $3,431,406.15 (total increase
over 10 million) the combined capital, surplus, and undivided profits of
the bank alone as of December 31, 1932, were only $3,711,388.69 in
excess of the same combined accounts as of December 31, 1928,
%g%c@gmg the constantly weakening condition of the bank,
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REsoUrceES AND LiIABILITIES
(G—4-23 to 26)

So far in this report, we have dealt only with the subject of earnings
and the manner in which they were distorted and misrepresented, but
the financial history of the Guardian Trust Co. cannot be considered
complete without reference to its published statements of condition
and some of the items thereon.

(G—4-22)

For this purpose, we have prepared a comparative statement of
condition for the years 1929, 1930, 1931, and 1932 to show the fluctu-
ations of certain resources and liabilities and also in order that items
commented upon may be readily available for reference. First, we
wish to point out that the total resources as of December 31, 1932
($148,417,566.57), were $33,409,928.17 less than the total resources
of December 31, 1930 ($181,827,494.74), a decline of 14.25 percent.
This in itself is an indication of the general trend of the bank’s affairs
that is significant. During this period, the ratio of real-estate loans
to total loans increased from 33.63 to 36.47 percent, an increase of 2.84
percent in what might be considered frozen assets.

(Minutes of executive commttee, p. 491)

This entire subject of loans is dealt with in a separate report, but
in connection with them we make a part of this report an excerpt from
minutes of an executive committee meeting held September 9, 1932,
in which the president stated in part—
that conferences between representatwves of the State banking department and our
executie officers had been held after which 1t was agreed that $2,000,000 should be

taken from “‘surplus’” and $600,000 from ‘‘undivided profits’”’ to create a special
reserve to meet anticipated losses

(Minutes of executive committee, p 154)

In connection with loans, we also refer to a copy of minutes of a
special meeting of the executive committee held February 15, 1933,
which deals with a loan of $1,200,000 to a subsidiary which was
collateraled in part by stock in a company formed for the purpose of
holding mortgages which were slow in collection. However, this is
being covered fully in & separate report.

(Minutes of executive committee, p 94)

We also wish to refer to exerpt from the minutes of executive com-
mittee meeting held September 22, 1931, authorizing a payment of
$60,000 into ‘‘ paid-in surplus” account of the Branch Investment Co.,
a subsidiary formed for the purpose of altering the East One Hundred
Fifth-Euchd office of the Guardian Trust Co.

The above two loans to subsidiaries are quoted in connection with
the fact that the Guardian Trust Co. in preparing the statement of
condition for presentation to the public included 1n its resources the
stock held in subsidiaries at par value, regardless of the actual book
value of such stock as reflected by the books of each subsidiary, and
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that by reason of this and the fact that loans to subsidiaries were
included in the general loan total the resources of the bank as reported
were greatly inflated.

(G-4-4, p. 14)

A concrete example of this is the Hotel Hollenden transaction which
is dealt with fully in a separate report. The loss of the New England
Co. in this enterprise in 1931 amounted to $1,958,793.79, which was
written off against revaluation surplus in 1932.

(G—4-2, p. 9; G—4-26; G—4-30 to 33, inclusive)

The next item on this statement worthy of attention is United
States bonds. On the statement of condition shown on page 9 of
exhibit 2, United States bonds in the amount of $16,131,481.60 are
shown as a resource while the same amount is shown on published
statement of condition as of December 31, 1932° In neither state-
ment was there any contingent liability set up to indicate that a por-
tion of these bonds was pledged, but concrete evidence that this was
the case is shown in the attached copies of letters to the Irving Trust
Co. and the Chemical Bank & Trust Co. of New York, the amount of
bonds pledged being $7,000,000 The circumstances of this pledge
are explained in a separate report under the subject of “Window
dressing’’, which also explains how “deposits’’ were inflated by means
of purchasing Federal Reserve funds from foreign banks with official
checks which the Guardian Trust Co. requested to be held until after
December 31, 1932, and for which they agreed to pay interest for the
days held

SunprY TruUsT 1092

Further evidence of concealment of facts was discovered in an
account called “sundry trust 1092, the component parts of which
were carried on the bank’s statements as resources or assets, with an
offsetting credit among trust funds, whereas in reality this account
included revenue and expense items as well as worthless assets. -

It is our purpose to bring out and substantiate that this so-called
“trust” was merely another of the many subterfuges used by the
bank management to conceal losses sustained by reason of unwise
loans and investments and that through it were run many transactions
which properly should have been reported in connection with the
earnings and losses of the bank. We will also show that by reason of
semi-worthless assets being transferred to this trust at full value,
the trust-department funds were shown in excess of their true amount
on the annual report presented to stockholders and directors, as no
write-off due to losses or decline in values was made.

Before going into specific instances to prove that sundry trust 1092
was merely a secret reserve account used for the purpose of concealing
losses, we believe it advisable to establish definitely our opinion of the
purpose of a trust and how it should be handled.

A trust, we believe, is primarily created for the express purpose of
safeguarding money which is to be distributed at a later date in some
specified manner and it should be the general practice to transfer to
such trusts only the very sdfest securities as specified by law. It is
not the purpose of this report to deal extensively with the subject
of trusts, as that topic is covered in a separate report, but we cite the
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above only to fix in mind what a trust actually should be, so that we
may show in subsequent paragraphs how little this sundry trust 1092
resembled an a,ctua(} trust.

(G-4-34)

For the purpose of supporting various comments made in subse-
quent paragraphs of this report, we attach photostatic copy of
Lybrand, Ross Bros. & Montgomery report to the special deputy
superintendent of banks of Ohio, dated November 10, 1933, which is
hereinafter referred to as exhibit G—4-34.

Sundry trust 1092 was originally created for the purpose of seirﬁ-
gating certain commissions on real-estate loans consummated by Mr.
A. D. Fraser for various insurance companies. Under an agency
agreement, Mr. Fraser, an official of the bank, placed loans for several
large insurance companies, receiving a certain commission from them
for his services. Of such commissions, Mr. Fraser retained 40 percent
and the bank 60 percent. On the assumption that such earnings
were not entirely applicable to the year in which the loan was con-
summated, but should be distributed over the life of the loan, the
bank mansgement decided that these commissions should be segre-
sﬁted in a trust fund, a proportionate share of which could be with-

awn yearly and credited to the earni of the bank. Had this
policy, which is perfectly tenable, been adhered to, there would be no
occasion for criticism, but after some years the trust became, in effect,
nothing more than a clearing house E)r many extraneous and gener-
ally nonprofitable transactions.

(G—4-34, pp. 6 and 7; G-4-34, p 16)

Beginning January 1, 1927, and continuing until the close of the
bank, we find that the origin t]1:.\)urpose of sundry trust 1092 was almost
completely lost sight of in the many transactions run through it.
During this period the fund shows receipts of $1,443,085.21 and dis-
bursements of $1,416,645.56, the net of these amounts together with
the balance at December 31, 1926, of $48,629.06 accounting for the
balance of $75,068.71 at the time of the bank’s closing. During this
period, the trust became nothing more than a secret reserve account in
which was placed earnings from many sources such as profits from the
sale of acceptances, rentals on properties owned, etc., from which
funds were withdrawn for such purposes as the payment of rental to
other trusts operated by the Guardian Trust Co. as trustee, the pur-
chase of mortgages, notes receivable, bonds, ete., from the Guardian
Trust Co. For example, we find placed in the trust, items such as the

following:

(G—4-34, p. 6)
Interest earned . - .o e e mm——————— $83, 643. 63
Profit on sale of acceptances. . - .o emccacnaoa 56, 428 60
Payments on notes rece1vable. ... .o ove e ecmccccccnceenaaa 456, 180 93

while from it, funds were withdrawn for the following purposes:
(G-4-34, exhibit 1, p. 7)

Mortgages purchased . . _ . . o e e ————————— $137, 562. 59
T 0ANS - e m e — e ———— 449, 392, 61
Bonds purchased. ..o - v oo cicecccrcececccacme——————— 217, 253. 11

These items are obviously entirely foreign to the purpose of the trust
and their inclusion can only be interpreted as an acknowledgment by
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the bank management that sundry trust 1092 was not in reality a trust
as conceived, but had become merely a concealed portion of the profit-
and-loss account.

(G—4-34, p. 18; G—4-34, pp. 10 and 11)

The total amount of these losses so concealed was $380,720, of
which $147,836.82 was recorded on the books of the Guardian Trust
Co. as & charge to the reserve for depreciation account, leaving the
net amount of concealed losses $232,883.73 and we call particular
attention to the loss of $214,133.11 on bonds acquired from trusts
operated by the Guardian Trust Co., as trustee, as at the time the
bonds mentioned were transferred to sundry trust 1092, the worth-
lessness of the bonds should have been known to bank officials, as the
companies issuing the bonds were then either in receivership of
liquidation.

(G-4-34, p. 8; G-4-34, p. 6; G—4-35 to G~4-42, inclusive)

In order to have sufficient funds in this trust to cover the bank losses
being run through it, it was necessary to divert some of the bank’s
earnings and assets into it, the total amount so diverted being $1,074,-
923.85, including commissions on loans. Of this amount, $436,443.78
in cash was transferred back to the bank, leaving a net diversion of
$638,480.07. Of this amount, we wish to call particular attention to
an 1tem of $78,000 shown under section 5 on page 6 of exhibit G—4-34.
This amount represents earnings of the trust department arbitrarily
transferred from their proper place to sundry trust 1092, for no other
apparent reason than to bolster this fund for the purpose of concealing
losses. The original transfer of such funds consisted of $28,000 early
in 1931 and in each subsequent month the sum of $3,000 was trans-
ferred by means of a debit to trust-department earm'ngs. We are
attaching photostatic copies of some of these debits s1§‘ne by officials
of the bank, which show conclusively that responsible officials were
fully aware of the subterfuges being resorted to. It is significant that
these debits all refer to this trust as sundry trust reserve 1092, so there
can be no doubt that they considered 1t merely a secret reserve.

(G-4-34, p 8; G—4-34, p 16, G-4-34, p 9)

As shown upon page 8 of exhibit G—4-34, the total assets diverted
to sundry trust 1092 aggregated $638,480 07, while as of February 28,
1933, the cash in the fund was $75,068.71, leaving a net difference of
$563,411.36 to be accounted for, which is done upon page 9 of exhibit
G—4-34. Of particular interest thereon are the items: $299,524.39
payment for investments, rentals, etc., to other trusts operated by
the Guardian Trust Co. as trustee; resmbursement of the Guardian
Trust Co. for losses and expenses; notes receivable $63,675 and
Fraser agency commission on Heather Building mortgage paid to
H. P. McIntosh $1,200.

; l'lI‘he $299,524 39 payment for investments, etc., is made up as
ollows:
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(G-4-34, p 10)
Bonas. . e e e $214, 133 11
Land trust certificates_ . . e 55, 905 49
Advances to other trusts for rentals, interest, etc , less repayments. 6, 678 51
Land rentals_ e ———————— 22, 807 28
Total e —————————— 299, 524 39

We have already called attention to the semiworthless condition of
these bonds, but wish to do so again, in view of their being carried as
an asset of the fund at the time of the bank’s closing.

(G—4-34, p 13)

Page 13 of exhibit G—4-34 details the reimbursement to the Guar-
dian Trust Co. for losses and expenses, and it can readily be seen that
the majority of the items making up this amount had no real connec-
tion with sundry trust 1092 and prove again that the original purpose
of this trust was deliberately ignored.

The notes-receivable item mentioned above represents the unpaid
balances on certain notes receivable as follows:

(G—4-34, p. 15)
Edward Morgan _ _ . _ e eccceccc—c———————a
A D Fraser (vice president)_
Cleveland Chffs Iron Co..... -
B Benjamin Co. e

The note of the Cleveland Cliffs Iron Co originated when this
company borrowed $2,000,000 on a collateral loan, giving in con-
sideration of the loan, commission in the form of notes amounting to
$20,000. In renewing the collateral loan, the commission was in-
creased to $45,000 for which new notes were given.

(G—4-34, p. 16)

The A D. Fraser balance results from borrowing $3,500 in 1932
and repaying $1,600 in 1933 In 1929 a commission of $10,000 was
earned on a collateral loan to B. Benjamin Co. and deposited in this
fund. During the same year this company borrowed $20,000 from
the fund and in 1930, in order to record a reduction in this indebted-
ness, $5,000 of the commission deposited was transferred and applied
in payment of this loan. A. D. Fraser had a participation of $10,000
in the loan.

(G-4-43)

In regard to $1,200 commission paid to H. P Mclutosh, Sr., we
attach photostatic copy of debit signed by J. A. House, president,
authorizing a check to Mr. Mclntosh and a charge to sundry trust
1092 and as we have no record of Mr. Mclntosh’s being a party to
an agency agreement entitling him to commissions, we are interested
in the reason for this apparent gratuity.

(G-4-34, p 16; G-4~34, p. 17)

As a result of loading this trust with worthless or semiworthless
assets of the bank the worth of this trust was shown greatly in excess
of its true value and published statements were consequently mis-
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leading; as we know that as of February 28, 1933, the assets of this
trust were shown on the books at $566,812 63 while their true value
did not exceed $182,690.81, after eliminating the bonds of liqudated
companies, the investments in and advances to the Resarf Co. and
other doubtful assets, and even this valuation is doubtful in view of
the character of the remaining assets, the difference of $384,121.82
being composed of worthless assets in the form of bonds such as pre-
viously mentioned, worthless notes receivable, etc.

(G—4-44 to 56, inclusive)

We are attaching photostatic copies to the original of the report of
miscellaneous letters pertaining to sundry trust 1092, all of which
indicate very clearly that various bank officers were fully aware of
the nature of the items being run through the trust and tKeir failure
to prevent the practices being engaged in cannot help but make them
garties to the subterfuges being used to conceal certain operations, We

elieve that in the above comments we have definitely established—

(¢) that sundry trust 1092 was not a trust;

(b) that it was in fact a secret reserve account used for the purpose
(l))f ti];ing care of losses which should have been reflected on the bank’s

ooks;

(¢) that in the latter years of the bank’s existence no attempt was
made to adhere to the original purpose of the trust, which was to hold
certain earnings to be distributed on a deferred basis;

(@) that to the trust were transferred worthless investments in
order to avoid showing a loss on the bank’s books;

(e) that bank officials were fully aware of what was going on and
were parties to the continued deception being carried on, knowi
that earnings of the bank and the true worth of sundry trust 1092 were
being misrepresented ;

(f) that responsible officials of the bank permitted this misrepre-
sentation and that such action on their part is clear evidence of a
willful intent to deceive directors, stockho?ders, and depositors as to
the true result of the bank’s operations

Wavrter H. SEYmour, Sentor Examiner.

This report based upon preliminary report and complete investiga-
tion by Committee Examiner R. E {dng.

Senator Apams. Mr Meehan, doubtless it is in this report, but can
you give for my information at this time the surplus and deposits of
the Guardian Trust Co when it closed its doors?

Mr MgeeaaN I would have to refer to the exhibits to give you
that mformation.

Senator Apams. Are those exhibits available here now?

Mr MeeeaN No; the exhibits are in the hands of the Govern-
ment Printing Office just now.

Senator ApamMs And that information is not given in this sum-

mary?

I\I/Fr. MEeeHAN. Only in a general way We would not have the
financial set-up of the Guardian Trust Co. That would be in one
of the exhibits accompanying this report, which exhibits, for con-
venience of printing—for the purpose of expediting the printing—
are now 1 the Government Printing Office.
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Senator Apams All right.

The CrAIRMAN You may proceed, Mr Pecora

Mr. Pecora Mr Meehan, I now show you another report ad-
dressed to you by Mr Seymour, entitled * The Guardian Trust Co —
financial condition, 1929-33”, and ask you if you recognize that as
being another report made to you by Mr Seymour, under your
immediate supervision

Mr Mgesan. Ido

Mr Pecora Mr. Chairman, I offer that report in evidence,
together with the various exhibits referred to therein
4 he CHATRMAN Let the report and exhibits be received in evi-

ence

(The report entitled ‘“The Guardian Trust Co —Fmancial Condi-
tion, 1929-33"’, together with the exhibits now at the Government
Printing Office, were received and marked ‘‘Committee Exhibit No.
4, May 3, 1934”’, and are as follows )

CoumMiTree ExmiBiT No. 4—May 3, 1934

Financian CoNpiTioN—1929-33

The closing of the Guardian Trust Co. was not the result of the
“Michigan bank holiday,” the ‘National Bank Holhday,” or an;
sudden disturbance of economic conditions, but was rather the result
of unsound banking practice over a period of years. The unsound
practices were numerous, being-

1. An unwise loan policy in the following respects:

(¢) Credit granted too ireely on loans.

(b) Collateral loans made too freely on collateral of a highly specu-
lative nature.

(¢) Real-estate mortgage loans out of proportion to the bank’s
resources and total loans.

(@) Too many real-estate loans on vacant property.

(¢) Excessive loans to officers and directors and to companies in
which officers and directors were interested.

2. An unsound investment policy in that:

(¢) Many investments were in bonds and stocks of speculative
enterprises

() A large portion of investments were in companies in which
officers and directors were interested and were apparently made more
with the intent of aiding the company than benefiting the bank.

3. Due to the loan policy of the bank, 1t was forced into the position
of being a large holder of real estate through foreclosure, very little of
which could be disposed of due to a falling market,

4. That the bank, instead of creating reserves out of its yearly earn-
ings to cover losses on loans and mvestments, concealed these losses
from directors and stockholders, as explained in another report, and
continued to pay large dividends which were not justified.

5. That as a result of the above, the bank instead of adding to 1ts
surplus and undivided profits in cash, Government bonds, or any
other valuable manner was doing so only in theory as far as the bank
pr(:iper was concerned, and when taking mmto consideration the bank
and its subsidiaries, was actually depleting them.
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6. That by reason of paying out unjustified cash dividends and
steadily accumulating reaIl) estate, semivalueless securities and doubt-
ful loans, the bank was not liqui(i for several years prior to its closing.

7. That the bank, in order to continue to do business, was forced to
pledge its valuable assets in every conceivable way to secure funds
and that as a result of this pledging of assets, very little was left avail-
a})le. for dustribution to preferred creditors from 1930 to the date of
closing.

8. The bank had exhausted its borrowing power with the Recon-
struction Finance Corporation, had pledged everything pledgeable
and simply ‘“‘borrowed from Peter to pay lgaul” throughout the years
1932 and 1933.

In order that these points may be easily followed and understood,
they are treated under separate captions in succeeding paragraphs

LOANS
(G-6A-1)

(@) Unsecured loans.—To illustrate what we believe to be an un-
sound condition in regard to unsecured loans, we have prepared a
chart to show the general condition of loans as of November 15, 1929,
and February 29, 1932. The figures shown on this chart are taken
from the State examiner’s reports.

On November 15, 1929, the total loans of the bank amounted to
$112,006,762.86, of which 27.93 percent or $31,098,693.25 were un-
secured. Of this sum, 6.45 percent, or $2,357,460.17, were past due.

(G-6A-1)

On the same date, collateral loans which represented 44.15 percent
of the total loans, or $49,832,392.14, had 4.08 percent past due,
amounting to $2,103,011.52.

Real-estate loans re[i:'nesenting 27.92 percent of the total loans, or
$31,075,677.47, had delinquent 12.9 percent or $4,704,207.28.

(G-6-2, p. 316)
We, therefore, find past due as of November 15, 1929, the following
loan items:
Unsecured loans. _ _ . e $2, 357, 460. 17
Collateral Joans.. . - oo 2,103, 011 52
Real-estate J0ANS ..o ao o cmacccnacccccccaccacccan 4, 704, 207, 28
Total past due__ . cccaacaee 9, 164, 678, 97

which represented a potential loss to the bank of a figure far greater
than that of $570,625.29, as indicated by the State examiner.

Due to the liberal attitude of the State examiner, as expressed in his
comments, your examiner finds it difficult to arrive at an approxi-
mate estimate of the loss likely to be sustained on these loans, but we
cite some of the larger items and refer to the State examiner’s com-
ments regarding them.

(G-6-2p 199)
Puritan Realty Co. - oo cccccccccecaee $199, 604 77

Richmond Mayfield Land Co. oo oo oo 115, 336 41
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(G-6-2 p. 200)
J.Roy Taylor, Inc. - oo e rcee e e $205, 581. 94
(G-6-2 p. 200)
Stouder Thompson Coo o - oo ccceccccemcceee 55, 301. 40
(G-6-2 p. 221)
Interstate Foundries, Ine .o ceceemecen 307, 457. 58
(G-6-2 p. 223)
J.C. Russell o e ecccccccece—————— 23, 500. 00
(G-6-2 p. 225)
Fort Smith & Western Railway Co. - .o oo oo eceeecacaean 87, 735. 00
(G-6-2 p. 226)
J.H. Jones, Jro e 66, 500 00
(G-6-2 p. 229)
Arthur M and Ottillie M. Brown._ . ___ ... 178, 000. 00
(G-6-2p 233)
C.H. Judkins. _ . ce——anm 20, 000. 00
(G-6-2p 239
C H. Mathews. .o oo oo ccccccmm——— e —————— 46, 400. 00
(G-6-2 p 246)
M ‘C Rosenfield. . ____ e ccccaaeaa 147, 000. 00
(G-6-2p 259
Harry N. Beddell . . ecccecemeem 17, 264. 00
(G-6-2 p. 255)
Jacob Babin, et al. i ccccccaaan 223, 250, U0
(G-6-2 p. 267)
Clinton DeWitt, et al_ . oo 85, 300. 00
(G-6-2 p. 270)
Carre and Fred 8. Jones. . oo cccccccceaas 118, 000. 00
(G-6-2 p. 272)
Edward and Florme Paul . . . o cceemeeam 135, 626. 30
(G-6-2 p. 274)
R H. Rutherford, et al oo ool 37, 000. 00
(G-6-2 p. 278)
Gulf Region Lumber Co_ _ . ... 309, 278. 80
(G-6-2)
Joseph Laronge, et al. . o cceaiaaano 630, 960. 84
Total. - e cecrmcececmamccmm————m——n————— 3, 009, 097. 04

In compiling the above list we have included only a few of the
larger items on which even the State examiner, as optimistic as he
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was, acknowledged the probability of a loss, and, if imbued with
his same spirit of liberality, we only consider 50 percent of it as a
potential loss, we can still arrive at a figure in excess of a million and
a half dollars, or one million in excess of the State examiner’s figures.

We realize that second guessing in 1934 is much easier than makin
an original decision in 1928 or 1929, but believe that the potentia.
losses indicated at that early date prove the weakness of the bank’s
loan policy, especially so when it is borne in mind that the State
examiner did not complete his 1929 report until June 1930, which
was 7 months after the stock-market crash.

Realizing that ]udgmg collateral by 1928 or 1929 standards is
entirely different from judging it by 1934 standards, we have not gone
too deeply into the matter of speculative collateral, but merely cite a
few instances to prove that even as early as 1929, the worth of a great
deal of the collateral was problematical. To illustrate this, we quote
the State examiner’s comments made November 15, 1929:

(G-6-2, p. 220)
C.B Ellenwood. _ . ceececccccman $25, 026 55
400 shares Euchd-Windsor Conn : Present value, nothing
(G-6-2, p 221)
Jo L Free. e cccccccm e men $43, 233. 49
2,868% shares Winton Hotel stock No bids for stock
(G-6-2, p 223)
J. C. Russell e $23, 500 00
331 shares miscellaneous stocks No value.
(G-6-2, p 224)
0Old Domunion Mtge. Co. oo emaeaaa $14, 000, 00

680 shares miscellaneous stocks. No value

The above items, taken at random, are indicative of the character
of a great deal of the collateral securing loans, and, we believe, prove
our statements in respect to speculative collateral.

(G-6A-1)

While a bank’s function is primarily to make loans, conservative
banking demands that these loans be of a fairly liquid nature. In
the Guardian Trust Co. the reverse was true, 28 percent of their loans
as of November 15, 1929, representing real-estate loans. These loans,
reaching the large total of $31,075,677 47, were necessarily of long
duration, and fallure of the mortgagors to make payments could only
mean that the bank, by process of foreclosure, would be in possession
of a vast amount of real estate for which there was no market. Even
at that early date over $4,000,000 was delinquent, which condition
reached the excessive total of over $7,000,000 1n 1932.

(G-6A-11)

From annual statements of the bank we have prepared a compara-
tive statement showing the cash on hand, various loans, deposits, and
total resources for a 5-year period, the purpose of this being to bring
out that while resources, deposits, and other loans showed a steady
decrease, real-estate loans remained at the same approximate figure,
showing the bank’s inability to get out from under.
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(G-6-2, pp. 170-189, inclusive)

Possibly one of the worst features of the real-estate loan situation
was the large amount loaned on vacant property, the value of which
is mﬁl;l(f speculative. As of November 15, 1929, the Guardian Trust
Co. loaned on vacant property approximately $4,859,038, which
was 12.9 percent of their total real-estate loans There can be no
doubt that vacant or allotment property is purely speculative, its ulti-
mate value being entirely dependent upon the sales ability of the
allotment owner, and for a bank to loan large sums upon real estate of
that nature indicates a very weak loan policy.

(G-6-2, p. 6)

Loans to officers and directors and to companies in which officers
and directors were interested were excessive both as to number and
amount, aggregating $10,426,882.46 as of November 15, 1929, and
large amounts at other dates as shown by the statement made a part
of report on exammations. Regardless of the nature of secunty, to
loan a sum exceeding the combined surplus and undivided profits of a
bank to a small group of this nature violates every principle of con-
servative banking and shows very clearly the selfish manner in which
depositors’ funds were used by the bank management. The non-
liquidity of these loans is shown by the fact that as of April 8, 1933,
they were in excess of $12,000,000.

(G—6A-2, p. 167; G-6A~2, p. 156; G-6A~2, p. 167)

Another unwise concentration of loans were the loans to the so-
called “Eaton interests”” and Van Sweringen interests. These loans
totaled $8,852,751.47 as of February 29, 1932, of which the loans to
the Eaton interests amounted to $4,546,426.87 and the loans to Van
Sweringen interests amounted to $4,306,324.60.

(G-6A-12)

The status of these loans is brought out clearly in subsequent para-
graphs, but in connection with the Van Sweringen loans, we attach
copy of a letter dated June 8, 1932, from J. A. House, president of the
Guardian Trust Co, to H. C. Robimmson, executive vice president,
which is self-explanatory.

INVESTMENTS

We have stated that the investment policy of the bank was unsound
in that it was the holder of bonds and stocks in too many speculative
enterprises and to substantiate this we show the following semi-
gpeculative securities held as of November 15, 1929,

(G-6-2, p. 101)
Real estate and building bonds_ ___.____....___ $698, 508. 66
(G-6-2, p. 106)
Real-estate and building bonds__._____________ 1, 354, 654 63
— $2, 053, 163. 29
(G-6-2, p. 102)
Miscellaneous bonds_. . _______ . .... 56, 980 00

176641—84—pT 18—4
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(G-6-2)
Miscellaneous bonds_ . oo oo $1, 390, 422. 75
———— $1, 447, 402. 75
(G-6-2, p. 102)
StOCKS .. e e ceeecccccc e mmcm—————— 848, 319. 78
(G-6-2)
StoeKks . o o e 3, 839, 566.
4, 687, 886. 74
Total. o e ceceen 8, 188, 452, 78

While it is true that legally the bank was within its rights in investing
in securities of this nature, there can be no doubtr;%at such invest-
ments are speculative and the large amount shown above is indicative
of the tendency of the management to purchase highly rated securities
rather than the safer more lowly ratecf) ones.

For information concerning some of these investments, we refer
to the State examiner’s comments of November 15, 1929, concerning
a few of them:

(G-6-2, p. 109)

Lorain property - - e raeenea $175, 000. 00
(G-6-2, p. 109)

Alleghany By-Products Coke Co._ - _____ . _______. 42, 909. 47
(G-6-2, p. 109)

Short Creek Coal Co. ool 396, 313. 68
(G-6-2, p. 109)

Pasadena Investment Co_ .o o 62, 000. 00
(G-6-2, p. 109)

Estates and Investment Co. .- .. . __.__ 50, 000. 00
(G-6-2, p. 109)

Fairmount Development Co... o oo cccccceaee 60, 870. 00
(G-6-2, p. 110)

Guardian Securities Co. - o oo 250, 000. 00
(G-6-2, p. 111)

Clinehfield Coal Co. o v v oo 35, 116. 66
(G-6-2, p. 111)

Euolid-Windsor Coe oo oo m e ——————— 31, 000. 00
(G-6-2, p. 113)

Relay Motors Corp- - - o oo icccaeeees 86, 900. 00
(G-6-2, p. 113)

Golden Age Macaroni Co_ e 454, 005. 27

Total. - e o oo ———a 1, 415, 767, 67

(G-6-6)

As indicated by the examiner’s reports, a substantial loss was to be
expected on these investments—which was borne out by subsequent
developments. In fact, the depreciation was far greater than antici-
pated as can be seen by reference to exhibit G—6—6 which shows that
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at February 29, 1932, the depreciation on securities such as mentioned
above amounted to $3,365,131.56. .

Another bad feature of the bank’s investment policy was that they
had invested heavily in securities of companies in which bank officers
or directors were interested. As examples we cite the following items
found among the bank’s investments as of November 15, 1929:

(G-6-2, p. 105)
Continental Shares, Ine. . oo ccce i cemccceccn $78, 447 00
(G-6-2, p. 106)
Umited States Metal Products Co. oo oo 82, 450, 00
(G-6-2, pp. 107, 101)
AC&Y By CoOmmm e 652, 347. 50
Total o e 813, 244. 50
(G-6-2, p. 6)

This item added to the total loans to officers, directors, and inter-
ested companies of $10,426,882.46 meant a total concentration of
$11,240,126.96 entirely out of proportion to the bank’s total resources.

REAL ESTATE OWNED
(G-6-2, pp. 1A, 187)

As a result of the bank’s loan policy on real estate, a great deal of
tother real estate” was acquired which could not be disposed of, due
to local real-estate conditions. As of February 29, 1932, the State
examiner’s statement of condition showed this amounted to $1,788,-
733.31 with an additional sum of $1,970,714.38 in process of foreclo-
sure, a total of $3,759,447.69 in hi hiy unliquid resources.

SURPLUS AND UNDIVIDED PROFITS
(G-4-9)

The subject of dividends paid by the bank has been gone into fully
in another report, which showed that on a basis of actual earni
such dividends were not justified and it is mentioned here, only in
connection with the undivided profits account. Due to the payment
of these dividends the undivided profits of the bank failed to show
any material increase over a period of years, as should be the case and
actually showed a decrease from 1930 to the date of closing, as shown
on exhibit G—+4—4 made J)art of the earnings report. This statement
is of the bank alone and that the true condition of the bank and its
subsidiaries may be noted, we refer to exhibit G—4—4 which shcws that
on a consolidated basis, the undivided profits account actually showed
a debit of $52,254.84. These two statements show clearly how very
thoroughly the Guardian Trust Co. was “milked’’ to provide large
salaries, bonuses, and excessive dividends. It is our contention that
had the books of the bank been adjusted to reflect the losses incurred
by reason of the shrinkage in value of resources, the surplus and un-
divided-profits accounts of the bank would have been wiped out
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entirely and a deficit shown and we believe that in our foregoing com-
ments, we have proven that as early as 1929, insolvency was imminent
and we shall definitely prove in subsequent paragraphs that the bank
was insolvent in February 1932 one year before it closed.

So far in this report we have only pointed out certain conditions
existing in 1929, which could only lead up to the unsatisfactory con-
dition of the bank as disclosed by the joint examination of the State
banking department and Federal Reserve Examiner Evans made in
February 1932. As of this date, the frmt of unsound banking was
apparent, as the potential losses previously mentioned had actually
occurred, plus a much greater amount.

To lustrate this, we attach an analysis taken from Federal Re-
serve Examiner Evans’ report of February 29, 1932, which shows that

(G-6A-3)

out of total investments of $37,663,173, only 65.1 percent or $24,-
561,634 had any degree of desirability and while the remaining $13,-

(G-6-2, p 263)

101,539 could not be considered as entirely valueless, they were of a
highly undesirable or speculative nature, so much that the State
examiner estimated the depreciation on all securities as $7,870,729.74

(G-6-2, p 187)
to which should be added estimated loss on real estate loans $302,118.52
(G-6-2, p 45)

estimated loss on other loans $3,694,727.97, a total of $11,867,576 23,
or a sum sufficient to wipe out the combined surplus and undivided

rofits of the bank. While this estimated loss is startling enough in
1tself, the condition of the bank is even more apparent when we add

(G-6-2, p 358)
to it, doubtful loans $7,462,354.13, loan, undetermined value $10,-
(G-6-2, p 358)

518,881 08, making a possible loss of $29,828,811.44, or enough to
wipe out the entire capital structure of the bank, which amounted to

(G6-2,p 1A)

capital stock paid in $7,000,000, surplus $9,000,000, undivided profits
2237137,563.63, total $17,187,563 63, a potential deficit of $12,661,-
81.

Federal Reserve Examiner Evans recognized the precarious con-
dition. of the bank, and in the comments attendant to his report
stated in part:

(G-6-2)

An extremely liberal appraisal of the assets reveals estimated losses of
$5,292,000. This in itself should not cause any particular concern. Add to
this, however, $14,606,000 1n doubtful assets, $10,561,000 of undetermined value
and the result sets out more clearly the real condition with which the manage-
ment is confronted. The total estimated depreciation, losses and doubtful is
sufficilent 1n amount to absorb the entire capital structure. In apprawsal of
mvestments, the depreciation on defaulted issues only is classed as a loss. This
18 in accordance with a recently adopted policy of the banking department
Unquestionably there are substantial losses 1n the $7,144,000 depreciation
classed doubtful so $3,067,000 of this 1s in their stockholdings. In the classifica-
tion of loans the hberal attitude of the examiners 1s further shown by reference
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to loans to Continental Shares, Goodyear Shares, Bishop Syndicate Mgr., Van
Sweringen, Metropolitan Utihties, ete.

REAL ESTATE LOANS

This asset presents a major problem to the management. On examination
date, mortgage loans aggregated $32,492,000 or 34 4 percent of total loans. Of
this amount $8,472,000 or 26 percent was 1n default of interest for period of
6 months or longer. Loans in process of foreclosure total $2,145,885.

RESOURCES PLEDGED
(G-6A-4)

In view of the many frozen assets held by the bank, it was des-
perately in need of funds to continue to operate and, in order to obtain
them, was forced to pledge its resources. We have prepared a state-
ment to show the amount of pledged assets at March 23, 1929,
February 29, 1932, and April 8, 1933, to show the small total of free
assets at the time the bank was taken over by the conservator. From
this it can be noted that the resources pledged increased from $36,-
529,552 10, or 22 26 percent of total resources as of March 23, 1929,
to $62,008,194 86, or 54.59 percent of total resources as of April 8,
1933, shortly after the closing of the bank. The percentage of pledged
mortgages to total mortgages increased from nothing to 63.44 percent
and pledged loans from nothing to 51.52 percent in the period men-
tioned above, a clear indication of the bank’s desperate attempts to
keep operating at any cost The result of such pledging will be shown
later under a subheading ‘““Condition at Closing.”

(G-6A-5)

To illustrate the steadily growing weakness of the bank we have
prepared certain comparative statements which may be readily under-
stood. The first is a comparative consolidated balance sheet of the
bank and subsidiaries as of December 31, 1931, December 31, 1932,
and February 28, 1933. From this the following important changes
from December 31, 1931, to February 28, 1933, can be noted.

Cash, decreased. . - e —m—————— $5, 547, 903. 64
Government bonds, decreased.. ..o oo aeo. 2, 754, 694. 23
Deposits, deereased..... .o ———— 42, 455, 406. 07
Surplus, deereased._ . o oo oo e ecam——— 3, 000, 000. 00
Liabihties, bills payable, mereased. - - oo ooooa oo 15, 923, 928 20
Mortgages payable, mereased. oo oo oo 3, 934, 318. 19
Appreciation on real estate, mereased. .. .o oconaceo_oo 1, 908, 969. 75

Total resources, decreased. e vcecrcccmcccncacaan 28, 123, 556. 05

(G-6-11)

The second is a comparative statement of loans to officers, directors,
and companies in which officers or directors were interested, showing
that from 1929 until the time of closing, the bank had a concentration
of loans ranging from $7,000,000 to $12,000,000 to one small group,
this representing from 10 to 15 percent of the bank’s total loans.

(G—-6A-6)

. We have also prepared a statement to show the nature of bank
Investments in bonds and securities as of March 1929, January 1932,
and January 1933, the figures being taken from reports of the bank’s
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examining committee. The point we wish to bring out in connection
with this is that while the total of such investments only declined
$208,496.34 from 1929 to 1933, the character of the various securities
showed a marked change, there being a considerable reduction in the
amount of the better class of securities with an attendant increase in
the amount of industrial bonds and stocks held. It can be seen that
in this period industrial bonds increased $1,918,328 27, and stocks

(G-6A-6)

increased $2,038,546.77, a total increase of $3,956,874 04 in securities
of a speculative nature.

The next statement showing the difference between book value
and market value of securities as of November 15, 1929, and February
29, 1932, brings out the loss to the bank as the result of the change in
the nature of securities held, the depreciation increasing from

(G-6-6),

$566,717.78 to $7,155,070.68, an increase of $6,577,352.90, a large
portion of this increase being made up of the depreciation on the items
mentioned in the preceding paragraph

We quote herewith certain of the Federal Reserve examiner’s com-
ments on loans in order that the nature of certain large loans may be
appreciated and our belief of a large potential loss substantiated.

(G-6-2, pp 290 to 307)
GEORGE A ENOS, $224,506

Collateraled by 4,908 shares Enos Coal Miming Co on which the bank places a
value of $46 per share. However, they carry 800 shares 1n the Guardian Secur1-
ties Co at $1 per share Payment depends entirely on the value of the stock
which at present time has absolutely no market at any price Total loans to
Enos’ interests and investments 1n same are.

Algers Winslow R R, bonds.....

Algers Winslow RR, loans_..________ - 4, 550. 00
Geo. A. Enos loan on company stock._ . - 224,596, 17
Direct loan to the company.. ..o -.o..._ - 25, 000. 00
F. 8 McConnell loan on company stock. .._ - 7, 500 00
G. W Deanand E R Fancherloan. .. ..o _no 44,201 00

1, 116, 467. 17

(G-6-2 pp 290 to 307)
GUARDIAN SECURITIES CO., $545,000

Collateraled by listed secunities which on date of examination had an estimated
value of $1¥0,000. All the capital stock of the Guardian Securnities Co. is
owned by the bank and 1n the examiner’s opimon the company 18 beheved to
have been organized for the ’Ipurpose of dealing 1n stocks which were not legal
investments for the bank he depreciation 1n securities held by the company
15 sufficient to wipe out the capital stock ($250,000) entirely and accordingly
no value 1s allowed the same 1n the bank’s investment account

(G—6-2, pp. 290 to 307)
CONTINENTAL SHARBS INC. (DUB 4-21-32), $480,000

Represents the balance of an onginal participation of $600,000 in a loan of
$4,008,000. Collateraled by miscellaneous stocks which have an estunated value
of $1,698,400 or 42 percent of the total loan The conditions of the affairs of the
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subject company are quite well known and the amount above the estimated value
of the collateral is considered a loss.

(G-6-10)

The large increase in nonacerual loans from year to year is brought
out in the next statement showing an increase of $12,000,000 from
1923 to 1932. As nonaccrual loans are those on which the bank has
stopped accruing interest due to the failure of the debtor to make
payment of either interest or principal, it is obvious that a large por-
tion of this amount represented a loss to the bank and is indicative
of the weakness of the bank’s loan policies.

As of the date of examination the title to the bank building was
vested in the New England company, all the capital stock of which
was owned by the bank and carried as a building equity in the amount
of $3,800,000. Analysis of the New England company statement does
not justify a valuation of $3,800,000 on the stock.

Among the assets of the New England company were the following:

1. Six demand notes totaling $483,483.13 signed by the Guardian
Trust Co,, trustee, for Hollenden Hotel first mortgage, leasehold 6%

ercent sinking fund bonds. Notes were payable to the Guardian
][E‘rust Co., were not endorsed without recourse, and were said to repre-
sent advances for ground rent and taxes and to constitute a prior lien.

2. Seven notes totalng $1,756,848.58 signed Hollenden Hotel Co.,
of which $160,000 was payable to the Guardian Trust Co., not
endorsed without recourse.

3. Note for $25,000 signed Valuation Service Co. and_ $50,000
invested in the entire capital stock of the same company which was
organized to handle the bank’s properties.

4. Hollenden Hotel leasehold mortgage bonds in default $207,550.
Hotel in receivership since May 1931.

(G-6A-2, p. 1A)

Briefly summarized, the resources of the bank at February 29,
1932, as shown bﬁepa,ge 1 of the State examiner’s report of that date
would appear to

Total resources.. ..o oo eevecerccccnccccccccceecae- $159, 781, 384, 05
Less contra 1tems also shown as hiabilities... e coaneo. 7, 266, 719. 00
Net resources. . .o eccccmcccccccccccecccaccaan 152, 524, 665. 05
Less Losses on loans and investments. ..o occeccaconn 29, 122, 299. 00

123, 402, 366. 056
Less Assets pledged. - - oo ocmceeceoecnccuncen 44, 999, 724, 18

) . . 78, 402, 641, 87
with which to satisfy:

Deposits of - ccmeeeeeeeeemm $102, 973, 274, 43
Bills payable. . o - cveccceeeceeeee 27,001, 741. 34
Repurchase agreements. .- ceecconeo- 3, 609, 429, 17
133, 674, 444. 94
Deficit. . o e et ————— 55, 271, 808. 07

On September 8, 1932, the final result of the appraisal of the bank’s
assits by State Bank Examiner T. O. McEldowney was presented at
8 meeting held at The Guardian Trust Co. Present were President
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House and Vice President Robinson for the bank, Superintendent
Fulton, Attorney Examiner Saffran and Examiner McEldowney for
the banking department and Mr. DeCamp and Examiner Evans from
the Federal Reserve bank. The result of the appraisal which brought
out conditions such as outlined in preceding paragraphs was accepted
with no contention and in conclusion it was agreed to transfer
$2,000,000 from surplus and $600,000 from the undivided profits
accounts to create a reserve for possible losses. This IJ;)la.n was pre-
sented to and accepted by the executive committee of the bank on
September 30, 1932, at which time the transfers were made. This
transfer, in our opinion, was meaningless, as the Guardian Trust co.
actually had no surplus or undivided profits at that time as brought
outhlgr (ti;he foregoing figures, they having been wiped out by the losses
outlined.

The bank management, instead of taking cognizance of the bank’s
condition as clearly brought out by the State examiner’s report and
making some effort to retrench, g)roceeded along the same paths as
before, even going so far as to declare a $1 per share dividend on
December 15, 1932, when they had every reason to know the bank
was absolutely insolvent.

Condition of the bank at closing.—The complete inability of the
Guardian Trust Co. to reopen after the national bank holiday de-
clared by President Roosevelt is partly shown by the following excerpts
from the minutes of a special meeting of the board of directors held
March 4, 1933:

(Minutes of directors’ meeting, Mar 4, 1933)

The president reported that to the best of the bank’s knowledge,

and according to a statement by the Comptroller, our total

deposits at the close of business, Feb. 25, 1933, subject to

withdrawal restrictions were approxmately ... __._._. $81, 069, 332 00
That deducting amount pard under our 1 percent restriction on

withdrawal hmitation, also deducting 1tems in last above

amount but which were since returned unpaid and malking

other adjustments, the balance on which we may yet be called

for a 1 percent payment under the present plan of operation 18

approximately . oo 57,091, 768 00
On which 1 percent would be_____________________________. 570,917 00
That we have on hand at the commencement of business Mar

4, to meet said amount, currency andcown___._______ ______ 639, 826 00
The p;'eelmdent also reported that our other habilities are approxi-

ms R

Rediscounts, Federal Reserve bank.... oo oceenonnue 3, 928, 079, 12
Bills payable, Federal Reserve bank_____________._.____ 1, 239, 796. 82
Bills payable, Reconstruction Finance Corporation........ 15, 226, 597. 62
Bills payable, Chemical Bank & Trust Co_._ . ._.___.._ , 000. 00
Letters of credit and travelers checks_ . __._________ 59, 070. 00
Bankers acceptances guaranteed or endorsed.. ...._______ 531, 106. 45
Acceptances executed for customers. ... ___________.____ 918, 769, 24

22, 153, 419 25
And that to meet the present 1 percent withdrawal amount of
above stated ‘‘other habilities” not considering securities
specifically pledged to their payment, we have funds n
process of collection approxumately as follows.

Federal Reserve, reserve account. - . oo 405, 501. 00
Federal Reserve, tranmit account. . ____.__ 658, 668. 00
Exchange on hand.._ . ... 127, 828. 00

Due from other banks, not subject to contra accounts, but
subject to varying restrictions. ..o oo L. _ 563, 413, 00
Total. v e e ceae e cmcecccceccan 1, 755, 410, 00
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From the above it can be seen that at this date the Guardian Trust
Co. had quick liabilities as follows:

Due to depositors. o e e occcaceeaaae $57, 091, 768. 00
Other habilittes .- ... 22 153, 419 25
Total o ccmcemeaea 79, 245, 187. 25
to meet, for which they had quick resources of—
Currency and comn on hand.. ... _...__ $639, 826. 00
Funds 1n collection.. .o oo oo 1, 755, 410. 00
_— 2,495, 236. 00
Shortage_ - e 76, 849, 951. 25
(G-6A-7)

This, however, does not tell the complete story, as it does not
bring out that $62,008,194.86 of the bank’s resources were pledged,
either to secure deposits or to borrow money. Exhibit G-6A-7 1s a
photostatic 001131 of a statement of condition prepared by the con-
servator on April 8,1933,showing the condition of the bank at closing.

(G-6A-T7)

Briefly summarized, this statement shows that to meet with-
drawals of unsecured deposits amounting to. ..o ._____ $61, 739, 442, 66
The bank has unpledged assets of . ... _._____ $51, 666, 997 66

(G-6A-T7)
Less contra accounts also
shown as habihty.__..._.__ $1, 384, 775 69

(G-6A-~2 p. 358)
Depreciation and loss asshown
by State examiner’s report
of February 29, 1932._... $19, 899, 203 09
— . 21,284,068 78
—_— 30,382,928 88

Therefore bemng short___ . .. 31, 356,513 78
of the amount required to meet withdrawals of all unsecured de-

osits.
Wg.l.le it is true that the deposits and borrowings against which

were pledged .- - . e ccccmm——aa————— 62, 008, 194, 86
Amounted to only—
Public funds. o enen $10, 748, 397. 21
Trust funds_ - oo i 4, 908, 491. 17
(G-6A-7)
Bills payable Federal Reserve._._.___._. 79, 316. 84

Bills payable, Chemical Bank & Trust Co. 250, 000 00

Bills payable, Reconstruction Finance
Corporation_ __________ ... 14, 900, 481. 40
Bills rediscounted . . . ... 3, 893, 042 30
———— 34,779, 247. 52

Leaving an apparent equity of . __ .. __________..________ 27, 228, 947. 34
Additional available for depositors, it should be borne in mind
that there would still be a deficit between—

Unsecured deposits. - o oo oo oo 61, 739. 442. 66
and
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Unpledged resources... - ocoooooeoua . $30, 382, 928. 88
Possible equaty in pledged resources_..... 27, 228, 947, 34
- $57, 611, 876. 22

Of e e e e e ccmecceccees 4, 127, 566 44

assuming that all remaining resources, both ple(]]].fed and unpledged,
could be liquidated at book value, which was highly improbable, and,
as we now know, impossible.

(G-6A-7)

_ The bills payable item with the Reconstruction Finance Corpora-
tion amounting to $14,900,481.40 against which the Guardian had
pledged securities amounting to $42,989,919.10 is made up of four
notes as follows:

ILoan apphi-| Amount re- Collateral Balanee Apr.
Loan no Date of note. Due date J cation cerved pledged s, 1933

Mar 14,1932 | SBept 14,1932 | $5,100,000 { $5,047,377 89 | $10, 484, 285 64 | $4, 536,007 76
Apr 20,1032 | Oct 14,1932 | 4,460,000 4,154,528 12| 0,602,608 43 } 3,260,808 50

ay 23,1932 | Nov 14,1932 | 2,722,500 2,714,000 00\ 8,026,873 11 | 2,114,007 26
Nov 2,1932 | May 2,1033 | 5, 000 | 5,564,401 84 12,744,305 34 | 4,988,577 88

17,480,397.85' 40,858,002 52 ' 14,900,481 40

From this chart it can easily be seen that as of February 25, 1933,
the Guardian Trust Co. was delinquent $9,911,903.52 in payments to
The Reconstruction Finance Corporation and was practically depend-
ent upon the Reconstruction Finance Corporation for its existence.

(G-6A~T)

In February 1933 the Guardian Trust Co., having exhausted its
credit with the Reconstruction Finance Corporation, was forced to
resort to other means of obtaining money and along with several other
Cleveland banks formed the Western Reserve Mortgage Co , the osten-
sible purpose of this company being to buy and sell mortgages. During
the month of February 1933 the Guardian Trust Co. sold to the Western
Reserve Mortgage Co. mortgages totaling $19,340,701.98, receiving
from the latter company notes for a like amount. The Western
Reserve Mortgage Co. then pledged these mortgages with the Recon-
struction Finance Corporation for a loan of $6,227,761.74 and turned
the entire proceeds of the loan over to the Guardian Trust Co. as part

ayment on their notes, leaving an unpaid balance of $13,112,940.24.

his balance is carried on the conservator’s statement of condition
mentioned in & previous paragraph as a resource under the title
“Western Reserve Mortgage Co. Notes” and explains the decrease in
real-estate loans during 1933.

(G-6A-8, 9, and 10)

We are attaching statements showing the complete transactions
between the Guardian Trust Co. and the Western Reserve Mortgage
Co., also the analysis of the real-estate loan account of the Guardian
Trust Co. in order that it may be clear.
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As a result of this transaction, the Guardian Trust Co. was enabled
to secure approximately $6,000,000 in cash for $19,000,000 of mort-
gage loans, but the nature of the business of the Western Reserve
Mortgage Co. was such that a partial loss of the unpaid balance of
$13,000,000 was likely.

(G-6A-T7)

In view of this, we do not feel that the Western Reserve Mortgage
Co. notes shown as a resource on the conservator’s statement should
be considered at full value and while we have made no effort to
appraise these notes, we believe some consideration should be given
this point in estimating the condition of the bank at the time of closing.
It is extremely likely that in view of local real estate conditions the
loss will be substantial.

To further support our contention that the Guardian Trust Co, was
in no position to reopen after the ‘national bank holiday’’, we quote
from the testimony of Alfred P. Leyburn given before the Senate
Banking and Currency Committee on Thursday, January 11, 1934.
Speaking of the ‘‘bank holiday’’, Mr, Leyburn stated in part:

(Testimony of Leyburn, Jan 11, 1934)

The Guardian Trust Co of Cleveland, Ohio on the 31st of December 1932,
was borrowing $18,000,000 on deposits of $109,000,000 and they had practically
all of therir assets pledged The Reconstruction Finance Corporation had ponred
considerable money in there, and they had just about reached their borrowing
limt, and after the “bank hohiday’’ the cash on hand was $1,732,000 against
depostits of $76,000,000 and bills payable of $19,385,000 Since that time with
the alc}; of the Reconstruction Finance Corporation, that bank has paid out 20
percen

Now, you compare that with the banks in Detroit and you can readily see that
this thing was ready to blow 1n your face I was afraid 1t was goint to blow while
I was up in Detroit on this other deal

The Guardian Trust Co. could not have stayed open at all, because when the
“bank hohiday” was declared and the banks were authorized to make disburse-
ments, some of them made 5 and 10 percent but The Guardian Trust Co of
Cleveland made a disbursement of 1 percent It 1s the smallest amount I ever
heard of such a large bank making

The above testimony of Mr. Leyburn supports our (})revious com-
ments in regard to the condition of the Guardian Trust Co., and should
very effectively eliminate any doubt as to the bank’s condition and
any thought that the refusal to allow the Guardian Trust Bank to
reopen was due to any prejudice, political or otherwise.

ATTEMPTED REORGANIZATION
(Minutes of executive committee, p. 166)

It should be borne in mind in connection with the above data
relative to the closing of the Guardian Trust Co. that the final closing
of the bank did not occur during the regime of President House.
From February 27 until March 4, 1933 the bank Oﬁerat.ed on & re~
stricted withdrawal basis, allowing depositors to withdraw 1 percent
of deposits. From March 4 to March 11, the period of the national
bank holiday, the bank did not permit withdrawals.

(Minutes of directors’ meetings, pp. 181-194)
On March 12, 1933, the Guardian Trust Co. applied for a license
under the Roosevelt Act. On March 14 the board of directors voted
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to continue to operate under the direction of the Secretary of the
Treasury on the restricted withdrawal basis until further notice.

(Minutes of directors’ meeting, pp 198 and 200)

On March 18, President J. A. House tendered his resignation,
which was accepted and at the same meeting Mr. Dean suggested a
goaxlx;kfnittee be chosen to act with bank officers in reorganizing the

On March 20, Harold H. Burton was elected to the board of
directors and the presidency of the Guardian Trust Co

(P 206)

On March 25 President Burton stated that the reorganization com-
mittee was developing its ideas along the lines of a charter for a new
national bank, which would take over at least a portion of the assets
and liabilities of the then present institution.

(Minutes of directors’ meeting, pp. 220, 221)

On April 7, President Burton reported that a reorganization com
mittee had conferred with the Secretary of the Treasury and repre-
sentatives of the Reconstruction Finance Corporation in Washington.
He stated that while the committee was well received, the Govern-
ment officials did not approve of reopening the Guardian Trust Co.
as 8 national bank, as:

1. Its assets would not be sufficient to make possible the estab-
lishment of & new unit bank of sufficient size to be warranted in
Cleveland.

2. That in order to establish such a bank there would be compe-
tition for subscriptions to capital stock with the proposed First
National Bank in Cleveland, the formation of which the United
States Treasury representatives had, after a presentation on behalf
of the Unton Trust Co , approved

(Mimutes of directors’ meetings, pp. 224, 227-246)

On April 8, the State superintendent of banks appointed Sidney B.
Congdon as conservator of the Guardian Trust (%o. From April 8
until May 3, a sponsoring committee of prominent Cleveland citizens
worked to form a First National Bank of Cleveland, but due to a lack
of response of the citizenry it was impossible to do so, and on May
9, 1933, the board of directors and reorganization committee of the
Guardian Trust Co. accepted the offer of the National City Bank of
Cleveland to purchase assets from and/or make loans to the liqui-
dators of the guardian Trust Co.

ProrPaGANDA

Possibly one of the most vicious acts of the management of the
Guardian Trust Co. was its praclice of issung advertising matter
designed to impress the public with the integrity and soundness of the
Guardian Trust Co. during the year 1932, and even in 1933.

(G-6A-14, 15, 16)

During this period, when the management could not help knowing
the precarious condition of the bank, they continued to put out adver-
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tising matter assuring the public of their strength. We have photo-
stated copies of some advertisements used by the bank and quote
from several of them

(G-6A-14)

IN 1032

Many a fortune is intact, many a cash reserve 1s steadily growing because the
owners agreed with the sound 1deas expressed by the Guardian and saved with
the Guardian Thousands of depositors, large and small, have approved the
Guardian safe-and-sure policy.

Another reads:

(G-6A-13)

In 1898 the Guardian advertised ‘“‘sohd as a fortress.” In 1932 “fifty times
as solid and secure.”’

The above from a bank tottering on the brink of insolvency.

Advertisements such as these speak more eloquently than any word
picture we might paint as to the caliber of the management of the
Guardian Trust Co. Knowing the condition of the bank, due to their
mismanagement, they still attempted by high-pressure advertising to
wring a few more dollars from the people of Cleveland to be used for
their own ends

The peak of effrontery and duplicity was reached, however, on Feb-
ruz;r{l 21, 1933, 4 days before the bank restricted withdrawals, on
which date the following advertisement appeared in the daily papers
of Cleveland-

LEST WE FORGET

There have been times these last 3 years when practically every man and
woman has felt the chilhing fear of being without wor Are you going to suffer
that fear again, or will you provide your own unemployment insurance—a Guar-
dian savings account? Cash 1n the bank 18 the foundation of self-confidence and
peace of mind It never depreciates and 1s always ready to help when you need
it. And 1t pays 3 percent tax-free Will you forget go eastly—or will you begin
now t0 become independent of whatever the future years may hold? Start a
Guardian savings account today

We believe that, if there is not in existence at present any law mak-
ing it a penal offense to mislead the public by means of fraudulent
advertising, a law should be enacted making officials of a bank crim-
inally liable if any advertising issued by a bank is contrary to fact, as
was the case with the Guardian Trust Co.

Warter H. SEYMOUR,
Sentor Examiner.

Mr. Prcora. 1 show you another report, addressed to you by Mr.
Seymour, entitled ‘“The Guardian Trust Co. and subsidiaries—con-
solidated list of officers and directors.” Is that another report pre-
pared by Mr. Seymour under your immediate supervision?

Mr. MBBHAN. Yes; it is.

Mr. Pecora. Mr. Chairman, I offer that report in evidence to-
gether with the exhibits referred to therein.

The CrarrMAN. Let the report, together with the exhibits, be
received in evidence.

(The report entitled ‘‘The Guardian Trust Co. and subsidiaries—
consolidated list of officers and directors’’, and the exhibits mentioned
therein but now at the Government Printing Office, was received in
evidence, and the same marked ‘‘Committee Exhibit No. 5, May 3,
1934, and are as follows:)
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Commitrer ExmiBir No. 5—May 3, 1934

Consolvdaled st of officers and directors of the Guardian Trust Co and subsidiaries

1028

1029

1930

1031

1932

Darec-
tor

Officer

Diree-
tor

Officer

Direc-
tor

Officer

Direc-
tor

Officer

Direc
tor

Officer

A.rtt:_ll'l,st Charles K The QGuardian
Ayers, Allan F The Guardian Trust
Berg, Philip C The Guardian Trust
0
Bicknell, Warren The Guardian Trust
o
Bishop, F. W Harrison County In-
vestment,
Bishop, Robert H, Jr The Guardian
st Co
Bolton, Oharles C The QGuardian
Trust
Bolton, Irvmg C The Guardian
Trus t

Bond, 8
The Guardlan Trust Co.

B

Vice president.

Vice president.

Viee president

Vice president

coscmsmsmunccscemany

Hotel Hollenden Co. cevvrecnecenend|
‘Vincent Building Co.

Bowman, George The Guerdian

0

Brénd, Carl W The Guardian Trust
0

Brooks, Arthur D The QGuardian

Trust Co
Brown, Harvey H ,Jr The Guardian
Trust C

Vice president.....

Vies president.. ...

Vice president..

o
Bruggemeler, C F The G
Trust Co
Cs.crlton, H A The Guardian Trust
o
Gge, George 8 The Guardian Trust
Coates, H J,» DeWitt Hotels Co.

Vice president.....|

Vice president......

atmnsrmn cmarmensae

Cook, Allan B The Guardian Trust
Daley, W A The Guardian Trust Co.

Vice president.

Vice president.
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Vice president.

Treasurer___ . __

Vice president.

Vice president
Viee president

Treasurer
Viee pr

Aant

Secretary.

‘Viee president....

Secretary
Vice president

0€08
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Dalton, H G The Guardian Tiust

0.
Davies, 8 A : DeWitt Hotels Co.
Dean, H

DeWitt Hotels Co.

Vice president.....|

The Guardian Trust Co.

* e

Hotel Hollenden Co

a8 e

D%My, John ¥ The Guardian Trust

DeWitt, Theodore
DeWtt Hotels Co

Hotel Hollenden Co

Dgtz, Wilbam G The Guardian Trust
o
Durell, George B The Guardian Trust

President_..__....|
Vice president

LI

o
Elge, Randolph The Guardian Trust

John
’i‘he Guardian Trust Co

Vice president

Vice president.

Vice president

Vice president.

Laé:d Development & Realization
o
Fishley, W O Valuation Service Co.

Force,
The Guardian Trust Co.

Hotel Hollenden Co

Hotel Hollenden Co

te, L B The Guardian Trust Co.

Foo
Fraser, A D Valuation Service Co. .

Vice president.

Secretary....cec...
Vice president.

Secretary.

Becretary.ceceace--
Vice president

Becretary.........|
Vice president.....

Viee president.

Fraser, A R The Guardian Trust Co.
Ftbller, Ralpk L. The Guardian Trust

Gill, X F The Guardian Trust Co...
Green,
Branch Inv at Co.

DeWitt Hotels Co..

Vice president....

Vice president.

Vice president......

Vice president.

Vice president.

Vice president.

Vice president,

Vice president.

Vice president.....|

Vice president

4400 Superior Co. - ceccccrcccaacanas
Guardian Securities Co-

The Guardian Trust Co

Ha.mson County Investment.

Treasurer.
Vice president

tel Hollend

Co
Land Development & Realization

Treasurer

-

New England Co_coooaannaeaaanas
Vmeent Bulldmg Co.

Gniffiths, E

Treasurer.. .
Treasurer

The Guardla.n Trust Co
Hotel Hollenden Co.

Grossman, Lomis J The Guardian
Trust Co
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Vice president.

President
Vice president.

Vice president

Secretary
Vice president
Vice president.

Vice president
Vice president

Treasurer
Vice president
Treasurer

Treasurer
Treasurer

Treasurer
Treasurer
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Consolidated lust of officers and direciors of the Guardian Trust Co. and subsidiaries—Continued

1928

1020

1930

1931

1032

Direc-
tor

Officer

Direc
tor

Officer

Direc-
tor

Officer

Direc
tor

Officer

Direc
tor

Officer

Hallb

ertt Hotels Co
Trust

*

* ®

-+

H%'Elck, Clay The Guardian Trust
ngg, Charles P The Guardian Trust
Holding, 8 H The Guardian Trust
H%lmden, L E The Guardien Trust

House, J A

Branch Investment Co..._._..

DeWiit Hotels

Jr The Guardian

CL C, Jr The Guardian

0

Htérmon, P 8 The Guardisn Trust
0

Heoer, Charles G The Guardian Trust

Vice president

Vice president.

Vice president.

Vice president.

Hunt,

Guardian £
The Guardian Trust

ﬁ

ounty Investment

*

. "

Harrison

Hotel Hollenden Co

New E: d Co

Vincent Building Co
Wilhiam H

The Guardian

Trust Co
Inéh.s, Richard The Guardian Trust
The Guardian Trust

0
Ingh, Arthur L
Johnéson, Qeorge B

dian Securities Co. ..

The Guardian Trust Co

*

President _.._....
‘Vice president.....

LR X Y

L3I 3 Y

L I N N W )

LI IO NN A )

Vice president

Prestdent
President
President
President

President
President

-

Vicelpresident

Vice president .

Vice president...

Vice president .

Hotel Hollenden Co.

Vice president.

Vice president.

Vice president.

Vice president.
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K%utman, L J The Guardian Trust
Kel]ogg, F D The Guardian Trust
KJme, Belden The Guardian Trust
Kléng, John D The Guardian Trust

Lee, Robert C
“The Guardian Trust Co

Vice president.

Vice president.

Vice president.... .|

Vice president.

Harrison County Investment. .
Hotel Hollenden Co.

»

tion

Land Development & Real

Co

Mérlatt, W H The Guardian Trust
o

Marshall, @ @ The Guardian Trust
o

Mgrshall, W G The Guardian Trust
0

Masch, E F Land Development &

Realization Co

Méther, W G The Guardian Trust
0

Mé(]owan, F 8 The Guardian Trust
0

Mélntosh H P The Guardian Trust

McIntosh, H P Jr
Branch Investment Co

President.........

Vice president.

*

Chairman of board

Chairman of board

Chairman of board

Chairman of board

440 Super1or Co. .cevcccccmcmcaccan-r

Vice president.....

L Y

Vice president._...

2 a8n

Vice president..._.

Vice president.... ..

QGuardian Securities Co.
The Guardian Trust CO.eceeeeo-.
L%nd Development & Realization

o
New England Co.

Vice president.... -

Vice president. ..

Vice president.....

Vice president.._.

Megerth, C R

The Guardian Trust Co.

Vice president.

Vice president.

Vincent Building Co.
Mél]s, James R The Guardian Trust

Monks, T E

Vice president ...

Vice president.

*aaaas

*n

4400 Superior Co..

Guardian Securities Co. ..
The Guardian Trust Coceeevvaeeone
Murfey, C L Thne Guardian Trust Co.
urfey, . A The Guardian Trust Co.
Onkes, I K The Guardian T1ust Co. .

Vice president..._.,
Vice president.....
Vice president.....

snanae

Vice president.

Vice president.

Vice president.

Vice president.....
Vice president.....

Vice president.__.
Vice president.....|

glstyn, 8 J The Guardian Trust Co

ttars;)g, Proctor The Guardian
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Vice president.....|

Vice president.

Vice president.....|

Vice president.
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President
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Chairman of board

Vice president
Vice president

Vice presadent

Vice president
Vice president

Vice president.
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Consolidated lust of officers and direciors of the Guardian Trust Co and subsidiaries—Continued

T

1928 1929 1930 1931 1932
Direc- Direc-| Direc- Direc- Direc-
tor Officer tor Officer tor Officer tor Officer tor Officer
P%requm E A The Guardian Trust * . . . .
o
Ptbmerene Atlee The Guardian Trust hd * . .
0
Prénhss, F F The Guardian Trust . . . . .
0
Prescott, Orville W The Guardian * -y . * . hd
Trust Co
Probeck, Karl
New England Co.. Vice president.... .| ... Vice president
Valuation Service Co. * | Treasurer......... * | Treasurer......... *+ | Treasurer. ........ *
Valuation Service Co. --| President. .. President. . . President. . dent
P%rdon, W D The Guardian Trust Vice president. Vice president. Vice president. Vice president. Vice president
0
Ql(x}ams, B D The Guardian Trust .
0
Robinson, H C
Branch Investment Co.oeooo.___. . Vice president.....| * Vice president..... . Vice president..... . Vice president..... . Vice president
DeWitt Hotels Co.. . .
4400 Supenor Co. - _coccaecacocenen * President.. __..__ * President. ... . President ... . President.. . President
Guardian Securities Co... . Viee president...... * Vice president...... * Vice president..... * Vice president..... * Vice president
The Guardian Trust Co... ... b Executive vice . Executive vice . Executive vice . Executive vice . Executive vice
president president Dpresident president president
Harnson County Investment..._.. . Vice president._._. . Vice ndent._... . Vice president
Hotel Hollenden Co * President....._._. * President ........ . President__....__.[ * President_.__.____ . President
New England Co..... . Vice president.....| * Vice president..-— . Vice president.....| * Viee president._ ... . Vice president
Vincent Building Co. . President.....-..- . Vice president...... . Vice president...-. . Vice president...... . Vice president
Rogers, E D The Guardian Trust Co.} * . . . .
Rogers, E 8 The Guardian Trust Co.|{ * . . . .
R%smter, W T The Guardian Trust . . . . .
0
Sanders, Willam B The Guardian . hd
Trust Co
Schmidt, F A Valuation Service Co . . . .
Sears, R P
Branch Investment Co.occeouan.. | . - - Secretary_........| *
DeWitt Hotels Co. _ .
....... hd Secretaly-.caeacan-| * b .
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Hotel Hollenden Co.
D

Secretary.

Secretary.....

0.
Laéad Development & Realization

0
New England CO..cceeooeummananne
Vincent Bunlding Co.

Shégnan, E T The Guardian Trust
Shepherd, H I The Guardian Trust
St%vgatt, H B The Guardian Trust
St%ne. Arthur L. The Guardian Trust

Secretary . .oeeeeo—-
Secretary
Vice president.

I "

Secretary.
Vice president

Vice president....._

Viee president.....

y
Secretary..........

Viee president.
Vice president

Secretary.

Becretary..........
Vice president.

Viee president.

Land Development & Realization

Taylor, Alexander 8 The Guardian
Trust Co

Tx(l}]otson, E G The Guardian Trust

Wade, Geor%e Garretson The Guard-

Walhwe Robert B The Guardian
Trust Co

‘Warner, Worcester R The Guardian
Trust Co

‘Warwick, James W The Guardian
Trust Co

Whelan, George J The Guardian
Trust Co

Willkom, H Valuation Service Co.

Vice president.....

Vice president.

Vice president

Vice president.

Young, A F The Guardian Trust Co.

Vice president.

dent

Vice pr

Vice president

Vice president.

Secretary
Secretary

Secretary
Vice president

Vice president

Vice presid.nt
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Senator CosTicaN. Mr. Meehan, in one of the exhibits I notice
reference is made to salaries and bonuses paid to officers.

Mr MgeeHAN. Yes, sir.

Senator CosTicaN. Was that data taken from the books of the
banks, or was it supplied in response to a Senate resolution calling
for such information?

Mr. MeeaaN That information was gathered by our examiners
in Cleveland following the usual routine of finding out the compensa-
tion paid to officers and directors of any institution which was under
investigation.

Senator CosTigaN. Was that information checked with the infor-
mation supplied to the Senate and referred to this committee 1n re-
sponse to a resolution which I introduced in the Senate?

Mr. MeeBaN. No, sir. It was not checked, but we did get that
information directly from the records of the bank in the hands of a
receiver.

Senator Costican All right.

The CratRMaN You may proceed, Mr. Pecora.

Mr Pecora. Mr. Meehan, I now show you another report made
by Mr. Seymour, entitled “ The Guardian Trust Co.—compen-
sation paid to officers.” Will you kindly look at it and tell me
if that 18 another report made to you by Mr Seymour under your
immediate direction?

Mr. MeeaAN Yes, sir; it is.

Mr. PeEcora. Mr. Chairman, 1 offer that report in evidence, to-
gether with the exhibits referred to therein.

The CHAIRMAN, Let the report and exhibits be received in evidence.

(The report entitled “The Guardian Trust Co.—compensation
paid to officers”’, together with the exhibits referred to therein and
now at the Government Printing Office, was received in evidence
and marked Committee Exhibit No. 6, May 3, 1934", and is as
follows.)

Comuirree Exmieir No. 6—May 3, 1934

ComPENSATION PaAID To OFFICERS

The inequality of salaries in the pay roll of the officers of the Guard-
ian Trust Co. forms the basis for much criticism against the conduect
of President J. A. House and Executive Vice President H. C. Robinson
in their domination of the Guardian Trust Co. and shows the ease
with which patronage could be bought by Mr. House.

(G-11-11a to G-11-11c)

The review of the pay roll shows that in the years 1928 to 1932,
inclusive, salaries plus bonuses of the seven highest paid officers to
be as follows:

1928 ‘ 1920 1030 1931 1932
J A House, president.. . .ocoemvacocamauan $98, 333 33 |$107, 083 33 1$108, 750 00 | $90,0C0 00 | $73,350 00
H O Robinson, executive vace president..{ 72,500 00 | 76,875 00 [ 77,708 50 | 65,000 00 54,925 00
H P Mecintosh, Jr, vice president........ 33,450 00 | 36,875 00 ] 36,775 00 | 33,000 00 27,791 67
T E 36,450 00 | 36,275 00 | 36,175 00 | 33,000 00 29, 375 00
H 750 00 , 375 00 | 35,575 00 | 33, 000 00 17,125 00
27,000 00 { 30,625 00 | 30,125 00 | 27,000 00 23,708 33
000 00 | 31,625 00 | 380,125 00 27,000 00 | 23,708 33
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From these figures it will be seen that the salary of Mr. House has
always been approximately three times that of any officers other than
Mr. Robinson, and that the salary of Mr. Robinson has been almost
twice that of the next ranking officer

While this is not contrary to any of the rules or regulations of the
Trust Co , it does indicate that Mr. House placed a great value on his
services. The approval by the other officers and directors of such an
unusual salary shows that the Trust Co. was practically a one-man
institution controlled by Mr. House. The word ‘practically” is
used here because it was necessary to have an accessory to his acts
and he chose as such, Mr. H. C. Robinson, executive vice president.

(G-11-1)

In order to gain and hold such power, it required something more
than personality ; Mr. House knew this. He also knew human nature
and its frailties and that the best way to gain patronage would be
through hard cash. Consequently, he secured the approval of the
executive committee to a plan of bonus distribution that would carry
out his ideas perfectly. Thus we find that on December 9, 1927, the
executive committee passed this resolution:

On motion made, seconded, and unanimously carried, the committee hereby
ap%roves and authorizes fulfilling the president’s recommendations, as follows

hat before Christmag of this year, the bank pay to each officer and employee,
as additional compensation, an amount equal to one half of the current month’s
salary of the respective individuals; and in addition thereto, there be turned over
to the president a sum not 1n excess of $45,000 to be by him distributed, 1n his'
sole discretion, to the officers and employees, exclusive of the chairman of the
board and the president
(G-11-2)

This was approved by the board of directors on December 13, 1927.
It will be seen from this that Mr. House could employ $45,000 to very
nice advantage in securing the patronage of officers and employees to
further his personally sponsoreg projects

(G-11-3)

It would also appear that the committee had forgotten Mr House
and that lus salary for 1927 had not been sufficient for his needs be-
cause we find an additional bonus of $15,000, granted him by certain
members of the executive committee in their letter to Mr Bremer,
directing Mr. Bremer as follows.

(G-11-3)

To Mr House direct the sum of fifteen thousand dollars ($15,000) 1s to he paid
as additional compensation for faithful, efficient, and valuable service to the

company
This in itself was irregular because it was never voted upon 1n the
executive committee meet nor in the directors’ meetings

Of the $45,000 in bonuses for that ﬁaar given by the executive com-
mittee to Mr House to distribute, Mr. House presented $10,000 to
his ‘“man Friday,”” Mr. Robinson. He distributed the remaming
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$35,000 among 61 members of the organization, those receiving
$1,000 and more being the following.

A R Fraser. -
Arthur L Imsh_ e
Geo B Johnson. ..o e
L J Kaufman.....________

H P Melntosh, Jr__._
Thos E Monks_______
F M Riddleberger.....___

H I Shepherd. .. __ .
A G Stueky o oo e
AT Young oo ————

We find in 1928 that the same procedure was followed by the
executive committee, December 14, but this tame there is a provision
made—

(G-11-4)
To pay to him the same amount as was paid to him last year at this time
(G-11-5-a, 5-b, G-11-6)

‘While this wording of the resolution is ambiguous as to the intention
of the committee to pay him an additional bonus of $15,000.00, we
nevertheless find that the committee so instructed the payments in
their correspondence to Mr Bremer.

On December 13, 1929, the same bonus powers and bonuses were
again granted to Mr House, but apparently the plums he handed the
various officers were not large enough, for we find, under date of
January 7, 1930, that the executive committee adopted additional
resolutions authorizing the President to—

(G-11-7, G-11-8)

pay $10,000 00 to the vice presidents 1n charge of certain departments to be dis-
tributed by them to certain of their employees, whom they might seleet, 1n recog-
nmition of loyal, faithful, and extraordinary services during the year

(G-11-9)

This extra $10,000 bonus distributed by the vice presidents was not
voted for the year 1930 However, the executive committee did vote
in favor of the $45,000 and $15,000 (individual) bonus as it had in
prior years

In the year 1931, the constant drain on the resources of the Trust
Co. had apparently become quite evident, so the executive commuttee
thought it ‘l)md better show some sort of conservation with the result
that no bonuses were paid for that year, yet Mr. House’s regular
salary remaimed at $90,000 00 and Mr Robinson’s at $65,000 00.
However, this plan of cutting out the bonuses apparently did not
meet with the approval of the executive committee; and as a result,
Mr. House’s salary was reduced on February 1, 1932 to $81,000.00,
on July 1, to $72,000 00; on November 1, to $48,000 00 and on
December 1, to $42,000.00. In spite of this, his total compensation
for the year 1932 amounted to $73,350.00. Mr. Robinson’s com-
pensation for the same period amounted to $54,924.99, with the
same number of reductions.
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For the short period of operation in 1933, January 1 to March 1,
Mr House received total compensation in the amount of $7,000 and
Mr Robinson, $6,944 44 A recapitulation of the foregoing shows
that for the period January 1, 1928, to March 1, 1933, Mr. House
recerved a total of $484,516 65 in salary and bonuses and Mr Robin-
son, $353,852 76

Thus, the Guardian Trust Co paid out a total of $838,469 41 for
salaries and bonuses for 1928, 1929, 1930, 1931, 1932, and January
and February of 1933 to Messrs. House and Robinson.

While these unusual disbursements were sanctioned by the board
of directors of the Guardian Trust Co , 1t is neveriheless a veflection
on the good faith and integrity of banking officials to permit such a
condition to obtain and permit such bleedgmg of a dymg institution,
and 1t 18 a question whether or not the directors would have sanctioned
such huge salaries had they been properly acquainted with the true
condition of the bank at that time, instead of the false earnings state-
ments prepared for them as outlined 1n the report of our Mr Long
entitled “Financial History.”

In answer to an inquiry from a Mr Barton of the Metropolitan
Bank of Minneapolis for a plan of additional compensation to be paid
to officers, Mr. House stated in 1928

(G-11-12, G-11-13)

I am coming more and more to the conclusion that executives in banks, who
are responsible for the success of the mnstitution and who are really the money
makers, should be paid, in addition to their salaries, a percentage of the net
earnings.

Warter H. SEYMOUR, Senior Eraminer.

This report based upon preliminary report and complete investiga-
tion by Committee Examiner M. W, Firth

Senator Costican In this particular exhibit no 6, you did not
segregate bonuses and salaries, did you? In other words, the bonuses
and salaries are combined here

Mr. Meeaan Well, that information may be shown in the exhibit
itself, but we here summarized 1t 1n our report to save space

Senator ApamMs Senator Costigan, 1 notice here 1n commuttee ex-
hibit no 3 a statement that follows out your inquiry, indicating that
during the years 1929 and 1930 the Guardian Trust Co paid salaries
and bonuses of approximately $700,000 This exhibit also indicates,
on page 15, that they reported through their annual reports earnings
of around 15 mullion dollars during a period of 10 years, when their
actual earnings proved to be 6 million dollars.

Senator CostigaN. Does the report indicate how much of the total
was for salaries and how much for bonuses?

Senator Apams. It does not.

Mr. MeeaaN No. It is in the exhibits which are now in the
Government Printing Office for the purpose of expediting their

rinting, and those exhibits have been offered in evidence by Mr.

ecora

The CuarrmMaN. You may go on, Mr. Pecora

Mr Pecora. I now show you another report addressed to you by
Mr. Seymour, entitled ‘‘The Guardian Trust Co.—Loans to &ﬁcers
and Directors.” Do you identify this report as one prepared by Mr.
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Sey.mo‘}n under your immediate direction as the result of his investi-
gation

Mr MEeEraN I can and I do

Mr Pecora. Mr. Chairman, I offer the report in evidence, to-
gether with the exhibits referred to therein

The CuairMaN. Thereport and exhibits will be received in evidence

(The report entitled “The Guardian Trust Co —Loans to Officers
and Directors”, together with the exhibits mentioned therein and
now at the Government Printing Office, were received m evidence
zfmltll ma,l)'ked “Committee Exhibit No 7, May 3, 1934”, and are as
ollows:

ComuMiTrEs Exmisir No. 7—May 3, 1934

Loans To DirecTORS AND OFFICERS

The loans made by the Guardian Trust Co to its directors and
officers totaled almost $6,000,000 on February 29, 1932, a year prior
to the bank’s closing.

(G-5B-1a to d)
Loans to officers and directors_ - _ - __ oo $5, 926, 071 90

Total loans and discounts___ ___ .. _____________________ 93, 087, 111, 73

From the above, it will be noted that loans to directors and officers
exceeded 6 percent of the total loans on the books of the bank at
February 29, 1932. Some of these loans obviously were made without
justification from a credit standpoint and disclose the apparent laxity
toward the maintenance of sufficient collateral. Only the larger loans
and those deserving specis]l comment have been analyzed and are
discussed in the succeeding pages of this report.

That the officers and directors of the Guardian Trust Co realized,
after it was too late, that the concentration of a large amount of
money in loans to themselves and to their interests was not expected
or suspected by the public is evidenced by a letter dated March 29,
1933, from Mr. H C. Robinson, senior vice president and director o:
the bank, to Mr Herbert K Oakes, another director, in which he saidf

(G-5B-34)

All the Guardian directors have been sued for thewr double habihity, and prob-
ably there will be a lot of unfortunate publicity regarding directors’ and officers’
loans We have advised all the directors that such publicity would probably be
forthcoming, and have suggested that if you wish to avoid 1t, now would be the
opportune time to place any loans they have with us, so I am writing you calling
attention to your loan with us, which 18 now about $30,000, in order to give you
an opportunity, along with others, to pay this loan or refund 1t elsewhere, thereby
possibly saving you some embarrassing publicity

However, Mr. Oakes was unable to pay off his loan, there being
still unpaid a balance of $33,403.

Referring to the general loan policy of the Guardian Trust Co.,
the State bank examiner pointed out in his report of February 1932
(a year before the bank closed):

(State Bank Examiner’s Report, February 1932)

To begin with, a great many of the loans were past due, both collateral and
unsecured A number of collateral loans represent speculation, and a.pparentlg
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to the borrower and did not sell him out when they should have They now have
a greatly under-collateraled loan which the market cannot pay A great many
of the loans are dependent on market conditions, and will not be paid until prices
are considerably higher than at ,present This situation 18 strikingly true of
certain officers’ and some directors’ loans  As you will note, officers and directors
have borrowed $5,335,131 44 1n their own name This amount represents 33 3
percent of the present capital and surplus It 18 needless to say, their present
borrowings are entirely too high and not along the lines of conservative banking
Irrespective of security, certamn officers are owing entirely too much to the bank
This 1tem 18 of course subject to severe criticism and 18 a reflection agamst the
present management

J. A. HOUSE, PRESIDENT AND DIRECTOR

Mr. House, like several of the other senior officers, availed himself
of the device of obtaming loans from the bank as being made to
his trust estate and not in his own name. The records of these loans
did not, therefore, indicate the true borrower but merely a trust
fund number. Later, however, the name ‘“House’’ was written in
pencil, and it is our understanding that this identification was placed
on the loan card during conservatorship.

Mr. House’s indebtedness to the bank on February 29, 1932, totaled
$281,638 and on April 8, 1933 totaled $245,933.48, which may be
divided as follows

(G-5B-1a)
Feb 29,1932 | Apr 8,1933
Loans to trust funds._. $179, 635 00 | $166, 509 06
Personal loans. . 11, 000 00 5, 167
Real estate loans 91,000 00 74,175 64

The real-estate loans are not worthy of much comment other than
to mention that they mclude first and second mortgages on Mr
House’s residence and carried an interest rate of 5 percent until
mecreased by the hiquidator to 6 percent on May 10, 1933

(G-5B-3, 4)

The customary rate of interest on first mortgages in thus mstitution
was 6 percent, and 1ts real-estate loans are predominantly first mort-
gages. So, Mr House, 1n taking advantage of his position, was the
recipient of a lower interest rate on his mortgages, was able to pro-
cure a service not generally given, and probaﬁ)ly obtamned a loan m
excess of that ordinarily given with a ike amount of security The
bank’s valuation, which 1n this exceptional case was probably gen-
erous, amounted to $110,000 on which Mr House had borrowed
$65,000. The value of the property today is undoubtedly much
lower than when borrowed upon, however, Mr. House had reduced
his mortgages to approximately $40,000 so that the loss in liquidation
will probably be shght

Another $40,000 n real-estate loans made to House is on an
unimproved buginess lot in downtown Cleveland and appears to be
amply secured. There remains a balance due on these loans, as of
February 15, 1934, amounting to:

Principal e eeeeeee $74,175. 64
Interest. oo oo edcceecaea 2, 537 93
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The loans to trust funds of $179,635 are made up of three items as

follows:
Loans to trust no 1126. . oL $140, 000
Overdraft on trust no. 1126__ __ . _____ . ________ 9, 413
Loan to trust no 2185 . .. 30, 225

(G-5B-6)

The loan to trust no 1126 had its origin on May 9, 1923, and con-
tinued at various increasing amounts until November 8, 1929, when it
reached a peak of $140,000 which represented a consolidation of the
smaller loans previously made On June 15, 1930, collateral con-
gisting of:

531 shares of Akron, Cleveland & Youngstown Ry Co

(G-5B-7¢)
1,000 shares Continental Shares, Inc

(G-5B-7¢)

was pledged by Mr. House to secure this $140,000 loan On Feb-
ruary 16, 1931, the 1,000 shares of Continental Shares Inc were
released and 850 shares of Clark Comptroller Co. stock was pledged
instead. Since then the collateral has been unchanged, notwith-
standing the tremendous decrease in its saleable value. The liquida-
tor valued the collateral on February 13, 1934, at $3,400

There has been only one payment of $100 on the principal of this
loan since its inception (G5BT

Mr House also enjoyed an interest rate of 5 percent on this loan
until May 10, 1933, when it was raised to 6 percent He was delin-
quent in mterest payments beginning in June of 1932 and made pay-
ments considerably less than the accruals until March 15, 1933,
when he stopped payments altogether So that in addition to
$139,900 principal owed on this loan Mr House is also indebted to the
extent of $11,622.27 in delinquent interest at February 10, 1934.

(G-5B-8)

Another trust account belonging to Mr. House, through which he
obtained loans, was trust no 2185 The advances to this trust also
continued over a long period and on December 15, 1929, had reached
a peak of $35,210 63 when collateral consisting of miscellaneous
gecurities was pledged

(G-5B-8)

Mr. House made six payments against the loan and the liquidator
has applied the bank’s credit bank balance against it, bringing the
amount still due down to $26,699.96. Interest of 5 percent was
charged to Mr. House on this loan also, untal the liquidator changed
the rate to 6 percent. Interest has been delinquent since December
15, 1932. The liquidator’s valuation of the collateral as of March
6, 1034 was $20,864.
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(G-5B-9)

A loan direct to Mr. House was made by the bank on March 16,
1932, in the amount of $11,000 with interest at 5 percent. This
loan now has an unpaid balance of $5,157.88 principal and $52.57
mterest The reduction in principal is not due to payments how-
ever, but offsets made by the liquidator from credits due Mr. House.

(G-5B-11)

Concerning Mr. House’s personal financial status, no information
is available, but from unofficial sources we have learned that Mr,
House has said that he is “broke’ and was having difficulty in meet-
ing insurance premiums. This we are not in a position to refute but
it is interesting to know that Mr. House and his family are not
“walking the streets.” In fact, they (the family) were buying new
cars during the year 1933. We might also mention that the file
which should contain all information and correspondence concerning
his financial condition was found to hold just one letter which per-
tained to Mr. House’s automobiles and was dated September 27,
1933.

THE MILLS CO. LOANS

The Mills Co. is a Cleveland concern manufacturing metal parti-
tions, The president and vice president are relatives of Mr. House’s
by marriage. Mr. House is a director of the company. The present
financial condition of the Mills Co. is extremely serious. Below is a
tabulation of outstanding loans made to the company and to members
of the Mills family and the amounts remaining unpaid-

(G-5B-12-17)
Unpaid
Onginal Delinquent
loan Felb 10, nterest

The Malls Co. $60, 000 00 | $55, 450 09 $3,174 96
F C Muls, Jr. 305,053 48 | 302,435 26 | 19,834 95
F C Muls, 8r_ 15,000 00
George M Mulis 33,000 00 | 30,765 13 None

These loans ongmated in 1928 and are at the present tume 1nade-
quately secured with securities of very doubtful value The bank
examiner considered them in February 1932, a year before the bank’s
closing, as slow and nonliquid and stated that he behieved that clas-
sification to be liberal No effort is noticeable on the part of the
bank to reduce the loans nor to secure additional collateral Ap-
parently the family relationship was strong enough to dictate a most
lenient credit policy and an utter disregard for the safety and hquidity
of bank funds

H. P M’INTOSH, JR., VICE PRESIDENT
(G-5B-18)

The borrowings of Mr MclIntosh, Jr., from the Guardian Trust
Co. began early 1n 1928 and extended through 1929 with seven loans
being made 1n all. These loans totaled, at the time the bank closed,
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$110,200 Mr MecIntosh has made no payments at all on these loans
since the bank has been closed, but the liquidator has applied credit
balances as ‘““offsets ’ Prior to May 10, 1933, interest at the rate of
5 percent was charged, since then the rate has been changed to 6
percent

The following is a tabulation of the loans to McIntosh, Jr.:

(G-5B-18G, 18F, 184, 18B, 18C, 18D, 18E)

Principal | Priney
Date Oxi:)g;:al due Feb | due M?:l
25, 1933 15, 1934
ar 12, 1927 $47,000 $45,900 | $42,804 01
ov 14,1028 __ 34,400 34,400 | 34,400 00
Feb 18, 1929 2, 500 2, 500 2,500 00
Apr 26, 1929. 1,100 1,100 1,100 00
May 22, 1929 5, 000 5, 000 2,041 39
July 25, 1929. 8, 000 8, 000 8,000 00
Oct 24, 1929 3,300 3, 300 3,300 00
110, 200 94, 236 30
(G-53-18F)

Secured by collateral having a value of $62,210.40.
H. C. ROBINSON, SENIOR VICE PRESIDENT

Mr. Robinson, following the lead of Mr. House, took advantage of
borrowing through the medium of his trust account. His trust ac-
count number was 1114 and the identification is the name ‘‘ Robinson *’
written in pencil on the loan card. This, we understand, was done
during the term of the conservator.

(G-5B-19, 20)

The loans to Mr. Robinson, of which there were two, had their
origin in 1930. The first was made on August 29, 1930, in the amount
of $58,000, and the other on October 6, 1930, 1n the amount of $20,000.
Both of these loans when made bore interest at the rate of 5 percent,
but since May 10, 1933, interest of 6 percent has been charged but
not paid.

(G-5B-19, 20)

These loans originally amounting to $78,000 have an unpaid balance
of $41,352.09 as of January 30, 1934, with interest in amount $2,605.46
unpaid and delinquent from December 15, 1932. Almost $5,000 of
the reduction is due to offsets, made since the be%'mﬁ:ng of liquidation.
The indicated value of the collateral securing these loans appears to
be sufficient if the liquidator’s values are actual and are obtained in
the sale of the loan or its security. The loan cards for all directors
and those officials who are stockholders are marked ‘“Hold for stock-
holders’ liability”’ so that additional sums must be obtained to com-
pletely liquidate the debts of these individuals if their collateral is
insufficient.

INTERSTATE FOUNDRIES, INC.

In addition to the loans made directly to Mr. Robinson, those
made to the Interstate Foundries, Inc., by the Guardian Trust Co.

have more than a passing interest.
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(G-5B-21)

We are unable to write as much in detail concerning these loans as
we believe the subject merits, due to the virtual dearth of information
available. However, we were able to learn that Messrs. Robinson,
House, Green, McIntosh, and Fraser, all officers of the bank, were
stockholders in this company.

(G-5B-22, 23)

The first records we have been able to locate showing loans to Inter-
state Foundries, Inc., indicate that two loans were made on Decem-
ber 15, 1924, totaling $349,701.70. Based solely on the odd amount
of these loans, we believe this was not the first advance made to the
company. It seems evident that unsecured advances had been made
prior to December 1924 and that at that time it must have been
deemed advisable to put the advances in the form of a collateral loan.
However, the files of the Guardian Trust Co contain so little informa-
tion that it was impossible to substantiate our belief.

(G-5B-22, 23)

At any rate, one loan of $250,000 and one of $99,701 70 were made
as of December 15, 1924, to the company. Both of these loans,
totaling $349,701.70, were secured by $400,000 Interstate Foundries,
Inc, first-mortgage bonds and some additional motor-car stock of
doubtful value at the time of the loan and of no value today.

(G-5B-23)

No payments other than a rather insignificant one of $244 12 are
noted since the date of the loan. On November 15, 1929, a reduction
of $42,000 is shown. However, the collateral was reduced for the
same amount.

(G-5B-24)

The credit files show that on September 10, 1926, the executive com-
mittee authorized the purchase of the bonds which were pledged to
secure this loan and that—

The Interstate Foundries, Ine, has passed a resolution authorizing our pur-
chase of said bonds without the necessity of the ordinary provision for sale

(G-5B-25)

For some reason not disclosed by the files, this transaction did not
actually occur until February 26, 1930, when the loans are shown as
paid and “Transferred to bond department.” At tnis time the
Interest accrued and unpaid amounted to $131,074.31, and principal
to $307,457.58, which 1s a total of $438,531.89. The files do not
clearly enough set out the transaction to enable us to definitely state
just how or on what basis the collateral was purchased.

(G-5B-25, 26)

As stated above, the indicated unpaid balance due the Guardian
at February 26, 1930, was $438,531.89, for which they received
$358,000 par value of the bonds. From this it would appear that the
bank took a write-off of $80,000 at the time the bonds were accepted.
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In addition to the $80,000 loss sustained, a write-off of $49,657 58
was placed on the books as of June 16, 1932 Thirty-six thousand
dollars par value of the bonds are shown as sold to the National City
Bank of Cleveland for $32,400 so that today the investment on the
Guardian books is $225,400. No imterest has been paid on the bonds
since 1930 and their value is extremely doubtful due to the closing
of plants—which leaves only the real estate as the underlying security
of the bonds. What the loss to the bank in hquidation will be cannot
be estimated, due to lack of an impartial appraisal of the real estate

(G-5B-27)

Certainly the officers of the Guardian were very lenient to this
company concerning credit extension and extremely neghgent m pro-
tecting the depositors’ interests, as this entire transaction was some
IOHyears or more in being carried, with no attempt being made to
collect.

TeomMas E Monks, VicE PRESIDENT

(G-5B—29a, 29e)

Mr. Monks was imndebted for loans directly from the Guardian as
of April 8, 1933, and amounting to $42,090. Interest was at 5 percent
untif) changed by the conservator to 6 percent on May 10, 1933. The
original amount of these loans was $45,300 and they were dated from
1923. Mr. Monks’ collateral for these loans consisted principally of
366 shares of Euclid Shale Brick Co. common stock which has a
current appraised value of $50 per share. The total appraisal value
of all collateral on March 12, 1934, was $23,252 to secure loans
amounting to $41,540.77 mn principal and $1,855 54 in accrued and
delinquent interest. In addition to these debts Mr. Monks is also
liable for double liability on his Guardian stock.

No information is found concerning the financial condition of
Mr. Monks so that the possibility of collection is unknown.

(G-5B-28)

Mr. Monks owns a personal corporation, called the ‘‘Allen Holding
Co”, the purpose of which is to hold title to his real-estate investments.
On May 26, 1930, Mr. Monks, through his corporation, obtained a
first mortgaﬁe from the bank in the amount of $175,000. This
mortgage balance is now $164,500. The bank’s appraisal for the
property is $298,250. We are unable to comment concerning the
salability of the property or its value. This company is delinquent
on its interest payments to the extent of $12,337.50 and has made no
payments on principal since December 21, 1931, so that Mr. Monks
was one of the ‘“favored group’ who received most cordial treatment
concerning their obligations.

L. J. KaurrMaN, VicE PRESIDENT
(G-5B-30)

Mr. Kauffman’s loan is dated March 15, 1930, in the amount of
$87,000. As of March 14, 1934, the principal is $77,984.18 and
delinquent interest $8,083.98. To liquidate this debt the hquidator
has collateral which he values at $30,196.60.
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Mr. Kauffman was another of the officers who was permitted to
owe money to the bank without recerving even the slightest suggestion
that he make an effort to reduce his indebtedness or increase his
collateral.

Apparently the records and files of loans to officers and directors
must have been kept in a remote corner of the bank’s quarters, for
no correspondence has been found 1n the records which would indicate
that the loan department officials or employees were even aware of
the condition of these loans

(G-5B-31, 32)

Mr. Kauffman was also a real-estate operator and a director in a
number of companies obligated to the Guardian, among these the
L H Heister, Inc, which had mortgages with the Guardian of
$431,000 which have been reduced since their omgin in 1927 and
1928 to approximately $296,000 Both of these loans are now under
foreclosure and interest has not been accrued since April of 1930,
At that time delinquent interest amounted to almost $25,000 The
underlying real estate is vacant subdivision property and, of course,
of doubtful value now How instrumental Mr Kauffman was in the
granting of this loan and whether or not he was the ‘“‘good fellow”
who permitted such leniency m collection is not known, but no appre-
ciable payment of principal is noted since 1931

The appraised value of the property at the date of the mortgages
was over a million and a quarter, but that was back in 1927 and 1928
when everybody had inflated values on their assets The only
thing which appears favorable about these loans 1s the interest rate
ofu7 percent However, that means httle if the bank 1s unable to
collect it

H. B. STEwART—DIRECTOR
(G-5B-33)

Mr Stewart, a director of the Guardian Trust Co , is the president
ofthe A C & Y. RR and 1s known as a capitalist in Akron, Ohio.
Loans to Mr Stewart at the Guardian began in 1921 with a loan of
$100,000 and increased at a rapid rate until June 15, 1934, when a
new loan was approved for $628,418 65 The principal security for
his loan was 7,970 shares of the capital stock of the A.C &Y RR,
which was appraised in June 1932 at $618,288 98.

(G-5B-34)

In the minutes of the executive committee of June 21, 1932, this
loan was approved under the following conditions-

(G-5B-38)

Payment of 1 year’s interest in advance.
Payment of 1 year’s premium of $500,000 hife insurance poheies.
. P{fdgmg of additional collateral consisting of 3,800 shares of A, C & Y. Co.
stock.

Mr. Stewart enjoyed a rate of 5% percent interest until June 15,
1933, when the liquidator raised it to 6 percent.
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The unpaid balance on the principal is $621,846.14 and interest
accrued and delinquent of $24,980.05, both as of February 10, 1934.
The liquidator’s appraisal of the collateral is $1,350, having allowed
no value for the principal security, i.e., A. C. & Y. Co stock. The
liquidity of this loan is entirely dependent on the financial condition
of this railroad and the approval of this loan with such a concentration
of collateral in one company should be highly condemned, whatever
the financial condition of the company, if onf‘l7y for the reason of the
difficulty to dispose of the collateral if necessary.

Warrer H. SEYMOUR,
Senior Examiner.

This report based upon preliminary report and complete investiga-
tion by Committee Examiner J. J. Sinnott.

The CHAIRMAN. I must be absent for a time and will ask Senator
Costigan to preside.

Senator CosTigan (presiding). You may go on, Mr. Pecora

Mzr. PEcora I show you what purports to be another repori made
by Mr. Seymour, entitled ‘“The Guardian Trust Co —Loans to
Officers of Other Banks > Is this another report prepared by Mr.
Seymour under your immediate direction and based upon investiga-
tions he made?

Mr. MEEnan, Yes, sir; it is.

Mr. PEcora. Mr. Chairman, I offer the report in evidence, together
with the exhibits referred to therem.

Senator Costican. The report, together with the exhibits and
other information offered by Mr. Pecora, will be received in evidence.

(The report entatled “The Guardian Trust Co — Loans to Officers of
Other Banks’’, together with the exhibits mentioned therein and now
at the Government Printing Office, were received 1n evidence and
marked ¢ Committee Exhibit No. 8, May 3, 1934, and are as follows )

CommiTTEE ExmisiTr No. 8—May 3, 1934

Loawns 1o OrricErs oF OTHER Banks

When the Guardian Trust Co closed in February of 1933 it had
outstanding approximately a half million dollars in loans to officers
and directors of other banks. Some of these loans were sufficiently
collateralled, while others were obviously made because of the
connections of the borrower. We shall review in detail the loans made
by the Guardian Trust Co to E. R. Fancher, Governor of the Federal
Reserve bank, George DeCamp, Federal Reserve agent; W. M. Bald-
win, president of Union Trust; and A W Dean, a director of Guardian
Trust and treasurer of Enos Coal Mining Co.

Loaxs To Georage DeCamp

The loans made by Guardian Trust Co. to George DeCamp,
formerly Federal Reserve agent of Cleveland, were both secured loans
and unsecured loans.

The advances made by the Guardian to DeCamp reached their
peak on June 15, 1931, when he owed the bank $40,000. We have no
estimate of the value of the collateral securing this $40,000 loan in
June 1931, but feel sure that it was away below the balance of the loan.

Dot On June 10, Mr. McIntosh, Jr , wrote to Mr DeCamp.
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(G-5¢-21)
At your convenience I wish you would stop in to see me in regard to your
loan, as I have a suggestion which I behieve will put the loan in better condition.

Therefore, the bank divided on June 15, 1931, the $40,000 debt of
DeCamp’s into two loans as follows:

(G-5C-23A)
Secured collateral loan, no. 71086 - _ ___ oL $16, 500
(G-5C-22)
Unsecured, no 283565 _ - oo cacam—amcaee 23, 500
40, 000
(G-5¢-22, 25)

Mr. DeCamp has made seven payments against the unsecured
loan, and the balance when the Trust Co closed amounted to $12,500.
Since then the liquidator has applied DeCamp’s bank balance as an

(G—5c-24)

offset bringing the balance due from the unsecured loan down to
$11,389 47 with interest from December 29, 1932, unpaid in the

(G-5¢-23a)

amount of $742 75. No payments have been made on the principal
of the other loan; however, mterest has been kept up to date

The credit files of the Guardian Trust Co show that DeCamp is
now president of the Licking County Bank, Newark, Ohio, at a salary
of $5,000 a year, which would not seem to indicate a liquidation of
this loan in the very near future

Loans To Wisur M Barpwin

The loans made by the Guardian Trust Co to W M Baldwin,
Fresident of the closed Union Trust Co are typical of the policy
oans made by bankers (G-Be-1D)

-5e-

Baldwin is indebted to the Guardian Trust Co for two loans: One
dated September 15, 1924, originally made for $17,000, on which
there is $15,000 still due, and the other dated December 7, 1927,

(G-5¢-12a, 12b)

originally made for $15,000, on which there is $476 25 still unpaid.
The collateral securing these loans, totaling $15,476 25, had a value
on March 5, 1934, of $4,350
(G-5¢-13)
Examination of the credit file discloses an interesting undated

memorandum which seems to take the ’]}?laoe of all credit information
prior to the time of the conservator his memorandum says:

He is known to be a man of means
and speaks of his rise

To his present high office
175541—34—pT 18——86
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A credit, file memorandum under date of February 26, 1934, indi-
cates a stor%of an entirely different nature. It shows total bank loans
due from Baldwin of $88,733 25 against which collateral worth
$51,000 is pledged. It further shows unpaid interest on the

(G—5¢-14a, 14b)

Guardian loans of $1,062 83; that his unpledged assets do not exceed
$3,000, that he has no other property, and that should he be pushed
by the banks

He would have no allernative other than bankruptey.

Such a condition in aloan account can only be due to the ‘“exchange
of courtesies” and to the failure of the bank to insist on adequate
collateral, basing their loan on their opinion of the ‘“means” and
“high office” of the borrower.

Loans 1o A. W. DxaN, Director, ANpD His INTERESTS

An analysis of the loans made by the Guardian Trust Co. to Arthur
W Dean, a director, covers loans made to Dean solely; loans made
jointly to Dean and E R Fancher, Governor of the Federal Reserve
bank, Cleveland, loans to George A. Enos, and loans made to the
Enos Coal Mining Co

The history of these loans begins some time prior to July 1929,
with a loan to George A. Enos, personally George A. Enos 1s presi-
dent of the Enos Coal Mining C%., and A. W Dean is vice president
and treasurer

On December 31, 1932, the Enos Coal Mining Co. and 1ts officers
owed the Guardian Trust Co. the following:

(G-5¢-10a)

Enos Coal Mining Co (direet) - _ -« oo iaaaas $35, 000
Enos Coal Mining Co (indirect) oo ool 3, 400
Enos Coal Mining Co (bonds)_ ... 651, 000
A W Dean (collateral) o oo 133, 300
A W Deanand E R Fancher.. L ___._.___ 44, 200
Fred 8 MceConnell . o 7, 500
Algiers, Winslow & Western RR (bonds).__.____________________ 200, 000
George A Enos (eollateral) _____ o _________. 226, 800

Total e m—eaa 1, 301, 200

LoaNs 1o GEORGE A. Enos
(G=5¢-1)

On July 26, 1929, the Guardian Trust Co. granted a loan of $14,000
to Enos personally, to be secured by 198 shares of Enos Coal Co.
stock. This loan was 1n addition to a loan in the amount of $18,000
and secured by 312 shares of the same stock which had been made
some time prior to July 1929 and which was then unpaid. Five
months later, on Decem{er 3, 1929, the Guardian Trust granted still
another loan to Enos in the amount of $30,000,
on the understanding that we will receive a balance for the Enos Coal Co. of at
least the amount of our loans.
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(G-5¢—2¢, G-5¢-2d, G-5¢-1

On December 19, 1930, the loans to George A Enos totaled $65,000
and the executive committee agreed to grant a loan of $225,000 to be
secured by 4,900 shares of Enos Coal Ml.m.ng Co. stock and a life
insurance policy of $335,000. It was aﬁree that $65,000 of this
loan was to be used to pay off the loans then unpaid.

(G-5¢-2a)

No payments have ever been made on this $225,000 loan. The
loan was credited with dividends on the stock collateral and charged
with the insurance premiums on the policy. The insurance premium
charges have exceeded the dividends In fact the only credits that
appear against this loan are two; one on January 27, 1931, in the
amount of $403 83, and a reimbursement for a premium of $614 on
May 10,1932 On Apnl 13, 1933, the balance of this loan due from
Enos was $230,369 32, and his bank balance to ofiset this loan totaled
$4 05.

We have checked the bank balance of G. A. Enos for the year 1932,
and find that his highest balance for 1932 was $6 59 on Fegruary 18,
1932, and that it has been $4 05 since then

Interest on this loan his been paid steadily up to date.

Loan o A.*W. DEAN
(G-5¢—3a to m)

On October 24, 1930, the Guardian Trust Co loaned to Arthur W,
Dean the sum of $150,000 secured by miscellaneous stock exchange
collateral. We have carefully checked the bank’s files and find no
memorands or letters showing the purpose of the loan, nor Dean’s
ﬁna.ncllla.l position. Evidently, the fact that he was a director was
enough.

& (G—5¢-3a-3d)

Dean made several payments on the loan and on June 10, 1933, the
balance due was $110,742.10. The liquidator, Mr. Hanrahan, has
aﬁplied Mr. Dean’s bank balance as an offset bringing the balance of
the loan down to $77,652.74, secured b}}]7 collateral having a value, as
of March 8, 1934 of $72,738. Interest has been paid regularly.

DEaN aND FancaEr Loan
(G-5¢—14, 5)

On November 10, 1930, the Guardian Trust Co. loaned $53,201
to A W. Dean and E R Fancher. A memorandum in the bank’s

credit file shows that—
(G-5¢-5)

This loan was made to finance Mr. Enos’ home.
(G-560-2)

At the time this loan was made to Dean and Fancher, Mr Enos
owed the Guardian Trust Co $65,000, and in the very next month
loaned him more money to bring his loan up to $225,000. Evidently
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this last loan was contemplated in November of 1930, and the officers
of the Guardian Trust Co. felt they should have endorsement other

than Enos’.
(G-5¢-4)

This $53,000 loan to Dean and Fancher jointly was secured by a
mortgage and bonds on property valued at $67,950, and by several
ingurance policies. The loan was dated November 10, 1930, and was
originally due February 5, 1931, but was not paid when due. On
February 9, 1931, a payment of $9,000 was made and the loan was
renewed in the amount of $44,201. Subsequently, there were eight
renewals in all for this loan. A memorandum in the files of the
bank regarding this failure of payments, states—

(G-5¢-5)
Because of Mr. Fancher’s connection with the Federal Reserve bank, we cannct
press for payments.
(G-5¢-5)

No further payments were made, although interest was paid regu-
larly, and just prior to the bank Loliday the loan was sold out to
Cleveland Trust Co. On February 10, 1933, which was 2 weeks before
the Guardian Trust Co. closed, the bank received a check of the
Cleveland Trust Co. in payment of this loan. It seems very likely to
us that the Governor of the Federal Reserve Bank of Cleveland would
obviously be in a position to have known the financial condition of the
Guardian Trust Co. early in 1933, and that he acted accordingly. It
will be remembered that Alfred Leyburn testified before the com-
mittee recently, that it was known the Guardian Trust was in a very
poor financial position and in speaking of Cleveland banks stated that
the Detroit banks ‘“just beat other banks to the draw ”’

(Testimony of Leyburn before committee Jan. 12, 1934)

There doesn’t seem to be any doubt whatsoever that Fancher,
knowing the impending crash of the Guardian, insisted on the transfer
of this loan to the Cleveland Trust Co.

ENOS COAL MINING CO.

The borrowings of the Enos Coal Mming Co. from the Guardian
Trust Co. began in December 1930. Previous to then the company
did not have an account with the bank

(G—5¢—-6)

The company opened 1ts account early in December 1930 and ou
December 9 of that year borrowed $10,000, unsecured, from the bank.
The loan was promptly paid, and then in February 1931 the Guardian
Trust granted another $10,000 loan to the company, which was paid

within the same month.
(G-5¢-6)

On May 11, 1931, the Guardian Trust Co. granted another loan
to the Enos Coal Mining Co. in the amount of $25,000, secured by the
accounts receivable of the company. A notation dated May 12, 1931,

in a memorandum in the credit files of the bank states:
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(G-5¢-T7a)

Discussed need of signed statements and of separate statements of parent
company and subsidiaries wath E, T. Shannon, who will call A, W. Dean.

(G~5c-8)

We found no statement of the comglany in the files of the bank as
of any date close o May 1931. We did find a certified report of the
company’s as of December 31, 1929, which showed that the company
had suffered a loss 1n 1929 of $103,535 77.

(G~5¢-9, 6)

The $25,000 loan to Enos Coal Mining Co. was renewed 21 times
and on March 14, 1932, the bank loaned the company an additional
$10,000, making the total loans due from the company $35,000.
Since the Guardian Trust Co. has been closed the Coal Mining Co.
has made several payments on its loan, bringing the balance down as of
February 20, 1934, to $17,000

However, we believe that the total advances to all of the above,
beginning 1n December 1930, should not have been made by the
Guardian Trust Co. The company had suffered a loss of more than
$100,000, 1n 1929, the best year for business we have ever had, and it
should have been obvious to the bank officials that the company was
unlikely to obtain profits and improve its position unless some radical
changes 1n expenditures and management pohcies were made. But
then 1t must be borne in mind that the advances were made because
of Acthur W. Dean, a Guardian Trust director, and E R. Fancher,
Governor of the Federal Reserve bank

Wavrter H. Seymovur, Senior Eraminer

Senalor Apams Mr. Meehan, i regard to committee exhibit no.
7, 1n relation to loans to officers and directors of the Guardian Trust
Cfol, it would seem that they were reasonably lhiberal in the making
of loans

Mr MEeeBAN. Yes; Senator Adams

Senator Apams. It would seem that they had such loans practically
to the extent of $6,000,000 on February 29, 1933.

+ Mr. MEEEAN. Yes, sir.

Senator ApaMs That 1s, those loans apparently were 6 percent of
the total loans and discounts of the bank.

! Mr. MeeraN Yes; they were very generous in the making of such

oans,

bai(la:nator Apams To what extent were those loans paid back to the
?

Mr. MegEaN I am afraid we will have to depend upon the exhibits
to give us that information. However, I think it is a very small
percentage.

Senator Apams. All right.

Mr. Prcora. I now show you what purports o be another report
prepared by Mr. Seymour, entitled ‘“The Guardian Trust Co.—
Loans to ‘Eaton Interests’”’. Do you recognize that as a report made
by Mr. Seymour based upon the investigation conducted under your
supervision?

Mr. Mzeerax. I do.
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Mr. Pecora. Mr. Chairman, I offer that report in evidence, to-
gether with the exhibits referred to theremn

Senalor CosticaN. The report, together with the exhibits and other
information offered by committee counsel, will be received in evidence.

(The report entitled ‘“The Guardian Trust Co —Loans to ‘Eaton
Inierests’”’, together with the exhibits referred to therein, were received
in evidence and marked ‘“Committee Exhibit No 9, May 3, 1934”,
and are as follows )

Commitree Exmisir No 9—May 3, 1934
Loans T0 **EAaTON INTERESTS

The loans made by the Guardian Trust Co to the so-called “Eaton
interests’ are represented by six loans in the aggregate amount, as
of April 8, 1933, the date of the conservator’s mmventory, of $5,343,-
05519 and are composed of the items indicated in the schedule

below:
(G-5~1)
Apr 8, 1933
Eaton iterests ot hatome
aton in Deposit eposl ances
Loans N a 1931 and 1932
proximate,
A Oleveland Chffs Co... - $2, 010, 338 61 $344, 000 | $300, C00-$700, 000
B Contmentel Shares_ ...« ocooo oo aee 1,145, 281 62 15, 000 11, 000- 300, 000
C QGeorge T Bishop, syndicate manager. . .....c.cceee.- 440, 796 59 None None
D Foreign Utilities, Ltd. - - 350, 000 00 None None
E Otis & Co 417, 853 37 3, 000 1,000~ 50,000
F R H Bishop, Jr, & Samuel Mather.....__._ ... _... 978,785 00 |... -
5, 843, 085 19

Loans to this group are collateraled by the same securities, ie,
securities involving the Mather operations and the Otis-Continental
operations

CreveLAND Cuirrs Iron Co, $2,010,338 61
(G-5e-1, 2, conservator’s inventory Apr 8, 1933, p 223)

Of this total, $2,000,000 represents a participation of the Guardian
Trust Co in a line of credit extended to the Cleveland Cliffs Iron Co
originating March 20, 1930, in the aggregate amount of $14,387,500
The sum of $10,338 61 is represented by three interest notes dated
January 23, 1933. The other participants in this loan are

Central United National Bank__ . . oo $1, 000, 000
Union Trust Co. o e e 3, 387, 500
First National Bank of Chieag0a- oo coco e 1, 000, 000
Bankers Trust Co of New York._ . __ ___ . 4, 000, 000
Continental Ilhnois Trust Co. oo o oo 3, 500, 000

This loan was made in order to enable the Cleveland Cliffs Iron to
purchase the McKinney Steel Holding Co The details of this trans-
action are covered fully 1n a report of the Union Trust Co
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(G-5¢-3)

The security for the above loan is 218 shares of Corrigan-McKinney
Steel Co , 10,100 shares McKinney Steel Holding Co , 100,048 shares
Otis Steel Co The banks carrying unsecured paper of the Cleveland
Cliffs Iron Co have agreed to extend for at least 7 months and the
company has agreed to deposit with the Union Trust Co as trustee,
certain securities for the benefit of the noteholders Offsets of the
bank balance have reduced this loan to $1,655,838 75

(G-5e-1, 2)
CoNTINENTAL SHARES, INC, $1,145,281 62
(Minutes, executive committee pp 256, 458)

This balance as of April 8, 1933, represents the amount remaining
1n the following participations by the Guardian in loans of which the
Union Trust Co was trustee Tsllle above total is composed of unpaid
balances in a $1,000,000 participation in a loan of $5,000,000 on
October 14, 1930, and a $600,000 participation in a loan of $4,000,000
dated January 23, 1931, together with a note for $44,500 executed in
favor of the Guardian Trust Co as a bonus The unpaid balances
on these loans in the amounts of $663,000 and $477,369 on April 8,
1933 composed the above total

These loans appeared to have been well secured at the time of origin,
according to records of the bank, and at that time the corporation
enjoyed an excellent credit standing

While these loans were open for the total balance as indicated as
of Apnl 8, 1933, they have since been hiquidated by public sale of the
collateral This sale by transferring to the Guardian Trust Co their
share of the collateral to the loan, at the market value of the date of
the sale, resulted 1n setting up on the books of the bank a security
value as of the market of that date This transaction involved a loss
on the loan of $59,886 99, which has been charged to losses The
prices at which these securities were transferred to the security account
are in some cases below and in some cases above the present market,
and m those 1nstances where the present msarket 1s higher than as of
the date of transfer, the securities have been disposed of at a profit

(Conservator’s mventory, Apr 8, 1933, p 435)
Foreien UriLities, Lrp , $350,000
(G-5e—4, G-5¢-3)

This loan on which interest is paid to December 15, 1931, is col-
lateraled by 6,600 shares Continental Shares, common, and 12,000
shares Commonwealth Securities, Inc., common, and appears in its
original amount. The collateral has an estimated value of $40,000
and even that appears to be doubtful for the stock it represents can-
not be sold in any quantities. This loan originated on February 12,
1931, and has not been reduced. It originally paid 5 percent interest
and was marked ‘“nonaccruing.” Unpaid interest is $36,925.08.
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GEorGE T. Bisaop, SYNDICATE MANAGER, $440,796 59
(G-5e-5, G-5¢e~6)

This represents the balance in the Guardian’s original participation
in a loan of $500,000 dated November 8, 1929, for a total amount
of $2,107,600 which by subsequent payments has been reduced to
$1,895,427.86. A reduction of $25,000 per year was agreed to between
the parties to the loan on April 10, 1931, but the payment of $43,252 35
made May 5, 1931, and responsible for the reduction above indicated,
was made with the understanding that the previously agreed to
monthly payments of $25,000 would be waived for 7 months. Since
that time, however, no other reductions have been made. Interest
has been paid to May 8, 1933, and now is accrued in the amount of
$40,351.93.

(G-5¢-6)

The collateral securing this total $2,000,000 loan is 24,845 shares of
Cleveland Cliffs Iron Co. preferred, and 12,000 shares of Cliffs Cor-
poration, common, with an estimated market value of $716,280 on
February 2, 1934, indicating that the loan is in such a condition that
little can be done concerning it at the present time but that a lo
wait for the return of anything like reasonable market value
undoubtedly be necessary for its liquidation. The balance unpaid
has not changed since June 19, 1931.

(Mrnutes executive commallee meelings, pp 296, 372, 471, 478, 474, 483, 45, con-
servator’s tnventory, April 8, 1933, p 484, minules executive commailee meeting,
p. 296)

Oris & Co, $417,853 37

This company has over a period of many years been a borrower at
the Guardian Tsll-ust, particularly for the period starting with October
14, 1930, and extending to July 1931 During this time the Guardian
participated in various loans ran%i.ug from $500,000 to $5,000,000
each, most of which have been amply collateraled and paid in whole or
in part at matunty, and rangmg up to & high pomnt of $1,593,294 78
n 1:&1311']111 1931, and a low point of the balance indicated in the foregoing
schedule

(Minutes execulive commutlee meeling, pp 483, ,)45, conservator’s inventory, April 8,
, D 484

The balance represents the Guardian’s participation of $584,250
on May 27, 1931, in a loan of $2,115,38573 This loan has been
reduced to $417,853 837 on April 8, 1933, and on February 21,1934,
was $392,217 84 The collateral held for this loan 1s valued by the
bank at $581,863.24 in the conservator’s report, plus assigned cus-
tomers’ accounts valued at $1,470,913 54 Payments on these
accounts are reducing the loan Accrued nterest 18 now $44,917 42,

(G-5¢=7, G-5e-8, conservator’s inventory, April 8, 1933, p 207)
R H Bismorp, Jr, AND SamueL MaTaER, $978,785

This loan is a joint loan of Samuel Mather, deceased, and his son-in-
law, R H. Bishop, Jr, originating May 29, 1931, on which date the
executive committee gave authornty to participate in the amount of
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$1,066,000 1n a total loan of $3,566,000, the loan to be for 1 year at

5% percent interest with the understanding that if this loan is made,

the then present loan due the Guardian from R H Bishop, Jr.,

tot:?l]jng $808,015 35 be paid at maturity 'This latter loan was so
al

P (G-5¢-8, G-5¢-9)

Minutes of the executive committee meeting of June 10, 1932,
indicate that the balance of $3,274,246 was still outstanding, of which
the Guardian’s share was $978,785. This principal amount has been
unchanged. Examination of the minutes of the meeting of December
2, 1932, indicate that due to the demise of Samuel Mather and the
contingent liability of his estate on other unsecured loans, it is im-
possible for the estate to lega.llg7 pay interest on this loan. The
mcome from the collateral pledged, however, is being paid to the trust
department in lieu of interest. The collateral held is estimated to
have a market value of approximately $1,000,000, consisting largely
of stocks in companies affiliated and connected with Continental
Shares, such as Youngstown Sheet & Tube, Interlake Steamship, ete.

VAN SWERINGEN INTERESTS

_ The loans and participations carried on the books of the Guardian
in connection with the Van Sweringen interests are indicated in the

schedule below:
Apr 8, 1933 Gene:]al avetr-
Van Sweringen mterests epOosT
Balance on | Balance on ag:;gg{l_%ezs’
loans deposit
O P and M J Van Sweringen.. $2,841,000 00 | 1$25,000 | $38, 000-345, 000
Metropohitan Utihties, Inc... -| 1,465,324 60 None None
4,306,324 60

1 Includes balance of the Van Swermngen Co and Vaness Co

Tr’lll‘he%a loans have been discussed fully in the report of the Union
st Co

It will be remembered, however, that the borrowings of the Van
Sweringens from the Guardian Trust Co began back in 1916 when
the Vans first purchased the Nickel Plate Railroad and entered the
railroad business

Wavrter H. SEYMOUR,
Senior Examiner

_ This report based upon.prelimina.% report and complete investiga-
tion by Committee Examiner J H Hamlton

Finau REPORT
Membershep on board and management commattees, 1927-33, the Guardian Trust Co.

Mr. Pecora. I now show you what purports to be a report made
by Mr. Seymour, entitled ‘“The Guardian Trust Co —Window
Dressing.” Do you recognize it as another report made by Mr.
Seymour of the result of the investigation made under your immediate
supervision?
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Mr Mzeran Ido

Mr. PEcora Mr. Chairman, I offer that report in ewidence, to-
gether with the exhibits referred to therein

Senator Costigan (presiding) The report, together with the
exhibits and other information offered by counsel to the committee,
will be received in evidence.

(The report entaitled ““The Guardian Trust Co —Window Dress-
ing”’, together with the exhibits referred to therein, were received in
evidence, and marked ‘Committee Exhibit No 10, May 3, 1934,
and are as follows )

CommitTEE ExmIBiT No. 10—May 3, 1934

“Winpow DrEssiNg”

In order to bolster the bank’s liquid position at statement periods,
the Guardian Trust Co. indulged Widelg)r in the practice of ‘‘window
dressing”’ through the medium of repurchase agreements, ‘“kiting of
checks,” etc.

(G-8-1, G-8-2, minutes of meeting executive committee, pp 98 to 100 and 102)

> On September 28, 1931, the Guardian Trust Co. sold to the Bankers
Trust Co. $5,006,163.52 of stocks and loans under a repurchase
agreement as per Exhibit G-8-1 and according to authority con-
tained in minutes of executive committee meeting September 28,
1931,

(G-8-1 and 2)

The above-mentioned minutes also indicate repurchase agreements
with the Chemical Bank & Trust Co. in the amount of $1,500,000
and $500,000.

(G-8-3)

These transactions total $7,000,000 and had the effect of bolster-
ing the bank’s liquid position by that amount without any mention
being made on the puglished statement of September 29, 1931 of the
bank’s contingent hability to repurchase these securities.

The reason for the entering into the transactions on September 28,
1931, 1 day before the published statement, is obvious and needs no
comment.

(G-8-4)

On October 31, 1931, a repurchase agreement was entered into with
the Chemical Bank & Trust Co. in the amount of $2,000,000.

(G-8-5)

On January 14, 1932, the following letter was addressed to Mr. F.
Coates, Jr., clearing house examiner, Federal Reserve Bank Bldg.,
Cleveland, Ohio, and Mr Ira J Fulton, superintendent of banks,
Columbus, Ohio.

(G-8-6)

We are enclosing herewith, statement of condition of this company as of the
close of business, December 31,1931.

In addition to the figures shown on the report we wish to advise you there
was, a8 of the date of the statement, a contingent lhabiity for the repurchase
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of United States bonds sold to the Federal Reserve Bank, mm the amount
of $5,734,000 and loans and securities sold to others in the amount of
$4,954,770 40
Very truly yours,
W. R. GREEN, Vice president.
The same information was set out in the regular call report to the
Federal Reserve bank dated December 31, 1931, as follows:

Ttem 24 Agreement to repurchase United States Govern-

ment bonds. .. oo oo $8, 781, 770 40
Item 30 Other habiities. ..o eccceeem 1, 907, 000 00
Total - eeeemeceeeee o 10, 688, 770 40

The published statement of condition for December 31, 1931, did
not include the information relative to the bank’s contingency. It

(G-8-7)

is our opinion that the stockholders are entitled to know to what
extent the statement has been ‘““dressed up” and the mere fact that
such information was not given indicates a desire to conceal the true
facts from the stockholders.

(G-8-8 and 9)

On October 27, 1931, W R Green, vice president of the Guardian
Trust Co , telegraphed to H H Helm, vice president of the Chemical
Bank & Trust Co, requesting that he make certain substitutions in
the repurchase agreement elm replied that the substitutions were
undesirable, but:

(G-8-8 and 9)

This could be changed temporarly to repurchase agreement to cover publhica-
tion of statement if you so desire

This is indicative that the banks cooperated with each other in
their window-dressing activities and the poor public had small chance
against such high-handed collusion

(G-8-10)

In order to bolster the statement of June 39, 1932, particularly the
deposits, the Guardian Tiust Co pledged $5,250,000 in United States
bonds which were being held by the Discount Corporation for a loan
of $5,000,000 from the Irving Trust Co The effect of this transaction
was to Increase the cash and due from banks from $9,000,000 to
$14,000,000 on June 30 and to increase deposits by a like amount.

(G-8-11, 12, 13, 14)

The attached exhibits show clearly the details concerning this
transaction
(G-8-12)

On June 29, a letter signed by R P S. (R. P. Sears), secretary to
the Irving Trust Co read in part as follows:

In addition to the foregoing, at a regular meeting of our executive committee
held yesterday, the 28th, our president, Mr House, reported you had agreed to
deposit with us for your credit $5,000,000, we to guarantee the repayment of the

same by a pledge with you of Umted States bonds and/or Treasury notes, all of
which the committee unanimously approved
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(G-8-12 and 13)

We belhieve the enclosed certified copv, together with the above, fully covers
the transaction of yesterday, wheremn you did deposit with us $5,000,000 as well
as all former transactions

The Irving Trust Co replied on June 30, 1932, in part as follows:

(G-8-14)

We assume that in referring to the transfer of Federal funds as a ‘‘deposit’’
by us with you, you did so mnadvertently, and that such reference was not 1n-
tended to be descriptive of the real nature of the transaction or to affect 1n any
way our nights as set forth in vour letter of June 28, 1932, signed hy Mr House

Your examiners were unable to locate a copy of the letter of June 28,
1932, signed by Mr. House, stating the “real nature’’ of the transac-
tion, but in our opinion the intent of the transaction is obvious.

(G-8-15, 16, and 17)

In an effort to bolster the September 30,1932, statement, the Guard-
ian Trust Co borrowed $5,000,000 from the Bank of Manhattan
Trust Co. on September 23, 1932. The loan was immediately hqui-
dated after the publication of the statement, the exact date being
October 4, 1932.

(G-8-23 to G—8-26, ino; G-8-18; G-8-19; G-8-20)

On December 28, 1932, the executive committee of the Guardian
Trust Co concocted a plan whach, in our opimion, was tantamount to
outnght deception, On this date the Guardian Trust Co had pledged
with the Discount Corporation of New York, about $7,000,000
United States bonds The Guardian Trust Co. 1ssued an official check
of $5,000,000 to the Irving Trust Co, and an official check of
$2,000,000 to the Chemical Bank & Trust Co for the purpose of
securmg the release of these pledged bonds This action was author-
1zed by the executive committee on December 28, 1932.

Letters were addressed to both banks on December 28, 1932, with
specific mstruction that the checks not be presented until after the
end of the year. Instructions contamed m the letter to the Irving
Trust Co read 1n part as follows

(G-8-22)

We request you to withhold presentment of the above-mentioned check until
January 4, 1933, and neither such delay nor any further delay incidental to the
clearance or presentment of such check for payment shall 1n any way prejudice
your right hereunder or as a holder thereof

For each day commencing December 30, 1932, and ending January 4, 1933,
during which said check remains unpaid, we agree to pay you interest at the rate
of 3 percent per annum on the said sum of $5,000,000 and you are hereby author-
ized to charge our account with the amount of such inteirest

The letter to the Chemical Bank & Trust Co. and apparently
signed by J. A. House, read in part, as follows

(G-8-21)

In accordance with your suggestion on Saturday, December 31, 1930, you will
please send this check through 1n the regular way and it will be paid upon pre-
sentation 1n our clearance on Tuesday, January 3, 1933.

The results of this transaction were as follows:
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1. The Guardian Trust Co. avoided the necessity of showing on
the published statement of condition for December 31, 1932, that
bonds shown as resources were pledged to the extent of $7,000,000.

2. The issuance of the checks was shown under ‘Checks out-
standing”’, but on January 4, 1933, when the checks were presented,
“Bills payable and rediscounts” increased $7,000,000 indicating
that the liabihty for bills payable was at December 31, 1932 under-
stated by $7,000,000.

We cannot condemn too strongly the very obvious collusion on the
part of banks to assist each other in the so-called practice of ““‘win-
dow-dressing”’ by means of which the investing public and deposi-
tors are kept in the dark as to the true condition of a financial insti-
tution to which they have entrusted their life savings.

The following exhibits indicate that the assistance of others was
solicited to aid the Guardian Trust Co. in its “window dressing.”
On December 28, 1932, H. C. Robinson, executive vice president of
the Guardian Trust Co., addressed the following telegram:

(G-8-27)

Ralph Morton, treasurer, Empire companies, Bartlesville, Okla Can you
zl;.{r%nge to deposit some extra funds with us from December 30 to January 2
obimson

to which Mr. Morton replied:

(G-8-28)

Mailing today deﬁomt one hundred thousand Sorry cannot do more but
cannot arrange 1t S Morton, Jr.

If Mr. Robinson had very many friends who willingly deposited
funds over the year end for the purpose of *dressing up”’ the Guardian
statement, it is evident that the statements as furnished to stock-
holders and depositors contained more fiction than truth.

Wavrter H. SeYMOUR, Senior Examiner.

This report based upon preliminary report and complete inves-
tigation by committee examiners M. J. La Padula and R. E. Long.

Mr. PEcora. I now show you what purports to be another report
made by Mr. Seymour, entitled “The Guardian Trust Co —Supple-
mental Window Dressing.”” Will you look at 1t and tell me if you
recognize 1t as being another report (Frepared by Mr. Seymour as a
result of the investigation conducted under your immediate super-
vision?

Mr. SEYmour Yes, sir; it is.

Mr. Pecora Mr. Chairman, I offer that report in evidence,
together with the exhibits referred to therein

Senator CosTigaN (presiding). The report, together with the
exhibits and other information offered by the counsel to the committee,
will be received in evidence

(The report entitled ‘“The Guardian Trust Co.—Supplemental
Window Dressing”’, together with the exhibits referred to therein,
were received in evidence and marked ‘“Committee Exhibit No. 11,
May 3, 1934”’, and are as follows:)
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Comumirree Exmisir No. 11—May 3, 1934
SUPPLEMENTAL MEMORANDUM—‘‘Winpow DREssING”

One of the strongest aids to the Guardian Trust Co. in its ‘‘window
dressing”’ operations was the firm of Henry L. Doherty & Co MTr.
H. C. Robinson, senior vice president of the Guardian Trust Co,
was not only not at all backward about asking for help from Doherty
& Co for “window dressing’ purposes but actually admitted that he
wanted help in a crooked and underhanded way. While Mr. Robin-
son did not always get assistance from Doherty for Guardian ““ window
dressing”’, he generally was successful. On October 23, 1929, Mr.
Robinson wrote to Mr E. H Johnston of H. L. Doherty & Co. stat-
ing that.

(G-8-32)

As you know, we have to keep a 10-percent reserve 1n the Federal bank against
money which we have on demand and a 3-percent reserve against money which
15 called time money
Mr. Robinson then stated that some of the bank’s largest customers
had been helping them out and

(G-8-32)

All T would ask you to do would be to write me a letter stating that the money
held on deposit here by Henry L Doherty & Co or the Cities Service Co would
not be drawn except upon a 30-day notice to us

(G-8-32)

That letter we would use only 1n the event the Federal Reserve Bank asked us
for evidence supporting our contention relative to time deposits I want you to
understand, however, that your money 1s subject to check whenever you requre,
the same as usual

Mr. Johnston refused this request of Mr Robinson’s by stating:

(G-8-33)

This matter has been presented to us by one of our other very good friends, but
we have so far not seen our way clear to handle the matter as you suggest
wish that you would see me the next fime you are in New York and we will discuss
this matter a hittle further

However, mindful of other help he had gotten from Doherty & Co.
before, Mr Robinson on September 19, 1932, wrote another letter to
Mr. Johnston in which he stated:

(G-8-34)

We are looking for a call from the superintendent of banks sometime between
September 26 and October 1 I have called upon you heretofore on these occa-

sions and you have responded loyally
I am hopeful that you can help us out the last 4 days of this month with a

substantial 1ncrease 1n your account
On September 22, 1932, a Mr. McCusker of the firm of H. L.
Doherty & Co. wrote to Mr Robinson stating that

(G-8-35)

¥ % * We have been pleé,sed to wncrease the balance 1n the Cities Service
Securities Co account the last week 1n September to about $500,000
and then, written in longhand on the bottom of the letter is the
notation
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(G-5-35)
Mr Purdon says $200,000 has come 1n

On September 23, 1932, Mr Robinson wrote to Mr McCusker
regarding the additional deposit of the Cities Service Co. and stated:

(G-5-36)

Thus 18 very gratifying to us and we wish to thank you and your associates for
your cooperation

WaLTeEr H SEYMOUR,
Senior Examiner.

Mr. Pecora. I now show you what purports to be another report
%I;epa.;ed by Mr. Seymour, entitled ‘‘Guardian Trust Co. re Trust

actices.” Do you recognize it as being another report made by
Mr. Seymour of the investigation which was made under your immedi-
ate supervision?

Mr. MeeHAN. Yes,sir; I do.

Mr. PEcora. Mr. é‘ha,irman, I offer that report in evidence, together
with the exhibits which are referred to therein.

Senator CosTieaN (presiding). The report, together with the exhib-
its and other information offered by counsel to the committee, will be
received in evidence.

(The paper entitled  The Guardian Trust Co., re Trust Practices”’,
together with the exhibits referred to therein, were received in evidence
;mﬁi ma,;'ked “Committee Exhibit No. 12, May 3, 1934,” and are as

ollows

CommiTTEE ExmIisiT No. 12—May 3, 1934

TRUST PRACTICES

Among the most flagrant malpractices existing in modern banking
today 1s the dereliction of its duties by trust departments of our finan-
cial mstitutions. The Guardian Trust Co in its capacity as trustee
has violated its fiduciary relationship in more than one instance,
by burdening trust estates over which it had discretionary invest-
ment powers, with securities in which the bank realized a profit by the
eX£ed1ent of passing securities through its bond department and
subsequently to its estates

In one case (K. L. Grennan realty trust) the bank relieved one of
its directors of a huge block of bonds at a profit of 5 points to the
director. These bonds were subsequently sold to the trusts In this
particular instance the bank 1itself held a large block which it could
have passed on to the trusts at cost without incurring the 5-point
profit to the director.

Some of the securities on which they made profits were:

b Tclllg. H. A Stahl Properties Co first mortgage, collateral trust 6% percent gold
on

The Ene Prospect Co first mortgage, L H 6 percent gold bonds

The E F Neighbors Realty Co 5% percent land trusts certificates of equitable
owners.

The Fal,)xrmount Development Co first mortgage and collateral trust 6% percent
gold bonds of February 1, 1926

The Farrmount Development Co first mortgage and collateral trust 6% percent
gold bonds of November 1, 1927

K L Grennan Realty Trust Co first mortgage and collateral trust 6¢ percent
gold bonds of July 1, 1927
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H. A. StanL ProrerTiES GoLb Bonps
(10-1-A)

On February 25, 1926, the bond department of the Guardian
Trust Co. bought $488,000 par value of these bonds at 92.

From February 27, 1926, to March 31, 1926, the bond department
sold to various trust clients $66,000 of these bonds at 99 and 100.
This step up of 7 to 8 points on these bonds resulted in a profit of
$4,680 to the bond department saddled upon the trust clients.

(10~-2-A)

Investments in these securities were approved by the trust com-
mittee as per meeting of December 1, 1926.
These bonds defaulted in the payment of interest and principal on

August 1, 1929.
(10-3-A, 10-3a—¢c)

Tae Erie-Prospect Co. Gorp BonNbps

The total issue of $400,000 of these bonds was bought March 26,
1926, at 96 and from Aprifl 21, 1926, to October 1, 1926, the bond de-
partment sold direct to trust clients $33,000 of these bonds, ranging
in price from 98 to par. This resulted in a profit of $1,152.50 to the
bond department; a profit of 2 to 4 points.

(10-4-A)

Investment in this security was approved by the trust committee
as per their meeting of December 15, 1926.
hese bonds defaulted in the payment of interest due November 1,

1932.
TaE FAlRMoUNT DEVELOPMENT

GOLD BONDS OF FEBRUARY 1, 1926
(10-5-A)

. The bond department on February 17, 1926, purchased the entire
issue of $140,000 of these bonds for $130,200. The purchase price

each being 93
(10-5A and B, 10-6-A)

Sales 1tem no 4-20 to 4-30 on exhibit no 10-5-A and B reflect
sales of $39,000 to various trust clients at prices ranging from 99 to
par, resulting in a profit to the bond department of $2,571 25, a
profit of 6 to 7 points was made mn these bonds.

GOLD BONDS OF NOVEMBER 1, 1927
(10-7A-D, 1tem 5-20 to 35)

The bond department on November 30, 1927, bought the entire

issue of $354,000 par value of these bonds for $336,300 The pur-
chase price each being 95 The bond department in December 1927
and January 1928 sold to various trusts chents $85,000 of these
bonds at prices ranging from 99% to approximately 101. A profit to
tﬁe bond department ranging from 4% to 6 points, borne by the trust
clients.
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Tee H. F. NeicaBors Rearry Co, 5% Prrcent Lanp Trust
CERTIFICATES

(10-8-A, 10-8-B-C, 1tem 3-20-21, 1tem 3-50-54)

April 14, 1925, the Guardian Trust Co bought $300,000 worth of
these bonds at an average price of $96 66 and then resorted to the
reprehensible practice of seﬁ)i.ng the bonds to their trust clients at a
profit of over 3 pomnts

(10-9-A-B)

The bulk of the sales of this issue to trust clients was through the
trust department, iving trust no 1043, which was created for the
purpose of centralizing the purchasing of bonds for trust clients

The sales to the trust clients from land trust 1043 was all at cost,.
No profit being made between the trust department and the trust
client The profit being made between the bond department and the
trust department eventually borne by the trust chient

The sales by land trust 1043 (trust department) to the trust clients
at cost apparently was the result of a premeditated plan which the
trus.ﬁt department hoped to escape criticism for selling bonds at a

rofit.
P (10-10-4)

This practice of selling at a profit is forbidden, we refer to the
Ohio Probate Practice & Procedure, paragraph 1, page 530 (Addmas
gzuHosford) under the caption of Duties of Trustee which states as
ollows:

And some other matters are equally well settled, that ke cannot do. He cannot
deal with the estate for his own profit, or for any purposes unconnected with the
trust  All his skill and labor must be directed to the advancement of the interests
of his beneficiaries He may take no benefit directly or indirectly from the estate
or his office, except the regular compensation allowed by law, and if he takes a
present or be paid a bonus or commission of any kind in a trust transaction by a
stranger, he must account to the trust for 1t

It is also interesting to note that trust clients had from $5,000,000
to $10,000,000 uninvested cash balances at various times and the
Guardian Trust Co had the authority to make investments in many
of these trusts It was a perfect ‘‘set up’’ for the Guardian Trust
Co, viz, a market for their securities and the authority to invest
same for the trust chents The Guardian Trust Co did not overlook
the opportunity to ‘““benefit directly from the estates’ as the following
will substantiate

(10-9-A)

Trus Sal Purch Ing dBonc};

t es chase| Increase | depart-

Trust chent no Issue Amount price price per M ment

profits
M 8 Hannf......... L984 | H E Neghbors..] $4,000 100 96 90 31 00 124 00
Harry Binder..._..__ C89 ... [ 1s S, 3, 000 100 96 66 33 40 100 20
R F Smith.__ - 1, 000 100 06 66 33 40 33 40
R P Burnett.._..._. 3, 000 100 96 66 33 40 100 20
A A Dunn._......._. 25, 000 100 96 66 33 40 835 20
Total 36,000 |.. 1,192 80

175541—34—pT 18—7
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(10-11-A)

. The following are excerpts from agreements, etc , giving the Guard-~
1an Trust Co the investment authomty:

(CT. 89)

Henry Binder, clause 6 reads in part:

All the residue of my estate, wherever situate, of which I die seized I gave,
devise, and bequeath to the Guardian Trust Co, of Cleveland, Ohio, and its
successors forever, 1n trust, nevertheless for the following uses and purposes,

to wit
1 Durnng the entire term of this trust, my said trustee and 1ts successors shall

have the full control and management of the trust estate, with authority to sell,
invest, and remnvest the same or any part thereof, at such times, 1n such manner,
and for such amounts as 1t deems advisable and for the best interest of my said
estate, the reinvestments to be subject to the same trusts as the ormginal estate

. (C.T 157)

Reuben F. Smith.

To hold, manage, and keep the same 1nvested during the continuance of the
trust hereby created with full power and authonty to sell any and ail property
of which I may die seized or possessed, whether real or personal, and to execute:
and deliver any and all mnstruments therefore which may be necessary 1n sellin
such property, to invest and remvest the proceeds arising from such sales an
in such wise as shall in the judgment of said trustee for the besgt interests of my

estate
(CT 191)
Rollin P. Burnett:

I desire that the above trustees mentioned, the Guardian Savings & Trust Co.
and Fielder Sanders proceed to manage, control, and disburse my estate and 1ts
income as 1n their yjudgment seems best, for the best interests of my wife; to sell,
convert, invest, and reinvest as seems best to them

(CT 589
Alice A Dunn

My said trustee shall have and retain fitle to and possession, management,
and control of the trust estate and every part thereof, with power to sell, invest,
and reinvest as they deem advisable

(L 984)

Mary Stuart Hanna:

During the entire term of the trust herein created second party shall have full
power and authority to management, control, sell, invest, and remvest the trust
estate as 1t shall deem advisable

It has been intimated to the writer that sinece the Ohio Senate
investigation disclosed this profit-taking practice there have been
many suits started against the Guardian Trust Co. From the writer’s
conversation with a junior trust officer of the Guardian Trust Co.
the latter was of the opinion that the duties of a trustee were con-
fined to the activities of the trust department. In this department
bonds were sold at cost, to the trust clients, regardless of what trans-
pired in the bond department. This apparently will be their defense
for their questionable practices.

(10-12-A)

These bonds were opposed by the trust committee as trust invest~

ments June 8, 1925. . .
The October 1, 1931, and subsequent installments are now In
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K. L. GreNNAN REavty TrusT FirsT MoRTGAGE BONDS
(10-13-A)

These bonds were purchased from the trust department on August
1, 1927, in the amount of $1,100,000 at 92% for the Jomt account of
illitson and Wilcott and the Guardian Trust bond department.

(10-13-A, 1tems 2 and 3)

On the same day (Aug. 1, 1927), the following sales were made at
92%: $550,000 to the Guardian sales account and $375,000 to Tillit-
son and Wilcott, totaling $925,000 1n sales, leaving a balance on hand.
of $175,000.

(10-14~A, 10-13-A, item 3, 10-15-A)

Again on August 1, 1927, Tillitson and Wilcott sold $136,500 of
these bonds to the trust department as per our verified list at 97%.
At that date the bond department had on hand $175,000 plus
$550,000 on hand in the Guardian sales account, totaling $725,000
on hand bought at 92%.

If the sales were made direct to trust clients by the Guardiar
Trust Co. at cost (92%) out of the balance on hand of $725,000
instead of this Tillitson and Wileott Co. at (97%) the savings to
trust clients would have been $6,800.

It is interesting to note that Tillotson was a director of the Guard-
ian Trust Co. and this apparently was the reason for him being let
in on this profitable raid on the trust clients.

(10-16-A)

All told Tillitson and Willcott sold $249,500 of these bonds to the
trust clients at 97%.

(10-17-A)

These bonds were approved for trust investments at the trust
committee August 10, 1927.

(10-18-A)

The bonds due July 1, 1932, January 1, 1933, and July 1, 1933, in
default as to principal and interest.

Apparently the Guardian Trust Co. was criticized for its trust-
departments methods because at the board of directors’ meetings of
January 10, 1933, the following was adopted:

(10-21-D)

Care must be exercised in the purchase and sale of securities so that criticiem
or comment cannot be substantiated that the bank 18 profiting thereby either
directly or indirectly This means that no securities shall be purchased from
any other department of the bank or from any other trust

(10-22-A)

It is interesting to note the slogan of the Guardian Trust Ce. oz
page 12 of exhibit no. 10-22-A is as follows.

There 18 a spirit of helpfulness 1n the Guardian bank.
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The Guardian Trust Co. was sincere in the carrying out of this
““Spirit of Helpfulness” because from the above transactions we find
the Guardian Trust Co. ‘“Helping itself to a profit in the sale of
securities to 1ts trust clients.”

Wavter H. SEYMOUR, Senior Examiner.

This report based upon preliminary report and complete investiga-
tion by Clt)>mmittee E)?a,milln)er R. Farl\y/quI') P e

Mr Pecora I now show you what purports to be another report
made by Mr. Seymour, entitled ‘““The Guardian Trust Co —Com-
minghng of Funds.” Do you recognize that as being another report
made by Mr Seymour based upon his investigation conducted under
your immediate supervision?

Mr. MEgEAN Yes, sir.

Mr. Pecora Mr Chairman, I offer that report in evidence,
together with the exhibits referred to therein.

Senator CosTicaN (presiding) The report, together with the
exhibits and other information offered by counsel to the committee,
will be received in evidence.

(The paper entitled “The Guardian Trust Co.—Commingling of
Funds,” together with the exhibits referred to therein and now at
the Government Printing Office, was received in evidenee and marked
“Committee Exhibit No 13, May 3, 1934, and is as follows:)

Commitree Exmisir No. 13—May 3, 1934

CommingLING oF Funps, GuarDIAN TRUST Co., CLEVELAND, OHIO

This report pertains to the commingling of funds represented l:{g
the invested cash balances in the trust accounts with the general fun
of the Guardian Trust Co., and the treatment of the clients, elaims in
connection with these funds as general creditors upon liquidation of
the Guardian Trust Co.

(18-1-A, 18-2-B)

The statement of uninvested cash on deposit with the Guardian
Trust Co as of February 20, 1933, reflects a total of $5,146,004 57 of
trust clients, which can be traced into the general funds of the Guar-
dian Trust Co. By referring to the statement of conditions at the
close of business February 20, 1933, we find this item appearing as a
deposit liability to the Guardian Trust Co. under the caption of trust

department funds.
(18-3-A)

When the Guardian Trust Co. closed on February 25, 1933, the
banking department had on deposit $5,016,536 91, representing un-
invested cash of trust clients When the first hquidating dividend of
20 percent was declared these chents received their pro-rata share of
this disbursement as general creditors 1a the same manner as savings
and commercial depositors. _

This njustice to the trust clients has been rectified 1n the State of
Ohio by the passing of the State of Ohio House Bill 696, on June 8,
1933, and approved June 14, 1933. The bl is as follows:
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(18—4-A)
Stare or Omnro, House BiLL 696
Passed June 8, 1933, approved June 14, 1933, George White, Governor.

AN ACT

SEc 710-165 No properties or securities received or held by any trust com-
pany 1n trust shall be mingled with the investments of the capital stock or other
Riropertles belonging to such trust company or be hable for 1ts debts or obligations.

oney held 1n the trust department by any trust company, or by any bank having
a trust department or doing a trust business, pending distribution or investment
may be treated as a deposit 1n the trust department or may be deposited in any
other department of the bank, subject 1n other respects to the provisions of law
relating to deposit of trust funds by trustees and others, but 1n case of the nsol-
vency, closing, or suspension of any such trust company or bank, claims for such
moneys hereafter so deposited 1n any other department of such trust company
or bank shall be preferred and the property and assets of such closed trust com-
pany or bank shall be impressed with a trust for the payment thereof.

WarLter H. SEYMOUR,

Sentor Examiner.

This report based upon preliminary report and complete investi-
gation by Committee Examiner R F. Muir.

Senator ApaMs As I understand, Mr. Meehan, some of the officials
of the Guardian Trust Co. of Cleveland, Ohio, are now under indict-
ment, are they not?

Mr. MEEHEAN. Yes, sir.

Senator Apams If that is so, the affairs of that company have been
gone into by a grand jury in Cleveland, in order to have an indict-
ment returned.

Mr. MeEHAN. Yes, Senator Adams; both in the case of State and
Federal grand juries,

Mr. Pecora. I now show you what purports to be another report
Erepa.red by Mr. Seymour, entitled ‘“The Guardian Trust Co —

xaminations *’ The examinations referred to, as I understand, being
examinations made by the State banking department of Ohio Do
you recognize it as being another report made by Mr. Seymour based
upon his investigations made under your immediate supervision?

Mr. MEeBAN. Yes, sir; I do.

Mr Pecora. Mr Chairman, I offer that report in evidence, to-
gether with the exhibits referred to therein

Senator Costiean (presiding). The report and exhibits offered by
counsel to the committee will be received in evidence

(The report entitled ‘“The Guardian Trust Co —Examinations”,
together with the exhibits referred to therein and now at the Govern-
ment Printing Office, was received in evidence and marked ‘“Com-
mittee Exhibit No 14, May 3, 1934”, and is as follows:)

CommritTee ExmiBiT No. 14—May 14, 1934

ExXAMINATIONS

The responsibility for the ultimate closing of the Guardian Trust
Co. in February 1933 must be shared by the Government bank
examining agencies as well as by the directors and officers of the bank.
As pointed out in the report regarding the exammations of the Union
Trust Co , we feel that the responsibility of the Oho State banking
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department and of the Federal Reserve bank is wholly different from
that of the bank offictals We do not think that because the Govern-
ment agencles were derelict in their duties the bank officials are in
any way relieved from their own responsibilities As we pointed out
in the other report, we feel that bankers have more knowledge about
what is and what is not good banking than bank examiners, and,
therefore, are not rehieved from their acts sumply because the bank
examiner failed to make corrective demands

However, in this report we intend to show just how the examina-
tions of the Guardian Trust Co were conducted and the failure of the
State banking department to live up to 1ts duties

One of the chief reasons for the widespread confidence in the
Guardian Trust Co. prior to the closing of that institution in Feb-
ruary 1933 was undoubtedly the belief by depositors that their
savings, often those of a hfetime, were adequately protected through
the medium of frequent examinations as to the condition of the bank,
by national, State, and local examining bodies

It was the general belhef that these examinations were by three
separate agencies, as follows

1 Federal Reserve examination

2 Ohio State banking department examination

3 Cleveland clearing house examination

While speaific data as to the frequency and scope of these exami-
nations was unknown to many, it was their belief that our National
and State laws, adequately provided for searching examinations of
banks. With this thought in mind they entrusted their funds to
the Guardian Trust Co secure in the belief that they were assured
of protection by means of examinations of such a nature as to elimi-
nate any unsound banking practice, which might result in a loss to
depositors.

FEDERAL RESERVE EXAMINATIONS

The National Government recognizing its responsibilities in this
respect has embodied 1n section 9281 of the Federal Code the following
in regard to banks coming under Federal supervision, as a result of
being member banks of the Federal Reserve Bank System:

(Sec 9281 Federal Reserve Act)

The Comptroller of the Currency with the approval of the Secretary of the
Treasury shall appoint examiners who shall examine every member bank at
least twice 1n each calendar year and oftener if considered necessary: Prouvtded,
however, That the Federal Reserve Board may authorize examination by the
State authorities to be aceepted 1n the case of State banks and trust companies
and mav at any time direct the holding of a special examination of State banks or
trust companies, that are stockholders in any Federal Reserve bank.

(G-6-13)

The above section, while eliminating the necessity of a Federal

Reserve examination in years during which an examination has been
conducted by the State banking authorities, does not excuse the
Federal Reserve examiner from making examinations as specified in
other years The Federal Reserve examiners with too much confi-
dence 1n the ability of the Ohio State banking department examiners,
falled to conduct examinations of the Guardian Trust Co. during the
following years 1923, 1925, 1927, 1930, and 1931.
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Legally they were not excused from examining during these years
‘as the State superintendent of banks for Ohio also failed to conduct an
examination and the law is clear on this point We feel that the Fed-
eral Reserve examiner is subject to grave criticism for the failure to
follow the law in this respect, as the thorough examination made by
Federal Reserve examiners would have revealed the J)recarious posi-
tion of the Guardian Trust Co early in 1930 and undoubtedly many
of the evils existing could have been corrected. As to the efficacy of
Federal Reserve examinations, no criticism is made as we have found
them to be thorough, critical, and correctave.

StaTE BanNkiNg DEPARTMENT EXAMINATIONS
(G-6-1, Ohio State Bank Act)

In an effort to protect stockholders and depositors in banks located
in the State of Ohio, the legislature of the State has enacted laws
pertaining to banks and banking.

Particular attention is called to sections 710-1 to 710-36 which
specify the duties of the State superintendent of banks and which
provide in part, as follows:

(G—6-1, p. 14)

At least once a year and as often as the superintendent of banks may deem
necessary, the superintendent of banks or an examiner appointed for that pur-
pose shall thoroughly examne the cash, collaterals, securities, books of account,
and affairs of each bank, He shall also ascertain if such bank 18 conducting 1ts
busmness in the manner prescribed by law

(G~6-13)

There have been only six such examinations conducted in the period
from 1922 to the time of the bank’s closing, as follows:

1922, December 8, Federal Reserve examiners assisting.

1924, October 11, Federal Reserve examiners assisting.

1926, February 26, Federal Reserve examiners assisting

1928, January 27, Federal Reserve examners assisting

1929, November 15, State department examiners only.

1932, February 29, Federal Reserve examiners assisting,

For the failure to comply with the law regarding bank examinations
and for the infrequency of such examinations at the Guardian Trust
Co., the State superintendent of banks cannot be condemned too
strongly Had examinations been conducted as specified by law they
could ‘not have failed to reveal the constantly weakening condition of
the bank for several years prior to its closing, and it is quite possible
that corrective measures instituted i 1930 or 1931 might have saved
considerable loss to stockholders and to depositors.

As it may be argued that scarcity of man-power was the reason
for the failure to make examinations in accordance with the law,
we quote from the banking code, section 710-7:

(G-6-1,p 9)

The superintendent of banks may employ from time to time necessary depu-
ties, clerks, and examners to assist in the discharge of the duties imposed
upon him by law.

Not only is the State superintendent of banks subject to criticism
for the infrequency of examinations, but also indirectly for their

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



8072 STOCK EXCHANGE PRACTICES

nature, as his examiner failed to bring out and emphssize certain
unsatisfactory conditions existing, and suggest steps to correct them,
These conditions could be readily noted from an analysis of the
examiner’s reports and it was surely the intent of the Ohio lawmakers
that examinations should be more than a superficial scrutiny of the
bank’s records

As examples of conditions existing in the Guardian Trust Co.
which were subject to criticism and correction, we cite:

(G-6-2, p. 6)

1. Loans to officers and directors and companies in which officers
and directors were interested totaled $10,058,742 51 as of November
15, 1929, of which there was unsecured $2,667,487 01

This condition, which 1s surely against conservative banking princi-
ples, was not commented upon m any way by the examiner.

2. Loans to O P. and M J. Van Sweringen and Van Sweringen
interests, secured by collateral in other Van Sweringen interests
totaled approximately $3,000,000 as of that date. This practice of
loaning such a large amount on such speculative collateral was surely
subject to criticism.

{G-6-2, p 147)

3. Nonaccruing past-due collateral loans, or loans on which the
bank had stopped accruing interest because of the unlikelihood of the
loan being paid, amounted to $752,838.47 the largest item of which
was Interstate Foundries Co. $307,457.58 and concerning which the

examiner stated in part:
(G-6-2, p. 221)

Sale of the property would iquidate this loan although at'the present time
this property would bring practically nothing at a forced sale. Therefore, this
loan should be classed as doubtful

(G—6-2, p 165, G-6-3, 4, 5)

4. Unsecured past-due loans as of November 15, 1929, totaled
$2,357,460.17 -and to illustrate the condition of some of these loans
we attach photostatic copies of the examiner’s comments,

We also call attention to the examiner’s recapitulation of possible
losses which shows loans and discounts.

(G-6-2, p. 316)

Classified as “ Doubtful, loss probable but not estimated ”’, amount-
ing to $1,037,212.89, and classified as “Loss” $570,625.29, and also
'shows a probable loss on securities due to depreciation in value,
$566,717.78, makin%la total possible loss of $2,174,655.96.

In connection with the above we quote from the examiner’s report
of November 15, 1929:

(G-6-2, p. 318, par. 1)
Unsecured past-due loans total approximately $2,357,000. Excessive both as
{0 number and amount.
(G—6-2, p 318, par. 2)
All large lines and past-due loans were carefully analyzed and reviewed with
Digitized for Fonecer-more officers. Amount set up as being doubtful appears to be unusually
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large, while this amount does not represent a total loss a certain portion of it
can be classed as extremely doubtful at this time.

(G—6-2, p. 318, par. 8)

Delinquent mortgage loans totaled $4,704,000, interest being delinquent for 6
months or more; of this amount $2,370,000 was delinquent on allotment loans.

(G-6~2, p. 318, par 13)

Investments show a market depreciation of approximately $566,000. A large
percentage of this 18 due to the recent crash 1n both the stock and bond market.

(G-6-2, p. 318, par. 15)

Unable to appraise a good many stock 1ssues All stocks of a questionable
nature were reviewed with the officers of this bank

(G-6-2, p 318, par. 16)

Certain defaulted leasehold mortgage bonds can be classed as being a slow
workout, additional losses will unquestionably be suffered on some of these issues.

(G—-6-2, p. 318, par. 17)
Other bonds can be classed as being high grade with a good marketabulity.

No recommendation is contained anywhere in these comments
that a reserve be provided for probable losses on loans and securities,
even though the examner indicated a probable loss of over $2,000,000
on these items. In addition to the probable losses outlined above,
there was evidence that the bank was overloaded with real-estate
bonds, industrial bonds, and stocks, as follows:

(G-6-2, p 114)
Real-estate bonds. - eaaaaa $2, 053, 163 20
Industmal. o . e —————— 1, 630, 737. 07

8toeks ..o~ oo 4, 687, 886 74

8, 371, 787 10

The examiner did not complete his 1929 examination until June
1930 which certainly gave him ample time to value the securities and
should have indicated to him that the October 1929 market crash was
not just a temporary decline of security prices. There was sufficient
evidence of a marked decline to justify the creationh of a substantial
reserve to cover possible losses, espectally on securities such as we
have detailed. Had the State examiner insisted on the providing
of such 'reserve from earnings, dividends of $2,820,000 which were
declared in 1929, 1930, and 1931 might have been eliminated and
some provision made for the further decline in value of $3,365,131.56
which was shown by the next State examination as of February 29,
1932, for thesé 3 types of securities as follows

(G—6-6)
Book value | Market value | Depreciation
Real-estate bonds.. $1, 800, 636 49 $948, 512 77 $855,123 72
Industinal bonds. 8,715,166 03 | 2,987,512 05 727,653 98
Stocks. 2, 536, 321 25 753,967 39 | 1,782 363 86
8,062,123 77 | 4,686,902 21 | 3,365,131 56
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With the failure of the State banking department to correct con-
ditions such as previously outlined, the management of the Guardian
Trust Co. persisted in unsound banking practices throughout 1929,
1930, 1931, and 1932, until finally in Fe%rua,ry 1932, State Examiner
T. O. McEldowny, who had made the previous examination could no
longer ignore the facts that should have been apparent 2} years
earlier, made a desperate effort to save his ‘“‘face” by conducting a

real examination. this February 1932 examination and his com-
ments he completely reversed the comment in his November 1929
report—

(G-6-2, p 319, par 29)
Management not subject to enticism.

and stated—
(G-6-7, p 4, par 23)

The efficiency of the management can be honestly challenged The manage-

ment of this bank, both junior and semor officers, have made serious mistakes
in the past.
Surely the character of the bank’s officers did not change completely
in the short space of 2 years and neither can it be believed that any
efficiency in bank management acquired prior to November 1929 was
lost in so short a time. It seems much more logical to assume that
the speculative tendencies and vicious practices commented upon so
strongly by Mr. McEldowney in 1932 had been existent for some time
and had simply been overlooked by him previously or had not been
commented upon.

Let us compare the State examiner’s comments of February 29,
(11?32, with his comments of November 15, 1929, and existing con-

itions.

In paragraph 8 of the 1932 report we find:

(G-6-7, p 1, par 8; G—6-7, p. 1, par. 8)

A number of collateral loans represent speculation and apparently were made
on that basis By that I mean the hank loaned entirely too much to the borrower
and did not sell i out when they should have. They now have a greatly under-
collateraled loan which the maker eannot pay.

Contrast the above with the comment in the 1929 report:

(G-6-2, p. 318, pars 4 and 5)

Each collateral loan was checked as to margin, ete , with an officer of the bank
and his opimon obtained as to the collectibiity Some commendation 1s due the
officers of this bank for the small amount of loans, which are undercollateraled;
thlsdlvzlould indieate that nothing 18 overlooked in keeping their loans in hqmci
condition.

It seems that had sufficient attention been paid to the collateral

securing loans in 1929, the possible inadequacy of some of it would

have been noted and a recommendation made to sell out the borrower.
The State examiner also states-

(G-6-7, p 1, par. 8)

As you will note, officers and directors have borrowed $5,335,131 44 1n their-
own name This amount represents 33 3 percent of the present capital and
surplus I 1s needless to say their total borrowings are entirely too lgh and
not along the lines of conservative banking, Irrespective of security, certain.
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officers are owing entirely too much to the bank This item 1s, of course, subject
to severe criticism and 18 a reflection against the present management.

(G6-2,p 6)

We find no criticism in the State examiner’s report of November
15, 1929, despite the fact that officers, directors, and interested com-
panies owed $10,426,882 46, of which $2,667,487 01 was unsecured as
of that date as compared with a total of $14,085,432 72 as of Febru-
a.lf'g 29, 1932. Surely, if it was poor ba,nkin% to loan directors and
officers $14,000,000, 1t was poor banking to loan them $10,000,000.
Had the examiner been as alert and free to criticize in 1929 as in
1932, the bank might have been saved some trouble

In paragraph 12 of the 1932 report, the State examiner comments:

(G—6-7,p 2, par 12)

A great many of the real-estate loans have been gold to 1nsurance companies;
one company 1n particular, the Metropolitan Life Insurance Co has purchased
the first 50 percent interest in various real-estate loans, the last 50 percent, or
weaker portion, being owned by the Guardian,

(G-6-2, p 318, par 9

This same practice was prevalent in 1929,asevidenced by the comment:
Bank has sold some of their loans to the Metropolitan Life Insurance Co.

and was subject to criticism then as well as in 1932.
The State exammer in his 1932 report accuses the Guardian of
speculating in the following manner.

(G-6-7, p 2, par. 13)

It 18 both evident and apparent that the bank was speculating, otherwise they
would not own large blocks of stock 1n such corporations as the Allegheny Cor-
goration, Cities Service Co, Domestic Industries, Goodrich Tire & Rubber Co.,

tandard Textile Products Co , and Van Swenngen Corporation They also have
invested $250,000 in a company known as the  Guardian Securities Co,” which
hkewise has the appearance of a speculative concern

The investment picture in this bank 18 a very sorrowful one and represents s
study 1n 1tself. It 18 apparent heavy losses will be suffered in the future

(G-6-2, p. 105)

It is_therefore somewhat strange to find listed on the examiner’s
1929 schedule of stocks the following:

Allegheny Corporation.. ... $116, 877 40
Cities Service Co. oo oo e e 250, 351 50
Contimental Shares, Ine.. - _._.___.___ 108, 756 00
Guardian Securities Co. o oo eeee e 250, 000 00
Standard Textile Produets Co_ _ - ovnmcococ oo 99, 460 00

825, 444 90

If the bank is subject to criticism for having these stocks in their
possession in 1932, what excuse can there be for not criticizing them
1 1929 and insisting on providing a reserve for loss?
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(G-6-2, p 318, par 19, G-6-7, p 3, par 18)

Paragraph 14 of the 1929 report comrcents and paragrapk 19 of
the 1932 comments refer to the eamings of the bank. In view of the
distorted reported earnings of the bank, as brought in a separate
report on the ‘‘Financial history”, we question the ability of the
State examiner to comment on earnings in gny manner, as an intelh-
gent examination could not have failed to reveal the subterfuges

eing indulged m by the bank management to mislead depositors
and stockholders.

We believe that in the foregoing we have established the utter failure
of the State bank examiner to protect the public from loss by reasoun
of incompetent or dishonest banking In view of the character of
the February 29, 1932, report there seems little doubt of the ability
of the exammer to unearth the true condition of a bank and we cannot
understand his failure to show the same efficiency and zeal in prior
examinations

We have made no comment on the faalure of the State examiner to
criticize the Guardian Trust Co for 1ts many subsidiary compantes,
obviously formed for the purpose of concealing losses, but we feel
that had some attention been given this phase of the bank’s activities,
deals like that of the Hollenden Hotel Co would not have occurred.
We also wish to criticize an examination that does not provide for the
submussion of consohidated financial statements for & bank having
26 subsidiaries

As stated previously, we cannot help but feel that the break-down
of the Guardian Trust Co. can in a large measure be traced to State
bank examimers and the State superintendent of banks of Ohio.
Had examinations been made as specified by law and conducted 1n a
more thorough manner, many of the evils which resulted in the bank’s
closing would have been eliminated before serious damage was done.
However, unwarned and uncnticized, the bank management con-
tinued to conduct the affairs of the bank in such & manner that by
February 28, 1933, its condition was such that there was no alternati ve
save liquidation.

Bank ExaMiNiNg CoMMITTEE EXAMINATION

In addition to the examinations of the State banking department
dealt with above, an additional safeguard for depositors and stock-
holders was prowvided for in section 710-69 of the State banking code
which stipulates in part

(G-6-1, p 29)

“ A committee of at least three directors or stockholders shall be appointed by
the board of directors to examine or to superintend the examination of, once each
12 months, the assets and hiabilities of the bank and to report to the board of
directors the result of such examination

For the purposs of presenting such reports to the State superintend-
ent of banks, certamn printed forms are furnished to banks, one of
which entitled ““Report of examining committee”’, states in part.

(G-6-9, p 18, par. 2)

In making the examination, the committee should acquaint itself with the
general character of the assets of the bank and with the character of its manage-
ment The assets should be closely examined, all bad or doubtful 1tems should be
ascertained and histed 1n detail as provided for on the accompanying blanks.
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(G-6-9, p 18, par 3)

The committee should especially examine all loans and the collateral thereto,
ascertaining thereby what loans are msufficiently secured and what collateral
18 of doubtful or unknown value

(G-6-9, p 18, par. 4)

The primary object of this examination 1s to inform the board of directors and
the banking department of the true condition of the bank, so as to prevent the
continuance of any policy in the conduct of the affairs of the mstitution which in
the opinion of the committee and the board of directors might lead to loss, and to
encourage such policies of administration as will result in profitable and conserva~
tive banking,

(G-6-9, p 18, par. 7)

The examination should be made without previous notice to or knowledge by
the employees of the bank

The method employed by the Guardian Trust Co to conduct this
examination was to name a number of directors and stockholders as
examiners, each of whom would be assigned a certain part of the
assets to verify, after which the total reported by each examiner was
proved with the general ledger controls by one examiner.

(G—6-9, p. 22)

On the face of it, this seems to be an excellent manner of checking
the bank’s condition, but embodied in the report to the superintendent
of banks under the heading ‘‘Remarks” on the January 1932 report,
we find the following

the value of all loans and investments being accepted by said examiners at the
figure at which same were carried on the books of the company

(G-6-9, p 18, par 3)

This alone should be sufficient to indicate the character of the ex-
amination and its complete impotence. Surely this is not in accord
with the spint of the instructions shown above, which stipulated that
the

assets should be closely examined, all bad or doubtful 1tems ascertained and listed
1n detail; all loans examined to determine if sufficiently secured and the nature

of the collateral
(G-6-9, 18, par 5)

Clearly, the examination was but a perfunctory gesture made to com-
ply only with the letter of the law and never made with the intent of
informing the board of directors and the banking department of the true condition
of the bank

The lack of information and comment in the report brings a mental
picture of a number of directors scurrying from place to place like
schoolboys on a lark, checking previously prepared items agamnst a
previously prepared list, with no knowle&yge of its purpose and then
complacently resting from their labors in the belief that they had done
their duty to stockholders and depositors

(G—6-9, p. 1 reverse, G-6-10)

The complete mmadequacy of the report is shown by the attached
exhibit where 1n the spaces captioned ‘‘List of all loans insufficiently
secured or secured by collateral of doubtful value or not readily
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marketable”, we find inserted the notation ‘‘No exceptions made by
committee”’, this despite the fact that as of December 31, 1931, there
were over $5,000,000 1n nonaccrual loans on the books of the Guardian
Trust Co, nonaccrual loans bemng loans on which the bank had
stopped accruing interest because of the borrower’s failure to pay.
Surely these loans were doubtful

(G-6-11)

Only one thing more need be said in regard to the examining com-
mittee report and we may then dismiss it as being entirely worthless
and of no protection to stockholders and depositors We wish to call
attention to the attached list of loans to directors totaling $7,426,-
591 07 as of February 29, 1932, and of large amounts for prior years.
Can the faillure to comment on these loans and to recommend their
discontiuance be 1n keeping—
to prevent the continuance of any polhcy in the conduct of the affairs of the
institution which 1n the opmion of the committee and the board of directors

might lead to loss and to encourage such policies of administration as will result
in profitable and conservative banking?

CLeEARING House ExaMiNaTioNs
(G-6-12)

Inasmuch as the last examination of the Guardian Trust Co. by the
Cleveland Clearing House was made in 1923 there seems no need to
comment on this supposedly fprotective agency, other than te attach a
transcript of the testimony of Clearing House Examiner Coates before
the Ohio Senate committee, which clearly shows the value of the
examination.

There 18 one further point in regard to the examinations conducted
by the State examiner upon which we wish to comment.

(Ohio Bank Act)

Section 710-138 of the Ohio General Code provides:

At least 4 percent of such deposits as are payable on demand, and at least 2
percent of such deposits as are time deposits must be kept in vaults of the bank in
Jawful money, national notes, Federal Reserve notes or bills, notes and gold and
silver certificates 1ssued by the United States

This provision of the law which was intended to provide a certain
amount of liquidity in banks was being violated E the Guardian
Trust Co on November 15, 1929, as shown by State Examiner McEl-
downey’s report of condition, at which time the demand deposits were
$64,466,046 98 and time deposits $72,821,451.12 for which the cash

reserve should have been.

Demand deposits, $64,466,046.98 at 4 percent__ ... ___.___ $2, 578, 641. 87
Time deposits, $72,821,451 12 at 2 pereent. . oo cmoenoono. 1, 456, 429. 02
Cash reserve required. - oo oo oo 4, 035, 070 89
On which date the bank had on hand:

Gold com and gold certificates_ . ... $11, 427 94

SIlver €O _ e e e 102, 448 79

Nickels and pennes. - - - - - ccevcmsmmmmmceeeenea ; 233, ggg 8(2)
Paper CUITeNnCY - v -cemmmmommoomeocmanoooae ) 229, L. 971, 482 25
Digitized for FRASER Cash reserve 8hort. o oo oo oo cecceeee 2, 663, 588. 64
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As of February 29, 1932, the reserve was short, per Examiner McEl-
downey’s report of condition, as follows:

Reserve required. oo oo oo cccccceccaana $2, 764, 224, 50
Cash on hand. ... 1, 337, 809. 15
Cash reserve short. . - e oo oo 1, 426, 415, 36

No comment was made by the examiner in regard to either of these
reserve shortages, and no attempt was made to invoke the penalty
of the law which provides:

(Ohio Bank Act)

If the reserve of a bank falls below the amount required by law, 1t cannot
make new loans or discounts otherwise than by discounting or purchasing bills
©of exchange payable at sight or on demand; nor can 1t declare dividends of 1ts
profits until the reserve required by law 1s restored

In discussing this matter informally with Sfate Examiner Evans,
we were informed that the Federal Reserve Bank had relieved the
Guardian Trust Co. of the necessity of abiding by the above quoted
section of the Ohio Banking Code, in view of the bank’s being & mem-
ber of the Federal Reserve System and meeting that body’s reserve
requirements.

We have been unable to find anything in the Federal Code giving
the Federal Reserve Bank the power to abrogate State laws to any
such extent as this, and have, therefore, included the foregoing facts
in order that counsel might pass on the legal aspects of this matter.

From the foregoing we believe we have established the complete
inadequacy of examinations such as have been conducted in the past,
to protect stockholders and depositors from the losses attendent to
unwise speculative banking. It is apparent from the failure of any
existing examining bodg7 to safeguard the public interests that this
function must be placed in more competent hands and examinations
conducted in sych a manner that the inefficiency of bank manage-
ment and the subterfuges used to conceal it may be discovered before
the bank has reached a state beyond recovery.

WarLter H. SEYMOUR,
Senzor Examiner.

This report based upon preliminary report and complete investi-
gation by Committee ]Exammer R. E. Long.

Mr Prcora I show you now what purports to be another report
made by Mr Seymour, entitled ‘‘The Guardian Trust Co —Employ-
ees’ Retirement Fund.” Do you recognize it as being a copy of a
report made by Mr Seymour based upon his investigation conducted
under your jmmediate supervision?

Mr. Meenan Ido

Mr Pecora Mr Chairman, I offer the report in evidence, to-
gether with the exhibits alluded to therein

Senator CosticaN (presiding) The report and exhibits offered by
counsel to the committee will be received mn evidence

(The report entitled ‘‘The Guardian Trust Co —Employees’ Re-
tirement KFund”, together with the exhibits referred to therein and
now at the Government Printing Office, was received in evidence and
marked ‘“ Committee Exhibit No. 15, May 3, 1934”’, and is as follows:)
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ComuMiTTEE ExmiBrr No. 15—MAay 3, 1934
EmrroveEEs’ RETIREMENT FUND

(G-9-12-A, G-9-12-F; minutes of mesgztuggs board of directors, Jan 10, 1933,
PP. 81—

The management of the employees’ retirement fund, by its president,
J A. House, is one of the most flagrant examples of the abuse and
violation of trust placed in him as a guardian of life earnings, and is
wholly contrary to the ethics of trusteeship which the Guardian Trust
Co so elegantly set forth in the “Trust investment policy and or-
ganization’ approved by the trust department officers and trust com-~
mittee of the Guardian Trust Co at a meeting of their board of
directors January 10, 1933.

(G-9-1, Rule 10)

The retirement fund was created July 1, 1913, for the purpose of
retiring faithful employees after certain prescribed periods of service.
Funds for this purpose were to be contributed by the employees on
the basis of 3 percent per month of their monthly salaries, provided
no employee contribute more than $10 per month, each employee
to continue his payments until he had contributed for a period of
25 years, unless he was retired sooner on account of age or sickness.
These payments were deducted from the pay roll by the bank and
above-mentioned contributing percentage continued from July 1,
1913, to July 1, 1932, with the exception of the period from Juf;r 1,
1927, to February 1, 1932. During the latter period the percentage
was changed to 5 percent and the maximum contribution was $25
a month From July 1, 1932, to February 28, 1933, no contributions
were made either by the employees or the company.

(G-9-1, Rule 11, G-9-14, a—d, G-9-4,p 6)

Under this retirement fund plan the bank was to contribute amounts
equal to the employees’ contributions, as well as an additional amount
to equalize the terms of service of certain subscribing employees who
were not able to complete 25 years of service before armving at the
retirng age. The total of all contributions and interest recerved up
to January 17, 1933, was $1,876,027 88.

(G-9-1, Rule 5)

The management of the fund was vested in a board of trustees
consisting of 7 members, 4 of whom were selected by directors of the
Guardian Trust Co. from their own number at the annual meeting of
the said board, and 2 of whom were selected by the employees from
their own number by ballot to be taken contemporaneously with the
holding of the annual meeting of said board of directors of the Guar-
dian Trust Co. The rules also required that the president of the
Guardian Trust Co be ex officio a member of said board of trustees
and president thereof, this Mr J A House, as president of the
Guardian Trust Co , automatically became president of the board of
trustees of the employees’ retirement fund
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(G-9-1, Rule 4)

The faith placed in Mr House by the contributors to the retire-
ment fund, and which he so grossly violated, was shown by the powers
they delegated to the trusteeship of the fund in giving them absolute
control of the management of the funds and arbitrary interpretation
of the rules of the fund without any personal liability or responsibility
other than an oath to which they were obliged to subscrige, stating
that they would faithfully perform their duties as trustees of the.
fund during their terms of office.

The utter disregard with which trustees of this fund treated this,
oath will be found in the acts of Mr. House as president of the retire-
ment fund board While these acts of his were approved by the other
directors at their regular meetings, it was only a complete arbitrary
domination of this board by Mr. House that secured such approval,
for it is only natural that a subordinate obey the dictates of a superior,
especlally when that superior is the president of the institution for
which the subordinate 18 employed.

Prior to 1930 investments of the funds of the retirement fund were
confined to real-estate mortgage participations, with the one excep-
tion of $5,000 par value Hydraulic Pressed Steel Co. notes which were
acquired in 1918 for $4,751 80 and sold in 1920 for $5,025, the entire
amount reahzed then being invested in participations,

(G-9-2)

In 1930 Mr. House saw the possibilities of diverting funds from the
retirement fund to his own and the Guardian Trust’s interests b
virtue of the powers granted him n the management of the fund,
thus on June 27, 1930, at a meeting of the pension fund trustees, the,
chairman reported that

For some time consideration had been given to investing part of the fund in
capital stock of the Guardian Trust Co

(G~9-2)

A motion was duly passed authorizing the trustees of the fund to
purchase up to 500 shares of the capital stock of the Guardian Trust
Co. at a purchase price not to exceed $400 per share.

(G-9-3)

The minutes of November 10, 1931, show that 522 shares of the
capital stock of the Guardian Trust Co. were purchased, or 22 shares
in excess of the amount approved, so a motion was immediately made
and carried to approve the purchase of an additional number of shares
to bring the total holdings up to 1,000 shares.

(G-9-4-A, 4-B)

Having been granted power, under the minutes of June 27, 1930,
to purchase stock mn the Guardian Trust Co, Mr House conceived
the 1dea of forming what was referred to as a directors’ syndicate as
mentioned in the correspondence to Mr W. R. Green, former secre-
tary of the employees’ retirement fund, from Mr. C H. Force, of the

175541—84—pr 18——8
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stock transfer department of the Guardian Trust Co, and dated
April 7, 1933 Mr. C. H. Force was stock transfer agent and vice
president of the Guardian Trust Co at the time Mr House formed
this syndicate.

(G-9-4-A, 4-B)

The syndicate was predicated on the plan that each director and
various other officers of the Guardian Trust Co were to subscribe
40 a certain number of shares in the syndicate and the syndicate was
to acquire from the outside market or from other sources capital stock
of the Guardian Trust Co  According to the letter of Mr Force each
participant was notified by Mr House of his share in the syndicate
and agreed to purchase his allotment Purchases of the stock were
made beginning November 22, 1930, to and including April 30, 1931,
totaling 243 shares

(G-9-4-A, 4-B)

Beginning then with May 6, 1931, up to and including August 31,
1931, stock was purchased both for the retirement fund and the direc-
tors’ syndicate. On this latter date there had been acquired 587
shares for the retirement fund and 329 shares for the directors’
sKndicate The subscriptions to the directors’ syndicate totaled 394
shares with 329 shares purchased, a difference of 65 shares which the
directors’ syndicate purchased from the retirement fund at an average
cost of $31120 a share 'This left the retirement fund with 522
shares. It was stated in Mr. Force’s letter that the reason this
purchase was made from the retirement fund was that some of the
directors wished to close their syndicate and the stock was not
available on the open market at that price.

(G-9-4-4)

Some of the directors refused to be coerced by Mr. House into
entering the syndicate, so that certain cancelations followed, the can-
celed shares amounting to 66 in number. Mr. House then unloaded
these into the retirement fund on August 1, 1932, at an indicated
average of $312.99 a share.

(G-9—4-A, 4-B, U-9-3)

The purchase of these 394 shares of stock was effected by a series
of loans made from the retirement fund, notwithstanding the fact
that neither the retirement fund nor any of its contributors were to
particig/s{tte in any profits that might accrue from the directors’ syndi-
cate, Mr Force, acting as agent for the syndicate, pledged the shares
purchased by the syndicate as collateral for his loans. Such a pro-
cedure was made possible through the foresight of Mr. House, as
evidenced in his having approved a motion at the November 10, 1931,
meeting in which he got the trustees of the retirement fund to approve
loans secured by Guardian Trust Co stock.

The syndicate was never completed and was left with these 287
shares of Guardian stock. On July 6 the balance due the retirement
fund from Mr Force as agent or trustee of the proposed syndicate,
amounted to $79,867 97.

In his letter of April 7, 1933, Mr Force stated, regarding his market
activities:
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(G-9-4-B)

My instructions regardm% the execution of market orders came directly from
Mr House without any wntten form of authorzation

(G-9-13-A, G-9-13-B, G-9-5, G-9-6)

It seems that Mr House always had a remedy for situations involv-
ing losses to himself or projects in which he was personally mterested,
so agamn takmg advantage of the powers vested 1 him as president of
the retirement fund, he secured the approval of the trustees of the
retirement fund on July 6, 1932, at their regular meeting, to purchase
back from Mr Force as agent, the 287 shares of the Guardian stock
and a cancelation of the notes of Mr Force as agent of the syndicate,
for $76,122 56, This was at the rate of $265.23 per share, notwith-
standing the fact that the retirement fund purchased from brokers
on July 5, 1932, 49 shares at an average price of $69.72. This
$76,122.56 also represented a markdown of $3,745.41. If this charge-
off 18 included, the cost per share to the retirement fund for these
287 shares was $278.28.

In view of the fact that this so-called ‘“‘syndicate’” was a brain
child of Mr House, it would appear that a personal responsibility
attaches itself to him for the losses sustained by the retirement fund
on these stock purchases.

(G-9-7, G-9-10, G-9-11)

Another example of Mr. House’s arbitrary price-fixing on the
Guardian stock is shown in his conduct involving the sale of Guardian
Trust stock to the employees On February 15, 1929, the Guardian
Trust Co sold its stock to the employees at $250 a share on a partial-
payment plan. The cost of the stocﬂ was secured by the employees’
notes and the principal and interest on these notes were deducted
from the employees’ salary monthly at the rate of $3 a share sub-
seribed  The stock was held for the employees in negotiable form
for a period of 5 years from February 15, 1929, under the control of a
trustee who was the president of the Guardian Trust Co. and the
stock was voted by that trustee In the event of a subscriber ceasing
to be an employee of the bank the employee was to be refunded the
amount paid on his note. The stock was thenceforth subject to
control and disposition of the president for reallotment.

(G-9-8-A)

At a meeting of the retirement fund trustees, on July 6, 1932, Mr
House reported that he had as trustee repurchased 218 shares of
the Guargian Trust Co stock under the terms of this agreement and
was carrying same at a cost of $55,041 59  Again seeing the possibili-
ties of the retirement fund to further his own ends, he got the irustees
at the said meeting to approve the acquisition of this stock payment
to be made from the bank’s contributions to the fund Between
that time and February 1, 1933, 40 more shares of employees’ stock
were acquired by the retirement fund under like conditions

The purchase price represented the original subscription price by
employees of $250 per share for stock which had not sold for over
$100 on the open market at the time of those purchases by the retire-
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ment fund See exhibit G-9-9-A for market prices of Guardian

Trust Co. stock
(G-9-14-A, G-9-14-D)

Another deplorable feature of Mr House’s stewardship of the
retirement fund was his original recommendation of the purchase of
Guardian Trust stock when he knew that such stock was subject to
assessment by the State banking department in the event of said
trust company’s falure Subsequent to January 17, 1933, such an
assessment was made in the amount of $100 per share by the State
banking department According to the books of the retirement fund
it was holding 1,565 shares of Guardian Trust stock at this time and
this assessment further depletes the funds of the retirement fund in

the amount of $156,500
(G-9-8-A)

Mr House’s complete domination of the board of trustees of the
retirement fund 1s further shown by the ease with which he obtained
the passage of certain motions, such as the motion to take in the 287
shares of the directors’ syndicate and the 218 shares for which he was
responsible as trustee at prices far in advance of the open market
value, all this in spite of the fact that the other trustees on the board
of the retirement fund were fully cognizant of the way these trans-
actions would jeopardize and affect their savings and if left to their
own resources would never sanction such action.

The Ohio State banking laws have no provisions covering the con-
duct of an officer or trustee in a position corresponding to that held
by Mr House in the retirement fund, but it is the writer’s belief that
legislation should be effected covering management and conduct of
any funds deposited with any department of a bank or trust company
where the purpose of such account 1s for savings or retirement an-
nuities

WaALTER H SEYMOUR, Senior Examiner.

This report based upon preliminary report and complete investi-
gation by Committee lgxammer M g Firth

Mr Pecora I now show you what purports to be another report
made by Mr- Seymour, entitled ‘‘The Guardian Trust Co —Member-
ship on Board and Mdnagement Commuttees ' It is for the period
1927 to 1933 Do you recognize that as being a copy of another
report made by Mr Seymour based upon his mvestigations made
under your unmediate supervision?

Mr MeesaN. Yes; I do

Mr Prcora. Mr Chairman, I offer the report in evidence, together
with the exhibits referred to therein

Senator CosticaN (presiding) The report and exhibits offered
by counsel to the committee will be received in evidence

(The report entitled ‘“The Guardian Trust Co.—Membership on
Board and Management Committees, 1927-33"’, together with the
exhibits referred to therein and now at the Government Printing
Office, was received in evidence and marked ‘“ Committee Exhibit No.
16, May 3, 1934,” and 1s as follows:)
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Board of directors

Executive committes

Finance committee

Trust committes

Senior loaning officers

Name

1928(19201930{1931)1932

192811929/1930}1931}1932{1933

1928{192911930{1931|1932}1933

Arter, Charles X

Ayers, Allan F_._

Bicknell, Warren._.....
Bilhn: ank

[

*

Bishop, Robert H....
%o{tbgn, CharlesCC-..-
olton, Irving Co....
Bond, B M.
Bowman, George H...
Brand, Canl W

L3 IR 3 )

L3 IR N AR 3
.-nnen

Brooks, Arthur D.H.--
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-
*
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-

L ] . -
*
h, - * * * * .
Gill, K i
Gniffiths, E 8 bl e e
Grossman, Lowms J. - I B o .- b RO IR A
Hall, R S * L * * L] *
L
*
*

0gg,

LI Y

7
1
)
- »)

-
L3 3R 3 B 2
N

PR )
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Stone, Arthur L......

I

Board of dwirectors Executive committee Finance commuttee Trust committee Senior loaning officers
Name
1928{1929{1930]1931(1932) 1928|1929 1930'1931 1932!1933 1928(1920]1930(193111932
Kline, Selden bl D e
- . - * »*
*
* * * * * * * * * * *® » * - * - *
[ ] » - - * .
* * * L] - . .
- - . [ ]
L » T
* - * * L] L] * * * * * -
. » . * L d - L] * * * L d *
- - - * - - * |
L . L] L * - -
. - - [ ] - L] -
* - *
- - - - * 1% L]
L] L] * -
L] - * * - *
- * L] . L
- * » » * * * * * * L]
- - - L] * L] »
L
* *
- » *® * » »* * * * L] » L] » - L] *
* - . L] L . *
* - L] - - L] -
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Warter H. Seymour, Senior Examiner.

This report based upon preliminary report and complete investi-
gation by Committee Examiner C. H. Horton.

Mr. Pecora. Now, Mr. Chairman, there is another report prepared
by Mr. Seymour and entitled “The Guardian Trust Co. cers’
and Directorate’s Representation in other Concerns.”” The only
copy of that report which we had here in Washington is now in the
hands of the Government Printing Office. Have you seen that report,
Mr. Meehan?

Mr. MeeraN. Yes, sir.

Mr. Pecora. Do you know it now to bein the hands of the Govern-
ment Printing Office?

Mr. MEegnanN. I do, for I sent it to them.

Mr. Pecora. Having sent it do you recognize it to be a copy of
another report made by Mr. Seymour as a result of his investigations
conducted under your immediate supervision?

Mr, MegHAN. %es, sir

Mr. Pecora. Mr. Chairman, I ask that that report be received in
evidence, together with the exhibits therein referred to.

Senator Cgos'nGAN. The committee will receive in evidence the
report and exhibits offered by committee counsel, with the explanation
he has made.

(A report entitled ‘‘The Guardian Trust Co.—Officers’ and Direc-
torate’s Representation in other Concerns”’, together with the exhibits
referred to therein, both now being at the Government Printing Office,
were received in evidence and are to be marked ‘“Committee Exhibit
No. 17, May 3, 1934”, and are as follows:)

Comumrtrree ExaisiT No. 17—May 3, 1934

(This exhibit, together with the accompanying papers offered by
Mr. Pecora, are now at the Government Printing ce and will be
inserted st this point by the Government Printing Office.)

Mr. Prcora. I now show you what purports to be another report
made by Mr. Seymour, entitled “The Guardian Trust Co.—Guardian
Securities Co.—Stock-market activities.” Do you recognize it as
being a copy of & r?iport made by Mr. Seymour as a result of his inves-
tigations conducted under your immediate supervision?

Mr. MegErAN. Yes, sir.

Mr. Pecora. Mr. Chairman, I offer that report in evidence, to-
gother with the exhibits referred to therein. .

Senator CosTigaN. The report and exhibits offered by committee
counsel will be received in evidence. .

(The report entitled ‘‘The Guardian Trust Co.—Guardian Securi-
ties Co. —Stock-market activities”’, together with the exhibits referred
to therein and now at the Government Printing Office, were received
in evidence and marked “Committee Exhibit No. 18, May 3, 1934,
and are as follows.)

CommirTee ExaiBiT No. 18—May 3, 1934
Stock MARKET ACTIVITIES

While the Guardian Securities Co. was organized as the security
affiliate of the Guardian Trust Co. it never engaged V(;IRI extensively
in the securities business. Its records consist of a small journal and

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



8088 STOCK EXCHANGE PRACTICES

a ledger about 14 by 8 inches We have carefully checked its affairs
and find that it never participated in any large underwritings or
trading accounts Its largest single activity seemed to be in the
stock of the

INLAND INVESTORS, INC.
(G-17-1a)

This company, the Inland Investors, Inc , was organized under the
laws of Delaware on June 24, 1927, with 100,000 shares of common
capital stock authorized The function of the company was as an
investment trust of the mahagement type

(G-17-1a)

The original board of directors of the company included J A. House,
president of the Guardian Trust Co.; H C Robinson, vice president
and executive vice president of the Guardian Trust Co.; J O. Eaton,
later replaced as president by H C. Inglis; Floyd Anderson, and Paul

J. Bickel.
(G-17-1a, G-17-28, G-17-3, G-17-4)

Immediately after the formation of the Inland Investors, Inc., Otis
& Co was employed as selling agent to dispose of 40,000 shares of the
common stock at $52 50 per sia,re payable 50 percent at time of
purchase, 25 percent September 1, 1927, and the remaining 25 percent
November 1, 1927, A contract was executed wherein Otis & Co.
received a commission of $2 50 on each share sold and a supplementary
contract wherein the Guardian Securities Co. underwrote the sale of
10,000 shares of the 40,000 shares which Otis & Co. undertook to sell,
the $2 50 commission on the 10,000 shares accruing to the Guardian
Securities Co.

Thereafter, beginning on July 19, 1927, and extending to Septem-
ber 27, 1927, the Guardgjan Securities Co. purchased this Inland stock
from the Guardian Trust Co. and sold it to individuals as follows:

(G-17-5)

Purchased 5,278 shares, at $47 50 per share
Sold 3,274 sf\a,res, at $562 50 per share
Sold 2,004 shares, at $50 per share to employees.

As stated above, all of the stock was purchased from the bank and
all except 2,004 shares were sold to outside customers at $52.50 per

share.
(G-17-6)

On August 31, 1927, 2,004 shares of Inland Investors, Inc , was sold
to the employees of the Guardian Trust Co , at $50 per share, on a par-
tial payment plan. This plan evidently was fostered by J A. House,
Ppresident of the Guardian Trust Co , as appeared in a letter from
W. R. Green to C. R. Mergerth, both of the Guardian Trust Co., dated
July 19, 1927, outlining the plan as follows:

Mr House desires that the Guardian officers and employees be permitted to
buy Inland Investors, Inc, stock on a partial payment plan; namely, the stock
js selling for $52 50 per share and 1t 18 proposed to sell the stock on a down-
payment of $2 50 a share and $2 50 per share per month, until paid

&‘lns will be purchased through the Guardian Securities Co, who will borrow
the money on 1ts note from the Guardian Trust Co at 5 percent and will take
notes of the employees at the same rate
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From the foregoing it will be seen that the Guardian Trust Co.
loaned the money to 1ts subsidiary for the purchase of Inland Investors
stock based upon the employees’ individual notes.

Regarding the bank employees’ participation in the stock purchase
in conversation with several of former bank employees they indicated
that the transaction was profitable for them. One said that he had
l}urchased his stock at $50 and sold it at $67, an appreciation of $17.

his is probably not true of all the employees, however, especially
those who have retained their stock which at the present date (Mar.
211, 1934) is quoted by Hornblower & Weeks at from $9 to $11 per
share.

(G-17~-7, G-17-5)

The Guardian Securities Co., during 1928, purchased 5,000 more
shares direct from the Inland Investors, Inc, at $52 a share and by
November 2, 1928, had disposed of all of the original 10,000 shares
and the additional 5,000 shares at $56 per share.

(G-17-5)

From January 7, 1929, to April 25, 1929, 830 shares were purchased
at various prices ranging from $60 to $67 per share. As of September
23, 1929, the number of shares remaining unsold in the Guardian
Securities Co. inventory was 132 at a total value of $7,123 or $53.97
per share. The value of these shares at the present-day market price
of from $9 to $11 per share would show them as $1,188 and $1,452,
respectively, a reduction of approximately $5,000.

(G-17-9)

An analysis of the declining condition of Inland Investors, Inc., as
shown in an analysis prepared from Moody’s Investors Manual by
years from 1928 to 1933, inclusive, is submitted herewith as an
exhibit.

Wavter H. SeYmour, Senior Examiner.

This rgport based upon preliminary report and complete investiga-
tion by Committee Examiner J. H. Winchester.

Mr. Pecora. I now show you what purports to be another report
made by Mr. Seymour, entit{ed “The Guardian Trust Co., re Hotel
Hollenden Co. and DeWitt Hotels.Co.” Do you recognize it as being
a copy of a report made by Mr. Seymour, based upon his investiga~
tions conducted under your immediate supervision?

Mr. MEegnaxw. I do.

Mr. Pecora. Mr. Chairman, I offer that report in evidence,
together with the exhibits referred to therein.

enator CosTiGaN. The report and exhibits offered by committee
counsel will be received in evidence.

(The report entitled ““The Guardian Trust Co., re Hotel Hollenden
Co. and DeWitt Hotels Co.”, together with the exhibits referred to
therein and which are now at the Government Print.in%Oﬂice, were
received in evidence and marked ‘‘Committee Exhibit No. 19, May
3, 1934,” and are as follows:)
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Comuirree Exmisit No. 19—May 3, 1934

Re Hoter HoLrLEnDEN Co. aNpD DE WiTr HotELs Co.

The stock of the De Witt Hotels Co, a holding company for
several hotels including the Hotel Hollenden, is owned principally
gy the New England Co , the main subsidiary of the Guardian Trust

0.
The history of the Guardian Trust Co ’s participation, or engage-
ment, in the hotel business began back in early 1923.

(G-15-1)

In April 1923 Herman Mack, a well-known hotel operator in
‘Chicago, obtained an option for the purchase of the Hotel Hollenden
in Cleveland from the Hollenden Hotel Co.

The Hollenden is a second-grade hotel located in a rather favorable
section of the city. It does not generally attract the better class of
guests, but caters mostly to a “sporty’ and “racy” type.

Under the terms of this option Mack had agreed to:

(G-15-6-3)

a. Lease the land for a term of 99 years at an annual rental of
$150,000.

b. Maintain a “security fund’’ of $500,000 by making quarterly
payments of $6,250 to April 1, 1943. This fund to be used in erect~
ing a new building at a cost of $3,000,000.

¢. Pay $1,726,000 to the Hollenden Hotel Co , for which he was to
receive the buﬂt{i.ng and furniture, etc.

Mack’s option required an immediate payment of $100,000 down and
the balance of $1,626,000 to be paid before June 30, 1923.

(G-15-1)

Mack entered into an agreement with the Chicago brokerage firm of
Hyney, Emerson & Co , whereby he would form a new corporation
called the Hotel Hollenden Co., which was to 1ssue $2,000,000 in bonds,
gselling the entire issue to the Chicago brokerage firm at 92 percent.
The new corporation was to use the proceeds of the bond issue to
purchase the Hollenden Hotel.

(G~15-65)

On April 2, 1923, Herman Mack opened a personal account at
the Guardian Trust Co after being introduced by H. C Robinson,
Herman Mack’s initial deposit was 1n the amount of $100,000; and 3
days later (Apr 5, 1923) he deposited an additional $50,000. This
seems to have been the first connection between Mack and the
Guardian Trust Co.

On May 8, 1923, Herman Mack entered into a purchase agreement
with the Hollenden Hotel Co, the terms of which we have already
outlined.

(G-15-3)

In accordance with his agreement with Hyney, Emerson & Co.,
Mack formed the Hotel Hollenden Co. on May 9,1923. The company
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had an original capitalization of 5,000 shares of $100 par value
preferred stock; 10,000 shares of no par value common, the sub-

scri]iltion price of the common being $1 per share
The incorporators and original common stockholders were:
(G-15-3, G-15-4)
Incorporators Common stockholders Shares

Irwin N Loeser! Hermsn Mack 9, 006

Frank G Mooney ! Roscoe Tompkins 1

Monrce A Loeser!... Earl W LeFever. 1

H Stewg. Edgar A Hahn! 1

I L Nichols Irwin N Loeser ! 1
10, 000

1 The individuals so indieated are members of the law firm of Mooney, Hahn, Loeser & Keough referred
10 1n the agreement between Mack and Hyney, Emerson & Co , as the attorneys for Herman Mack

The original directors of the company and the officers as well were:

(G-15-6-1)

Herman Mack, president and treasurer; Irwin N. Loeser, vice premdent;
E A Hahn, secretary; Roscoe J. Tompkins, assistant secretary; Earl W LeFever.

(G-15-92)

Early in May of 1923 (May 3) Mack and the firm of Hyney,
Emerson & Co. were having difficulty in getting the bond issue
floated. It should be borne in mind that this $2,000,000 issue
represented 100 percent of the cost of the hotel and the first year’s
rent; which feature alone would make the bonds unattractive.
Obwviously, in a case of forfeiture or liquidation the bondholder could
not hope to realize the full amount of his bond from a forced sale

The urgency for speed in the sale of the bond issue can be {ully
appreciated from reading a letter of Mr E. A Hahn (of Mooney,
Hahn, Loesser & Keough), counsel for Herman Mack, to Messrs.
‘Chapman, Cutler & Parke, counsel for Hyney, Emerson & Co.,
stating that—

(G-15-92-1)

¥ % % PBecause of the extremely limited period of time and the fact that
no extension of time can be procured, and because Mr Mack has deposited
$100,000, which will be lost if the balance of the money is not available on the
stipulated day Mr. Mack has asked me to urge you to give this matter your
immediate attention * * *

From this it would seem that counsel was as fully aware of the
scheme and as conscious of the need for speed as was Mack himself,
in his gamble that the bonds would be sold in time to take up his
option

It was evidently decided by Mack and his brokers that the bonds
could not be issued and sold unless the property was apf)ra.ised by
reputable Cleveland appraisers at a value far in excess of the bond
issue. Therefore it was decided to do business with the Guardian
Savings & Trust Co. (the Guardian Trust Co.).
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(G-15-50-2)

On May 15, 1923 a conference was held between Mack, Hyney
and officials of the Guardian. At this conference it was decide
that the bonds were to be issued as originally planned at 92 percent
but that the purchasers would be Hyney, Emerson & Co., and the
Guardian Savings & Trust Co., participating equally. It was also
decided at this conference that—

(G-15-20-2)

As the appraisals of the property are one of the main selling features, it is
necessary that the names of the appraisers be the strongest obtainable,
and that the appraisers should be the follov'vi.né: H. C. Robinson,
executive vice president Alex. S. Taylor; Craig-Curtiss Co.

(G-15-50-1)

Thereupon the Guardian Savings & Trust Co. and Hyney, Emerson
& Co. entered into an agreement to jointly purchase the Hotel
Hollenden Co. bonds at 92 percent and accrued interest. These
bonds were later advertised (the Guardian appearing as the first name
on the circular) as

(G-15-11)
Hotel Hollenden Co., $2,000,000 first-mortgage leasehold 6% percent seria
gold bonds.
(G-15-6-12)

The bonds were secured by a first morégage deed of trust upon the
leasehold estate of the Hotel Hollenden Co.
The purpose of issue, as advertised in the bond circular, was that—

(G-15-11, G-15-67)

The proceeds of this bond 1s8sue—which will constitute the only lien or mort-
gage indebtedness of any nature on the property—will provide funds for com-
pleting the purchase of the Hotel Holienden, Cleveland, by a new ownership and
for the cost of varous alterations and mprovements

APPRAISAL OF PROPERTY
(G-15-49)

On May 23, 1923, Herman Mack agreed to pay the cost of securing
an appraisal of the real estate and leasehold equity and of the build-
ngs by—

* % * Messrs H. C Robinson and A S. Taylor and * * * Crag-
Curtiss Company
(G-15-49)

Copies of the several appraisals accompany this report, each of
which bears the same date as the agreement of Herman Mack. Atten-
tion is called to this coincidence, which, together with other detail
set out below, savors of “rubber stamp ” operations

Craig-Curtiss Co. appraised the property and, in their letter to
Mack, stated:
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(G-15-49, p 2)

We have made a careful examination of the building and checked 1ts dimensions
and 1n our opinion a fair market value of the same 18 $3,500,000.

Messrs. Robinson and Taylor, jointly, also appraised the property
and stated:

(G-15-49,p 3)

We have carefully checked the value of property in the immediate vieimty of
the land herein appraised and have determined that the fair market value of the
same today 18 $3,250,000

On the same day, May 23, 1923, the three appraisers together wrote
Herman Mack in the official appraisal, as follows.

(G-15-49-4)

We have carefully checked the value of property mn the vicinity of the above
property, have made a careflil examnation of the buildings upon the land and
have estimated their present value and 1n our opinion the value of the leasehold
estate 18 $4,250,000.

(G-15-72, G-15-49-9)

Attention is also drawn to the fact that H. C. Robinson was the
executive vice president of the Guardian Savings & Trust Co. and
that he later handled all matters at the bank pertaining to the Hotel
Hollenden, also that he personally received an appraisal fee of $1,200,
a fact which he denied when he testified before the Ohio State Senate
banking committee on July 26, 1933

The Guardian Trust Co.’s bond circular advertising these bonds

stated that—
(G-15-11)

The leasehold estate has been apprased by Messrs H C. Robinson and
Alexander 8 Taylor of V C. Taylor & Son and The Craig-Curtiss Co at
$4,250,000 * * * This 1ssue, therefore, constitutes a loan of less than 42
percent of the appraised value of the property.

Also, the circular stated, regarding the class of the hotel and its
service:

It is a favomte headquarters for conventions and for gatherings representative
of the leading activities of Cleveland, and because of 1ts central location and

high standards of service 1t has attained permanent populanty with a wide tran-
sient patronage from all sections of the United States.

(G-15-49)

Here we would like to interrupt the continuity of this report to call
attention to a change in Mr. Robmson’s opinion. A trifle over 2
years after these bonds had been 1ssued and sold (Nov. 18, 1925)
and after the Hotel Hollenden Co. had been in receivership Mr,
Robinson filed an affidavit for a reduction in State taxes In this
affidavit he swore that the total actual fair value of all of the assets
of the Hotel Hollenden Co amounted to only $2,050,187 59 which is
quite a contrast to the value of the leasehold alone, set out in the
bond circular of June 1923.

In the affidavit (referring to the assessed value of the land) Mr.
Robinson stated that—
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(G-15-49-12)

It should be clearly understood that the above item of $2,668,250 represents
the value of property not owned by this company; merely rented under lease;
i);Jedof the provisions of said lease bemng that the leasee pays the taxes on said

nd.

(G-15-49-18)

On November 14, 1925, Mr. Robinson wrote the county auditor
complaining of the assessed value of the improvements to the hotel
building, in which letter he described the hotel in the following
manner

(G-15-49-19, G-15-49-20)

You are probably aware that the Hollenden Hotel proper is made up of a series
of buildings erected at different intervals. It 1s, in effect, patchwork Some
portions of the hotel are modern and have an earning capacity ger square foot
equal to that of Hotel Cleveland or The Statler, which are up-to-date hotels, but
take, for example, the onginal portion of the hotel, namely, that fronting on
Superior Avenue and East Sixth Street, which, by the way, 1s the portion in which
the improvements in question were 1nstalled, 1t was erected in 1890 at a time
when the public was not demanding the conveniences that 1t 18 at present A
large number of the rooms have no bath facilities, the floors are sagging, the plaster
18 falling, and 1t requires the most constant vigilance and outlay of money on
the part of the management to keep many portions of this building 1n an inhabit-
able condition The earning power of the rooms per square foot 18 very low
as certamn parts of this building are only used or acceptable to the public when
there 1s a crowded condition in the city when any kind of a room 1s called into
use, for example, the last Repubhcan Convention held n the city.

(G-15-49-3)

It is very difficult to reconcile the description above, which happens
to be a true one, with that outlined in the circular and on which
Robinson placed a “fair”’ valuation, 2 years previously, of $3,250,000.

(G-15-20-2)

hFrom the above it can be readily seen why the underwriters realized
that:

As the appraisals of the property are one of the main selling features, 1t 18
necessary that the names of the apprasers be the strongest obtaimnable.

BonND PURCHASE AGREEMENTS
(G-15-50, G-15-37, p. 4)

A letter agreement was signed by Hyney, Emerson & Co. of Chicago
on May 16, 1923, covering the purchase of the bond issue, with the
Guardian Trust Co. on a 50-percent basis at 92 (although H. S Hyney
of Hyney, Emerson & Co. had a secret agreement with Mack to
“cop’’ an additional 2 percent).

(G-15-57, G-15-37 (4 to 7), G-15-16)

From correspondence, etc., which has been uncovered during the
course of our investigation, it is evident beyond any question of doubt
that R. S. Hyney of Hyney, Emerson & Co. and Herman Mack were
“crooks”, the two appearmng to have worked together for their
mutual gain, We call particular attention to exhibit G-15-37,

ages 4 to 7.
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



STOCK EXCHANGE PRACTICES 8095

On May 22, 1923 G. B. Johnson, manager of the Guardian bond
department, wrote to Hyney

(G-15-102)

You understand that our executive committee has not as yet approved this
issue and they will not approve 1l until we are able to substantiate the earning
figures which have been submitted by you

Mr. Johnson then outhined the syndicate plans and stated:

(G-15-102)

We further agreed that the better way to syndicate this 1ssue was by personal
contact and that you were not to mail syndicate agreements broadcast
Mr. Robinson in a letter to Herman Mack, on May 23, 1923,
stated:
(G-15-102-2)

* * * Mr, Thompson, the present manager, stated he believed the new
com})any would have a hard time making money 1n the operation of the hotel,
* he beheved you were anticipating a h.lgher rental per day from the
rooms than could be obtained mn Cleveland, *
Mr. Robinson apparently did not take the above advice seriously
as in the same letter he informed Mack that

¥ * * Whatever his (manager of Hotel Cleveland) conclusmns are, I do
not believe 1t will have any bearing upon our final opinton *

(G-15-7)

On June 1, 1923, a new agreement was signed between the Guardian,
Hyney, Emerson & Co , and Herman Mack covering the purchase of
the bond issue, which was substantially the same as the previous
agreement. The bonds were allotted out to the syndicate members
to be sold

(G-15-102-6)

On June 13, 1923, Mr. Johnson was informed by the T. H. Saunders
Co., a member of the selling syndicate, that they had received a
communication, a quotation from the letter being as follows:

I would advise that I have just learned from apparently rebable sources that
this 1ssue of bonds amounting to $2,000,000 18 ulpon a property which has changed.
hands within 2 or 3 months at $1,700,000 regard such a transaction as an
exercise of bad farth I cannot refrain from sa ng that 1t 1s singular conduct on
the part of the able appraisers who have fixed a value on the Hollenden Hotel
property at figures several times beyond the recent selling price of the same.

T. H Saunders further stated.

(G-15-102-6)

You are, of course, familiar with the stories that are going around and, of
course, are familiar with the actual facts nght from the beginning we have
heard the 1ssue alluded to as a ““high-finance” proposition
On June 14, 1923, Mr Johnson, in reply to a telephone inquiry,
advised Mr E B Spltzer, cashier of a bank at Medma, Ohio (who
apparently offered some criticism of the proposed issue).

(G-15-102, p 8)

¥ * *x that this loan was made on the valu;.txons of apprasers who stand
at the forefront of their profession * * * 1n additton, this loan 1s made to
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men in whom we have the utmost confidence as successful managers of hotel
and restaurant properties. * * *

From the above it appears that the officials of the Guardian Trust
Co were not concerned so much with the security of the 1ssue as they
were in the profits to be derived from the sale thereof

During the operation of the selling syndicate, certamn of the bonds
were sold to national banks. It 1s interesting to note from a memo-
randum in the Guardian files that as early as October 1923 an exam-
iner objected to these bonds

(G-15-103)

It seems that Mr T E. Thomas, chief national bank examiner, and his force
have been making examinations i1n Columbus, Ohio, avd while there objected to
the bonds 1n question being carried as part of the assets of a national bank
His reason therefore, so I was advised, was based upon the sale price of the hotel
property, and the amount of the bond 1ssue

The participation and profits of the Guardian Trust Co. mn the bond
issue were as follows:

(G-15-10)
Purchase{ Sale
Participation price pnice Profit

Ongnal group. . $1, 000, 000 92 94 $20, 000
Baskers sroub.. 1,075,000 94 95 10, 750 00
Syndicate. 205, 000 95 98 5,762 94
To be sold to the public at._. 100

36, 512, 94

PrEFERRED STOCK
(G-15-15)

As we have previously outlined in this report, the Hotel Hollenden
Co. at the time of its orgamzation issued 5,000 shares of preferred
stock In a letter dated October 22, 1923, to Hyney, Mr. Johnson
stated that the Guardian would not undertake to sell the company’s
preferred stock and suggested that Mack sell 1t to his friends. Later,
November 2, 1923, a memorandum in the bank files indicates that

Mack sold this preferred—

(G-15-15-3)
to many firms from whom they purchase supplies for the hotel, chiefly I beheve
in the food line

On August 22, 1923, the company was authorized to increase its
common stock to 15,000 shares without nominal or par value, the
increase of 5,000 shares to be sold for cash at $1 per share

On November 5, 1923, the company was authorized to increase its

referred stock to 10,000 shares at $100 per share, representing an
ncrease of 5,000 shares.

THE GUARDIAN TRUST CO. TAKES OVER HOTEL

Early in the first half of 1924, less than 1 year after the bond issue,
the Hotel Hollenden Co got into financial difficulties and could no
longer pay its sinking fund requirements
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On September 16, 1924, the trustee (the Guardian Trust Co)
notified the Hotel Hollenden Co. by letter that—

(G-15-66-3)

* * % Tn view of the fact that your default has continued for more than
* * * 30 days, and 18 still continuing, the trustee has elected to take imme-
diate possession of * * * the property desommbed * * * by * * =*
deed of trust * * *

(G-15-64)

Two days later, September 18, 1924, the Guardian Trust Co., as
trustee, secured control of the Hotel Hollenden Co through a voting
trust agreement wherein H. C. Robmnson, L. B. Foote, and W. E.
Guerin (all officers of the Trust Co.) were designated as the ‘“trustees.”
All of the outstanding common stock of the Hotel Hollenden Co. was
deposited thereunder and depository receipts issued in the name of
Herman Mack, the sole common stockholder (in fact).

(G-15-88)

A plan of rehabilitation of the hotel was immediately put into effect
caling for expenditures, which were duly authorized by the bank,
totaling $535,000 From this point on, the hotel became a ‘‘cess-
pool” for Guardian funds.

Beginning on page 18 of this report we cover in detail all the loans
and advances which the Guardian Trust Co. made to the Hotel
Hollenden. The bank literally financed the operation of the hotel.

The minutes of the meeting of the board of directors on October

16, 1924, disclose—
(G-15-21, p 1)

That the certificate of stock 1ssued by this company evidencing 5,000 shares of
common stock of this company covered by the increase of 1ts common ecapital
stock, * * * jssued to Herman Mack without any corporation action what-
goever; that the officers of the company were not authonzed to 1ssue the same
and that Mr Mack had paid no consideration therefore, that the officers ot this
company be authomzed and directed to request the Guardian Savings & Trust
Co to cancel 1ts voting trust receipt which 1t has 1ssued but not dehvered to Mr.
Mack and to return said certificate of 5,000 shales now 1n 1ts possession, to this
company for cancelation, that upon receipt of said certificate the officers of this
company cancel the same; that said stock be not again 1ssued until further
action of this board

(G-15-19)

Mr Mack resigned both as a director and as vice president of the
hotel company on October 8, 1924, and died (of D T ’s) on November
15 following.

(G-15-60)

On August 13, 1925, a judgment was entered in the suit of the
Guardian Trust Co against Herman Mack 1 the amount of $78,200
to be satisfied by the sale of voting trust certificate no 1 i the name
of Herman Mack for 7,500 shares of commeon stock

(G-15-70)

The certificate of deposit was duly sold at a public sale and was
purchased by the Guardian Trust Co on October 20, 1925, for $750

175541—34—pT 18——9
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(10 cents per share), the purchase price being credited to the indebted-
ness of Mack at the Guardian Trust Co

(G-15-37, G-15-70)

The bank had acquired title to the remainder of the outstanding
common stock (2,500 shares) from Ralph S Hyney on July 9, 1925,
when a mutusal release was entered into by him with the Guardian
whereby the latter released Ralph S Hyney, Emerson & Co from all
pending claxms and causes of action.

(G-15-75-2, G-15-75-5)

The 10,000 shares of stock of the hotel company remained in the
name of the Guardian Trust Co (except for directors’ qualifiying
shares) until December 13, 1928, when they were sold to the New
England Co. for $750.

Early mm January of 1925 H. C. Robinson was instrumental in
employing the services of a new manager, Theodore De Witt, for the
Hotel Hollenden The details of his employment and his stewardship
are given elsewhere in this report

FORECLOSURE AND RECEIVERSHIP
(G-15-45-12, G-15-45-13)

The Guardian Trust Co (trustee) filed a petition to foreclose the
first mortgage on the Hotel Hollenden leasehold estate on May 4,
1931, when Theodore De Witt (the manager) was appointed receiver
at the request of the Guardian A bondholders’ protective committee
was formed May 11, 1931, consisting of E J Body,J B Keenan, and
Maurice Maschke To date the foreclosure has not been consum-
mated nor has the lessor, the Hotel Hollenden Co , canceled 1ts lease.

During all the time of the Guardian Trust Co’s stewardship 1t
recerved many letters of mquiry from bondholders Practically all
of these letters were answered by H C Robmson Elsewhere in
this report we cover these inquries in detail

Loaxs MapeE To HoteEL HoLLEnDEN Co
(G—15-64)

Shortly after the organization of the Hotel Hollenden Co, the
Guardian made its first loan on August 25, 1923, in the amount of
$75,000 The hne of credit remained at this amount until November
14, 1924, about 1 month after the voting trust was created, whereby
the Guardian Trust Co obtained complete stock control of the Hotel

Hollenden Co
(G-15-69)

From this pomnt on, the Guardian, both as a ‘““bank” and as
“trustee”’ literally “dumped’” money mto the hotel company, in the
former capacity for operating expenses, improvements, and principal
payments on the bonds, and n the latter, for ground rent, taxes, and
guaranty payments as well as interest on the advances so made
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“Bank’” LoaNs

The borrowings of the Hotel Hollenden Co from the Guardian
Trust Co (bank), as reflected by the bank’s books, were as follows:

(G-15-69-2, G-15-39-13)

Date Loans Payments Balance

1023 Abg 25, .. - - o emecein i cenccanecececeaa 1$75,000 00 | ... $75, 000 00
igg Nov 14 - 1100,000 00 |oveoeccanen = 175, 000 00
Jan 16.c.c cocccncan cene 174,000 00 249,000 00
June 12. 1150, 000 00 399, 000 00
Bept 15 . oo cceen crn drcmccacccccccaen e 161,000 00 .. ....... - 460, 000 00

et 26_._- - - 1150,000 00 |occreeoe oo 610, 000 00

OCt 30 oo oot cccc e e $688 10 609, 331 90
1926 Mar 4 . 170,000 00 679,331 90
igg Nov 30 160,125 00 839, 456 90
June 4 167, 687 50 997,144 40
July 7. 32, 687 50 964, 456 90
Sept 13. - ememcecuecacmces smemee|mcmcmccen —eeoe 25,000 00 , 456 90
Qct 25. - 30,767 67 908, 689 23

1 Each of these loans was secured by a separate second mortgage, each subject to those preceding, and all
subject to the first mortgage indenture

(G-15-39-15, 15-39-10)

On June 25, 1930 the board of directors of the New England Co.
(subsidiary of the Guardian Trust Co —see transaction below)
‘““acquiesced’’ in the request of the Hotel Hollenden Co to refund all
of its obligations to date (excepting the trustees’ advances), and
authorized the acceptance of a second mortgage for the total amount
of $1,546,189 23

The farcical nature of these gestures by the bank and 1ts subsidiary
18 more readily apparent when 1t 1s taken into consideration that the
security of the first mortgage bondholder was so obviously imparred-—
that is, at least obvious to the officers of the bank, the subsidiary, and
the hotel company in their several capacities

TRUSTEES’ ADVANCES

thArticle 8, section 1, paragraph B of the trust indenture provides
at:
(G-15-8-59)

The trustee shall not be responsible for any recitals herein or in said bonds,
* * * or payment of taxes, charges, assessments, or lhiens upon the same, or
otherwise as to the maintenance of the security hereof or for the use of the bonds
secured hereby or the proceeds thereof

Notwithstanding this exemption granted the trustee, from obligat-
ing itself or advancing funds for the security of the bonds, the Guard-
ian Trust Co , trustee, saw fit {0 borrow moneys from the Guardian
Trust Co. (bank) for the purpose of meeting payments for ‘‘taxes,
assessments, and ground rent” on the hotel property securing the
bond issue, which later prompted a bondholder to mqure of the
trust company as follows:

(G-15-38-L, p 9, G-15-38-1)

We would also hke to know what authority you, as trustee, had in advancing
money as outhned mn the notice dated May 11
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A detailed summary of these advances made by the trustee is as

follows:
(G-15-44-18, G-15-69-1, G-15-69-4)
Date Nature of payment Debit Credit { Balance

ig% Sept 30 ccueo-- Balance of ground rent due Oct 1, 1924...___} $37,234 08 $37,234 08
Ground rent due Jan 1, 1925, 37, 500 00 74,734 08
‘Taxes for the first half of the year 1924..__._. 47,713 52 122, 447 60
Ground rent due AA)' 1, 1925 37,500 00 169, 947 60
Glllg.;ﬁanty fund under the lesse due Apr 1, 6,250 00 | oooneea- 1686, 197 60
Ground rent due July 1, 1926 .. ccuaee...- 37,600 00 203, 697 60
Guaranty fund due under lease July 1,1925.] 6,260 00 |ooccaan-- 209, 947 60
Taxes last balf of 1024 ..ceonoonoacoieaan 47,652 21 |oceeennae 257, 509 81
Less payment, $25,000 | 232,599 81
Taxes first half of year of 1025. . ..o _... 50, 205 62 282,805 43
Interest on 8bOVe. .. ceveccrccaccmmcaacnaan 18, 360 23 301, 256 66
Taxes second half of 1925 _ .. c o coacaacaaa 50,295 63 [eacocuac—- 351, 561 29
Taxes first half of 1926. - oo oacaoncaannn 44,870 74 396, 431 03
Taxes second hal{of 1826 ... ooc..... 44,879 74 441,810 77

GuarDIAN “Dumps” THE HoTeEL HoLLENDEN Co OBLIGATIONS ONTO
178 SussipIARY, THE NEW EneLanp Co.

(G-15-69-1 and 2, G-15-7, G-15-7)

On December 22, 1928, the Hotel Hollenden Co.’s obligations
consisting of notes to the Guardian Trust Co (bank) $908,689 23,
advances from the Guardian Trust Co (trustee) $441,310.77, were
‘‘sold by the Guardian Trust Co to the New England Co ” for
$1,350,000, the cash represented being raised by the New England
Co. on a loan from the Metropolitan Lafe Insurance Co. on December
18, 1928, in the amount of $3,250,000, secured by a first mortgage on
the Guardian Bank Building.

A better term for this “sale’” would be “burial” in the New
England Co. as the loans were later written off and the advances have
not been repaid by either the subsidiary or the hotel company to date,
with the prospect that they never will be, unless and until the mortgage
on the leasehold is foreclosed. Even in that event the question then
arises (if the leasehold is of value) whether or not the trustee is to be
construed as a preferred creditor over the bondholders. This ques-
tion will, no doubt, have to be decided by the courts, notwithstanding
the provision of section 2 of article 8 of the indenture that

(G-15-8-62, G-15-66)

The trustee shall have a prior hen hereunder upon the mortgaged property
for—advances—incurred * * ¥,

due to the misleading information conv&yed to the bondholders b
H. C. Robinson and other officers of the Guardian Trust Co conceal-

ing the fact that the bonds were actually in default since September
16, 1924

ApprTioNAL L.oaNS AND ApvanNces 7o THE Horer HorrEnpEN Co.

Notwithstanding the staggering losses already sustained by the
Guardian Trust Co. (which 1t had successfully concealed by burymng
Digitized for FR Atngq{n m the New England Co,) both as a bank and as trustee, 1t
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continued to make loans and advances to the hotel company, as did
its subsidiary, the New England Co , direct.

The additional loans and advances, mcluding those to date, are
reflected as follows:

(G-15-69, pp 3 to 10, mmclusive, G-15-77)

By Guardian Trust Co
By New Eng-
Date land Co
Bank Trustee
igg Dec 22 (to date) $1, 350, 000 00
Feb 6 25,000 00
Mar 11 25, 000 00
Apr 11 25,000 00
ay 7 A 55,000 00
June 1. 50, 000
June 27 46,000 00
Oct 23 50,000 00
Nov 12 50, 000
Dec 100, 000 00
Dec 11. 50, 000 00
1930
Jan 16 50, 000 00
Feb 13 50, 000 00
June 6 62, 500 00
July 7 $25, 000
s e
) |
1931 € B,
Jan 16 1 40,000 00
Mar 5. 35, 000
Apr 11 (G E Supp Co notes discountod)eeeoeoucnn - 28, 000
Apr 27. 188,000 |ecneccenen- 12188,000 00
Apr 29 $42 172 36 [coeeoo el
Apr 29 48,172 86 942,172 36
2,257,672 36

1 As reflected above, the additional loans by the Guardian Trust Co (bank) totaling $188,000, as well as
the additional advance of the trustee of $42,172 36, were ‘‘sold ” to the New England Co on Adptli 27 and 29,
1931, respectively The minutes of the meeting of the board of directors of the New England Co on May
5, 1981 (day following hotel recervership), approves the ‘purchase’’ of the notes totaling $188,000, but the

drrectors a‘?pear to have forgotten to go through the formality of approving the *purcha<e’ of the note
covering the advance of $42,172 36
2 Transferred to
(G-15-77)
ANALYSIS
Trustees adVANCES o o et e eeeccaecccccmcccammm——m——— e $483, 483 13
“Secured” (second Mortgage) - - oo o emcceccca 1, 546, 189 23
Unsecured ! o o oo ccmmmcemeccccem—me————a 228, 000 00
Total. e et mcccccccccc e 2, 257, 672 36
(G-15-62)

An interesting ““sidelight” to the making of the above loans and
advances by the Guardian Trust Co. 1s contained in a letter of W.
Iccomb, hotel company auditor, dated November 13, 1929, setting
out a ‘‘statement of amount required for special purposes for the 6
months from December 1, 1929 to June 1, 1930” indicating (as
expressed by counsel in 1931).

(G-15-62, p. 3)

* * * The habit 18 so strongly impressed upon the employees of the hotel
to come to the Guardian for assistance * * *
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(G-15-77)

The grand finale of the Hotel Hollenden Co. financing was reached
on December 27, 1932, when the board of directors of the New Eng-
land Co. decided to ““write off” the company’s investments in the
hotel. At this meeting Mr. J. A. House, its

(G-15-87-2)

* % * President stated we have had recent appraisals made of the land
and bullding owned by this company having in mind that if said appraisals were
for a sufficient amount 1n excess of the present amount for which they are carmned
on the company’s books, we would use the excess amount to write-off the notes
receivable and first mortgage bonds of the Hotel Hollenden Co, which are now
carried on this eompany’s books

The treasurer, Mr Green, reported the following appraisals of the land

(G-15-87-2)

Henry Hertel .. .. e e $2, 603, 904 OU
W J Purwis, special representative, Metropolitan Lafe Insurance

Co,asof Dec 17, 1982 __ oo 2, 063, 760 00
He also reported an apprasal of the building by George L Craig

as of Dee 28, 1932 to have a present sound valueof .. ... .. 3, 137, 308 00

On motion made, seconded, and unamimously carred, the officers
are hereby authorized and empowered to place on the company’s
books the value of the land and building as follows

Land_ Lo 1, 939, 200 00
Bulding. e deeon 3, 041,099 14
Total value of land and buldming__ . _______________ 4, 980, 299 14
Whiceh land and building are now being earried on the com-
pany’s books for. . oo _____. 3, 021, 505 35

Thereby creating a eredit, through revaluation of assets, of__ 1, 958, 793 79

Which 1s hereby authorized to be eredited to an account en-
titled ¢ Appraised surplus ”

On motion made, seconded, and unanimously carried, the officers

are hereby authorized and directed to charge to ‘‘ Appraised

surplus’’ notes receivable of the Hotel Hollenden Co_____.__ 1, 751, 243 79

First mortgage leasehold bonds the Hotel Hollenden Co ($220,-
550 PATL) - il 207, 550 00
1, 958, 798 79

Attention is directed to the flexibility of the value of the Guardian
land and building, which, in this instance *took up the slack’’ caused
by the aforementioned write-off, to the penny. Notwithstanding the
apparent concealment of the loss on a published statement of the

ew England Co., the Guardian Trust Co.’s equity in its subsidiary
(if the appraisals were based on fact) was reduced proportionately,
for had t%e enhancement in value actually existed, on liquidation the
benefite therefrom would have accrued to the stockholder, ie, the
Guardian Trust Co

The trustee’s advances of $438,483 13 were not included in the
above “write-off ’, but from the present outlook they might just as
well have been included.

(G-15-45)

In the opinion of the writer, the primary motive behind the mak-
ing of the loans and advances by the Guardian Trust Co. and the
New England Co. was the knowledge its officers had of the hotel
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company’s precarious position Having underwritten the bond issue
to the extent of over 100 percent of the purchase price of the property,
the bank (as the underwriter) had to continually finance the company
or else allow it to go into foreclosure, which would have dlscfosed
the company’s weak financial condition from the very day of its birth.
The Guardian did not succeed entirely in doing this, but at least it
headed off some very embarrassing court actions and postponed the
inevitable, which occurred on May 4, 1931, when foreclosure pro-
ceedings were finally begun by the trustee and a receiver mn rem
(Theodore De Witt, former manager) appointed, at the trustee’s
request As we have already pointed out, however, the foreclosure
has not been consummated as yet nor has the lessor (the Hotel
Hollenden Co ) canceled its lease, the latter no doubt due to mncome-

tax reasons
(G-15-98)

The position of the Guardian Trust Co is unique in that, as
trustee, it has instituted foreclosure proceedi%s against itself, the
owner of all of the common stock of the Hotel Co.

The profit and loss account of the Hotel Hollenden Co for the 10-
year period from 1923 to 1933 shows that it suffered a loss every year
except 1929 when a profit of $10,000 was reflected These losses
with “surplus adjustments” ranged from $50,000 and $80,000 to
$500,000 each year. From 1923 to 1933 the deficit of the company
increased from $63,633 37 to $2,088,909 17, or a net loss for the period
of $2,025,275 80.

(G-15-27)

On January 28, 1925, the Hotel Co board of directors approved
the employment of Theodore De Witt as manager of the Hotel
Hollend%n Co at the salary of $10,000 per annum and other consider-
ations disclosed in a copy of the agreement accompanying this report.

(G-15-27-1)

The history of Theodore De Witt’s connection with the Hotel
Hollenden Co. began when he was employed by the company on
January 23, 1925. However, the events just preceding 1925 seem to
have had a definite bearing on his being employed (at a very sub-
stantial compensation) and for this reason are being set out in detail.

ProseEcuTION POR VIOLATION OF THE NATIONAL PrROHEIBITION AcT

While engaged as manager-steward of the exclusive Union Club of
Cleveland (the membership of which is more or less restricted to
persons of wealth) De Witt was indicted on March 30, 1922, for his
participation in a conspiracy to violate the National Prohibition Act
The docket of the United States attorney at Cleveland discloses that
he was tried and convicted on June 30, 1922, fined $100 and sentenced
on July 3, 1922, to 2 years in the Federal penitentiary at Atlanta, Ga.
An appeal was filed on July 7, 1922, but the verdict of the lower
court was affirmed on June 30, 1923 A “‘petition for wnt of cer-
tiorari” was filed in the October 1923, term of the Supreme Court
of the United States which was also denied, the mandate of the Cir-
cuit Court of Appeals being filed on December 7, 1923 De Witt
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began his sentence on January 2, 1924, and was paroled on September
1, 1924, after the expiration of one third of the sentence. During
the period between his conviction on June 30, 1922, and January 2,
1924, when he was admitted to the Atlanta Pemtentlary, Theodore
De Witt was at Iiberty under bond and remained in the employ of
the Union Club.

An affidavit of one Charles Cianciolo (a coconspirator), who was
used as a Government witness in the trial of De Witt, discloses that
the former was advised when he was engaged in the conspiracy,
that—

(G-15-93-A)

* % % the Union Club would be back of us * * *
and to keep him quiet, Burney (another defendant), showed him—

(G-15-93-B)

* * * gome papers he had 1n his possession which he stated would help
us get out of any trouble and that these papers showed * * * the names
of parties to whom the hquor was consigned, and, therefore, that the Umon Club
would necessarily have to take care of everybody that was arrested * *

On September 15, 1922, after his conviction and while he was
awaiting the outcome of his appeal, De Witt wrote Federal Judge
D. C. Westenhaver, stating—

(G-15-93-B, p 1)

* % * the truth was never known 1n this matter—the distnct attorney’s
office does not know the truth today I am convineced would your honor really
knoxv the facts—you would not permit this case to stand 1n 1ts present form.

However, Judge Westenhaver did not see fit to give De Witt an
interview, advising him that—

(G-15-93-D, p 3)

* % % Jf there are any matters proper to be brought to my attention, your
counsel, Mr, W. H. Boy 9 will do so 1n the presence, undoubtedly, of the I’Jmted
States attorney *

A number of the officers and directors of the Guardian Trust Co.
were members of the Union Club, a few of the more prominent ones
being S. M Bond, J. A House, and H. C. Robinson.

(G-15~93-C)

An “application for executive clemency” for De Witt was filed on
October 15, 1923, the signers of which are described in a letter of Judge
Westenhaver as follows:

(G-15-93-C, p 2)
¥ % * Theodore De Witt 158 and was the steward of the most prominent club

in the city of Cleveland The names signed to his apphcation for executwe
clemency would serve 1n part for the roster of 1ts membership, *

The application was denied by the president.
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(G-15-93-D, pp. 7 and 26)

An “application for pardon to restore civil rights’’ was filed by
De Witt on May 14, 1926, to which were attached affidavits and
testimonials of many of Ohio’s prominent citizens (including members
of the Union Club) several of whom referred to De Witi’s having
been a *‘tool”, a ‘“‘goat’, etc , for others

Mr. H C. Robinson, senior vice president of the Guardian Trust
Co, whose testimomal letter accompanied the above application,
stated therein that—

(G-15-93-D, p 17)

*# * ¥ Thave known Mr De Witt for the past 10 years and am famihar with the
cireumstances resulting 1 his trial and conviction Whatever may have been his
degree of guilt, 1t 1s of no consequence now * * * Ag president of the Hotel
Hollenden Co, I was mnstrumental mn securing for him the position of manager
of the hotel * * *

EMPLOYMENT AS MANAGER OF THE HoTEL HOLLENDEN
(G-15-27-1)

On January 23, 1925 (shortly after his release from Atlanta),
De Witt, through the instrumentality of H C. Robinson, was em-
ployed by the Hotel Hollenden Co as manager at the salary of
$10,000 per annum, plus a suite of rooms and board at the hotel for
himself, wife, and daughter, without cost and 10 percent of the net
profits of the hotel after all charges

The terms of his employment would seem to indicate that more
consideration was given to De Witt than he had received while 10 the
employ of the Umon Club where he received $5,000 per year in salary
to September 1, 1923, when the following resolution was passed by
the club’s board of directors:

(G-15-27-4)

The salary of the manager of the club at the present time 1s $5,000 per year
plus accommodations and board for himself and family His desire to maintain
living quarters away from the club was made known and it was thereupon moved
by Mr Strong, seconded by Mr Coulton and carned that his salary be adjusted
to $7,000 per year plus one room for himself and luncheon and that rooms 12 and
14 be vacated and made available for guests

Thereafter, De Witt received $7,000 per annum (including the period
of his absence while at Atlanta) to January 1925, when he entered the
employ of the Hollenden Hotel.

he above hotel employment agreement was changed on January
21,1926, when Mr. Robinson wrote %e Witt setting out the new *‘ terms
of * * * employment as follows:”

(G-15-27-3)

A You are to give your undivided f2me and attention to the management of the
hotel and your contract of employment 1s to continue for 3 years from January
1, 1926, until January 1, 1929

B Your salary 1s to be fifteen thousand dollars ($15,000) per annum includ-
ing living quarters at the hotel and board for yourself and fammly.

C. In the event that the hotel is sold during the first year of your employment
you are to receive from the purchase price the sum of ten thousand dollars ($10,~
000). If the hotel 1s sold during the second year of employment you are to
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recelve twenty thousand dollars ($20,000), and if the hotel 18 sold during the
third year of your employment, you are to receive thirty thousand dollars

(330,000)
(G-15—41)

On January 14, 1929, the board of directors of the Hotel Co.
approved a contract with De Witt dated January 1, 1929 (running for
20 years) at the annual salary of $15,000 and other considerations
such as, a suite of rooms, meals, entertainment expenses, etc , without
charge Ths contract also stipulated that De Witt was to receive 125
shares of the Hotel Co stock annually for the full 20 years The 2,500
shares of stock necessary to comply with this provision of the contract
was placed with the Guardian Trust Co , as trustee

The contract was practically a renewal of that of January 1, 1926,
except that De Witt was allowed to—

(G-15-41)

*# % #* devote portions of his time to other developments but only when
the same can be done without prejudice to the best interests * * *

A summary of all of the management contracts, etc, secured by
Theodore De Witt thereafter were.

. The Hollenden Hotel, Cleveland, Ohio, $1,250 per month
The Neil House, Columbus, Ohio, $1,000 per month
. The Maggower Hotel, Akron, Ohio, $625 per month
The La Salle Hotel, dhlcago, 111, $1,250 per month !
The Fenway Hall Hotel, Cleveland, Ohio, $166 66 per month
. The Lake Shore Hotel, Cleveland, Ohio, $8,500 per year !

(G-15-94-A)

In November 1930, De Witt was offered a chance to purchase a
hotel in Columbus, Ohio, the Neil House The company owning this
hotel had defaulted on its bond issue and had gone mto receivership
De Witt thereupon wrote a letter to Robmson outlining the deal that
had been oﬁ'ereg to him

At a meeting of the Hotel Hollenden Co Board of Directors on
December 1, 1930, 1t was—

(G-15-34)

pr%{)osed to form a holding company to which De Witt will transfer
18 entire mcome from the sald Neil House, also any and all capital stock 1n
sald Neill House which he receives

His entire salary which he receives from the Hotel Hollenden Co also all the
capital stock now or hereafter received, 1n said Hotel Hollenden Co

All tus income and stock from both the Main State Holding Co , of Akron, and
the Mayflower Hotel Co, of Akron The latter proposition providing the pro-
posed holding company assumes paying his obhgation of $150,000 to the Main
State Holding Co 1n payment of capital stock

Any and other 1ncome and/or remuneration which he receives from conneoc-
tions to which he devotes some portion of his fime 1n a business way

The Guardian Trust Co will transfer to said holding company 7,500 shares
common stock the Hotel Hollenden Co

De Witt would receive a salary of $20,000 from said holding company

The stock ownership of said holding company would be owned, 75 percent
by the Guardian Trust Co or 1ts nominee and 25 percent by De Witt

Said holding company would supply the $500,000 with which to buy the pro-
posed first mortgage leasehold bonds on the Neil House above referred to

This board 1s unammous in favor of the holding company set-up approximately
as above outhned

PO IR =

o 1 In recervership when contract was signed.
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On March 3, 1931, the De Witt Hotels Co. was formed and Theodore
De Witt was installed as 1ts president

(G-15-78)

On May 4, 1931, De Witt was appointed receiver for the Hotel
Hollenden, on which date the trustee filed a petition of foreclosure
of the mortgage securing the $2,000,000 bond issue

ReisuMt or DEMAND FOR SERVICES OF THEODORE DE WITT
(G-15-100-2, par 3, G-15-95, G—15-95—4)

The so-called “demand ” for De Witt’s services seems to be limited
to the Guardian Trust Co. or enterprises where the Guardian could
be influenced to put in additional capital and those where De Witt’s
employment in receivership was bought, as was done in the case of the
La Salle of Chicago, which he has since lost Robinson’s letter
recommending De Witt to the bondholders’ committee of the La Salle
(overlooking the personal interest of the Guardian i De Witt’s
employment) is amusing wherein he stated that

(G-15-95—4)

* * x The Hollenden was rehabilitated and was making progress 1n
hiquidating 1ts obligations when 1t was hit by the depression and forced into
recelivership * * *

The Lake Shore management deal 1s another example of where
De Witt seems to have In some measure bribed his way into the
receivership This is suggested in a letter dated December 24, 1931,
which he wrote to W R Green, Guardian Trust Co , vice president,
stating in part:

(G-15-97,p 1)

Please 1ssue a De Witt Hotels Co check for $335, made payable to myself,
and I will explain to you 1n person what this $335 1s going to be used for

De Witt’s apparent success in obtamning others to invest their
money in hotel enterprises seems to have been blocked in the Hotel
Winton (now Hotel Carter) negotiations, at which time he advised
Robinson

* * * (Confidentially, between you and me, if you could induce Norton
to foreclose on this property and to invest $200,000 additional capital and let me
take care of the operations of the property, we wi'l make a lot of money * * *

The Winton was taken over by the Prudential Lafe Insurance Co.
and 1mprovements made, but De Witt was not employed

The records indicate that the only one who benefited from the
Guardian Trust Co ’s attempt to conduct a hotel business was Theo-
dore De Witt It 1s mmconceivable that a man with his so-called
“miraculous” ability in hotel management could suffer so many fail-
ures (see De Witt Hotels Co section, also) over so short a period of
years (from 1925 to 1933)

Tae De Wirr Horers Co

Notwithstanding the tremendous losses already sustained by the
Guardian Trust Co. (and the New England Co ) in the “financing”’
of the Hotel Hollenden Co , the trust company (2 months before the
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recervership of the Hollenden in 1931) saw fit to become heavily
interested m other hotel projects, namely, the Neil House in Columbus
and the Mayflower Hotel at Akron, Ohio

In accordance with the proposal of the directors of the Hotel Hollen-
den Co on December 1, 1930, to control these ‘““investments”, the
De Witt Hotels Co was organized on March 3, 1931, its articles of
incorporation setting out as its purpose—

(G-15-59)

to”own, hold, manage, operate, and control hotels with the power to acquire by
purchase, lease, or otherwise real estate necessary and convenient for said purpose
and to sell, mortgage, lease, convey and acquire, and otherwise deal 1n shares of
capital stock, bonds, mortgages, personal property and securities in, upon, and
concerning hotels and hotel building securities, and incidental thereto; to acquire
hotel operating contracts and to receive the benefits of operating and management
contracts erther in corporate name or otherwise, and to contract with hotel man-
agers for the profits and benefits to be derived from management contracts and
to do all things necessary, convenient and incidental to said purposes

The company’s authorized capital is $500 represented by 500 shares
of common stock without par value, subscribed for by—

(G-15-52, 15-58)

STOCK EXCHANGE PRACTICES

Stockholders Shares Director and officer

The New England Co 492
H C Robmson 1 | Director
Theodore De Witt 1 | Director and president
Bydneg A Daws. 1 | Director
R P Bears. 1 Do
J A House 1 Do
A W Dean 1 | Director and vice president
R § Hal 1 | Director
W R Green 1 | Director and treasurer
H J Coates... Secretary

Total 500

(G-15-53)

At the first meeting of the board of directors held the day a contract
with Theodore De Witt was approved, the substance of which, in
proposal form, has already been set out.

On December 16, 1931, the balance sheet of the company disclosed

the company’s—

(G-15-56-1)
TOTAL ASSETS
Cashm bank.___ o $2, 776 08
Investments
$465,900 par the Neil House Hotel Co, first
mortgage leasehold 7’s_ . ___________.___ $442, 605 00
6,644 shares the Neil House Hotel Co common
stock . __________ 44,715 00
10,000 shares the Hotel Hollenden Co. common
stock . _ oo 1,202 32
1,000 ! shares the Main State Holding Co
capital stock. .. ... 100, 000 00
588, 522, 32
591, 298. 40

1 An additional 500 shares the Main State Holding Co was also subscnibed for by Theodore De Witt to

paid for out of hus salary contract
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The investments above, all of which were acquired under the terms
of the contract with Theodore De Witt, dated March 4, 1931, are
described as follows.

THE NEIL HOUSE HOTEL CO , $465,900 PAR FIRST MORTGAGE LEASEHOLD
7-PERCENT BONDS, $442,605

These bonds plus an amount of $34,100 sold, are the $500,000 par
value purchased under resolution of the board of directors of March
4, 1931:

(G-15-52,p 3)

* * » that in accordance with the terms of said contract with Theodore
DeWitt, this company purchase the entire 1ssue of the first mortgage leasehold
10-year 7-percent sinking-fund gold bonds of the proposed the Neil House Hotel
Co , Columbus, Ohio, amounting to a total par value of $500,000 and secured by
all of the real and personale&)roperty of said proposed company, or as much of
said 1ssue as 18 not subscribed for by others, as, if, and when the same are offered
for sale, at a price not to exceed 95 percent of their par value; that the treasurer
of this company be and 1s hereby authorzed and directed to negotiate and com-
plete the purchase of said bonds

Be 1t further resolved, That the president and secretary of this company be and
they are hereby authorized and directed to borrow from the Guardian Trust Co,
of Cleveland, Ohio, such a sum of money, not to exceed $475,000, as shall be
required for the purchase of the said bonds 1n accordance with the foregong
resolution, and to execute 1n the name and on behalf of this company, 1ts promis-
sory note as evidence of such indebtedness, for such period of time, and upon
such terms as may to them in their discretion seem advisable, and that said
officers are hereby authorized to pledge all of said bonds, for the purpose of
securing any moneys 80 borrowed; to endorse the same; and that said officers
are hereby authorzed to do all things and perform all acts necessary to the full
accomphishment of the spirit and mntent of this and the foregoing resolutions

Six thousand six hundred and forty-four shares of common siock,
$44,715, comprise 5,000 shares of bonus stock recerved 1n the purchase
of the $500,000 of bonds above, less 221 shares disposed of 1n the sale
of $22,100 of the bonds to former Neill House bondholders or a net
amount of 4,779 shares of bonus stock plus 1,865 shares of common
stock recerved 1n exchange for $186,500 par first mortgage bonds of the
Neil House. The $44,715 being the ‘“cost’’ of these bonds (belore the
exchange) to the company when on May 19, 1931, 1t agreed—

(G-15-51, G-15-94 ““0”’)

to assume and pay the habilities of Mr. Theodore De Witt to the Guardian Trust
Co. 1n the amount of $44,715 and accrued interést, and 1n so doing become the
owner of secunities pledged to the above-mentioned liabilities, which securities
are as follows Depository certificates of deposit represent $179,500 par value
first mortgage leasehold 6%&percent bonds of the Neil House, Columbus, Ohio,
also $7,000 par value of said bonds

(G-15-52,p 9

The Hotel Hollenden Co , 10,000 shares of common stock, $1,202 32,
was acquired under resolution of the board of directors on March 4,
1931, when the stock was purchased from the New England Co

The Mam State Holding Co, 1,000 shares of common stock,
$100,000, was acquired under resolution of the board of directors on
March 4, 1931, and 1 accord with agreement with Theodore De Witt.
of the same date reading 1n pari that the De Witt Hotels Co was—
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(G-15-53, p. 4)

To assume and pay off as hereinafter provided the indebtedness of party of the
second part for which the said 1,000 shares of the Main State Holding Co. have
been pledged at the Central Depositors Bank & Trust Co., Akron, Ohio, so that
saad stock so pledged together with any other collateral pledged for the same
purpose may be released to party of the second part, and so that said stock may
thereupon be endorsed and transferred to party of the first part; and to retmburse
party of the second part, as heremnafter provided, for all net cash outlay and
expense together with interest at the rate of 6 percent per annum thereon which
party of the second part has made or been subjected to in the purchase of said
:ﬁargs gf :ttzck so agreed to be assigned by party of the second part to party of

e first part.

(G-15-53, exlubit B, p 1)

The files of the Guardian Trust Co contain no record of any trans-
actions of Theodore De Witt with the Main State Holding Co other
than the management contract of De Witt’s dated April 2, 1931, set-
ting out the terms of the latter’s proposal of April 12, 1929, covering
the purcbase of the holding company’s stock.

(Exhibit 15-101-6)

However, the loan department records disclose that De Witt bor-
rowed from the Guardian Trust Co on July 31, 1929 (approximate
date of purchase of above stock) $30,000, which was paid off in install-
ments of approximately $3,000 per month.

(G-15-98)

The Guardian Trust Co.’s mnterest in the Neil House appears to
have been created through the salesmanship of Theodore De Witt,
who at the time was the receiver for the Neil House His attempts
at successful hotel managements seem to be limited to prospectuses,
as distingwmished from actual operating reports. His record of oper-
ation of the Hollenden fails to substantiate his reputation of a ‘‘super-
hotel manager’’ or the ‘“miracles” he wrought in putting the Hollen-
den on its feet, unless those subscribing thereto misunderstood the
significance of ‘‘red mnk” figures on accounting statements and reports.
From January 1925 when De Witt took charge of the Hollenden, the
operating deficit increased from $384,061 63 to $1,083,372 26 on
October 31, 1930, a net increase of $699,310.63, in the face of the
costly improvements to the hotel.

(G-15~94-a, pp- 1-4)

Notwithstanding this past record, De Witt succeeded in selling the
bank officers (House and Robinson) on the contents of his prospectus
letter of November 26, 1930, in which he estimated the annual earn-

s accrumng from this hotel to be $42,000 How far this actually
fell short can be seen from the reconcilement below.

RECONCILIATION OF EARNINGS DE WITT HOTELS CO.
(Estimated to actual)

In sharp contrast to the prospectus of Mr. De Witt under date of
November 26, 1930, to—
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(G-15-94-A, pp 1-4)
* * * bring to the Hotel Hollenden Co the following (annual) earmings

Columbus (Neal House) __ . _ e $42, 000
Akron (Mayflower) . o e eicceccane 68, 000
Saving 1n advertising - - eecccccac- 25, 000
Combined buying pOwWer . .. o oo oo ccccccccca——a 25, 000

160, 000

(G-15-56, pp 5 and 7)

The profit and loss account of December 31, 1933 (approximately
3 years), reflects the result of operations as follows:

Net loss 1981 . e $1, 243 42

Net profit 1932 .o e ceccmc———an 116, 997 11

Net loss 1988 . - e 24,137 06

Surplus Dec 31, 1933, .. o ccceccceccceen 11, 616 63
(G-15-56~7)

Balance sheet, Dec. 31, 1933

ASSETS

Cash 1n bank_ __ i ciccceccaa $166 44
Neil House Hotels Co
First mortgage L H and 7’s ($452,000 par) - ___.__________ 429, 400 00
Common stock, 7,074 shares__ - e 46, 275 03
Hotel Hollenden Co common stock, 10,000 shares___.______________ 1,202 32
Main State Holding Co common stock, 1,075 ghares___ . _________ 107, 500 00
Payments on the Main State Holding éo capital stock__._..________ 10, 937 50
595, 481 29
LIABILITIES
Notes Payable
The Guardian Trust Co oo oo 471,781 32
The First Central Trust Co. v o oo oo 28, 750 00
Vendor's e . o oo e 66, 250 00
Acerued SRIATY - - e e 14, 583 34
Capital stock. .- - e ecccmiceol 500 00
Surplus paid . - o cemcmmeeeos 2, 000 00
Profit and 1088 . - - o oo e 11, 616 63

595, 481 29

It will be seen that the Guardian Trust Co through its loans, etc , to
the De Witt Hotels Co. has an interest in the latter, at present, of
approximately $475,000 without considering the trust company’s
additional interest (including approximately $2,000,000 charged off)
in the Hollenden Hotel Co (loans and advances) of approximately
$2,500,000.

CONDITION OF HOTEL OPERATING COMPANIES
(G-15-98, G-15-100—4 and 7, G-15~101-1)

All three of the hotel operating subsidiaries of the De Witt Hotels
Co. are at present in financial difficulties, the Neil House and the
Mayflower facing the problem of reorganization or refinancing, with
the Hollenden hopelessly insolvent

1 Includes $4,687 50 ncome on management contracts a{)phed on stock of the Marn State Holding Co
? Includes $6,260 income on management contracts apphed on stock of Maimm State Holding Co
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NEGOTIATIONS OF THEODORE DE WITT TO PURCHASE THE DE WITT
HOTELS CO

Since the closing of the Guardian Trust Co. and due to the financial
embarrassment of the De Witt Hotels Co , the management fees from
the various hotels of which De Witt is the manager are being retained
by him for the reason—

(G-15-100-2, p 3)

* % * that the Guardian Trust Co cannot render to me that service con-
templated by our original plan * * * based upon the Guardian Trust Co.
financing hotel projects in which I could obtain management contracts * * *

On July 11, 1933, De Witt offered—

(G-15-100-5,p 4)

* * * topurchase the De Witt Hotels Co stock for a consideration of $25,000
cash * * * f the hiqudator 18 willing to conmder * * * plan for the
Neil House * * * refinancing

On October 11, 1933, F. R. Hanrahan, liquidator, accepted the

above offer—
(G-15-100-6)

* * * gubject to the approval of I. J Fulton, superintendent of banks, Recon-
struction Finance Corporation, National City Bank, and the necessary approval
of the common pleas * * *

(G-15-100-6)

Mr. Hanrahan accepted this agreement, however, with the provision
that the Neil House bonds were to be refunded and the De Witt
Hotels Co note due the Guardian Trust Co. be partially hiquidated.

(G-15-100, pp 9-13)

The approvals referred to have since been secured by the liquidator
and the sale is expected to be consurmmated by him at an early date.

INQUIRIES OF BONDHOLDERS, HOTEL HOLLENDEN CO. BONDS

During 1924, before the Guardian took control of the Hotel
Hollenden Co , there had been—

(G-15-38-A,p 1)

¥ * * g great deal of rumor from time to time about the Hollenden

situation * * ¥
(G-15-38-A)

circulated; and this became the basis for inquiries from bondholders
and their representatives. From the correspondence it appears that
these letters were replied to by various officers of the Guardian Trust
Co From the tenor of the replies the attitude of the bank in “lulling”’
the bondholders into ,a sense of security is readily apparent.

(G-15-38-B, p. 1)

On Aprl 3, 1925, Mr, Emerson of Hyney, Emerson & Co. (co-
underwriters) wrote the Hotel Hollenden Co. calling attention to the
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nonreply to his letter of February 7, mn which letter the hotel coml;any
was notified—

that the annual audit of your company for the year of 1924 would be due on
March 1, 1925, 1n accordance with the trust indenture.

Mr. Robinson, as vice president of the Guardian Trust Co., replied
to the second letter, when he stated that—

(G-15-38-B, p 2)

You know the mtuation as well as any one We did not go to the expense of
employing a certified public accountant to make an audit of the Hollenden books
for the year ending December 31, 1924

The company lost approximately $180,000 for the period. The Guardian
Trust Co , trustee, has advanced carrying charges for ground rent, interest, and
taxes Furthermore, 1t has advanced certain sums of money to rehabilitate the
property and put 1t on a better earning basis

It 15 our conclusion you ouglt to satisfy those owning Hollenden bonds who
are your customers when inquiries are made without presenting a formal audit
which, of course, I suppose they are entitled to under the terms of the bond 1ssue.

The more quiet we can keep the real situation hele, 1n reference to the secunity
back of the bonds, the better 1t will be for all persons interested in the long run.

On April 10, 1925, Mr. Robinson wrote to L. B. Foote giving in
the letter his

¥ % * )dea of answering the inquiry of Arthur J. Straus Co

of April 8, by stating that—
(G-15-38-C)

b We gave every reason to believe that the $75,000 due June 1 of this ‘year will
e pal

Mr Robinson made this reply notwithstanding his knowledge
that the net loss for 1924 of $185,000 (operating only—without
congidering the deficit for 1923 of $63,633 37) more than wiped out
the company’s total invested capital of approximately $135,000.
The deficit reflected by the books of the hotel company at December
31, 1924, was $384,061 63 (See inquiry of Aug 27, 1925, below.)

(G-15-38-D)

It seems from a letter of H C Robinson’s under date of April 21,
1925, the Guardian was forced to do some explaining as to its position
in the Hotel Hollenden At least Mr Robinson was consistent in
his attempt to mislead the person making the inquiry by attempting
to conceal the Guardian Trust Co’s stock interest (through its
officers being trustees of voting trust) in the hotel company, which
in October 1925 became a direct stock owmership Ii the tragic
phase of the bank’s course could be overlooked, the following para-
graph of Mr Robinson’s letter might be considered humorous.

(G-18-38-D)

* % * The affairs of the Hollenden Hotel Co are admimstered by a board
of directors that takes independent action on all matters pertaining to the hotel
management and the Guardian Trust Co does not interfere 1n any course of
action which the directors of the hotel determine to be just and proper You
can readily see why this distinction 18 mamntained, not only because 1t 18 a legal
one but also because as a bank we could not afford to be diawn into corporate
matters where we sumply acted as trustee If we did permut ourselves, as a
banking 1nstitution, to be influenced 1n all cases where we acted as trustee for
this or that kind of an enterprise we would be 1n difficulty more or less all the time,

176541—34—pT 18—10
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On August 27, 1925, H. C Robinson replied to an inquiry of the
Ohio Savings Bank & Trust Co , stating that—

(G-15-38-A, p 6)

$75,000 of the first mortgage bonds matured on July 1, and were promptly
paid and undoubtedly other maturities will be cared for in the same manner by
the hotel company
(G-15-91-1)

At the time this letter was written, the sinking fund account shows
that although the Guardian Trust Co. had paid these bonds at
maturity, the hotel company had only paid into the fund $45,000, the
balance of $30,000 not Eavmg been paid until September 5, 1925.

The files of the credit department of the bank contain a memo-
randum under date of January 9, 1926, instructing that—

(G-15-38-F)

* * * Anyinquiries regarding Hotel Hollenden Co and until further notice
to be referred to Mr Robinson in whose files all recent data are kept

From this memorandum and the fact that thereafter all reples to
inquiries were answered by him, it appears that Mr. Robinson assumed
the complete job of “stallmg” the bondholders. In these replies he
consistently stated that—

(G-15-38-J, p 2)

*# ¥ * The Hotel Hollenden Co has not published any financial statement,
:;)1.1[111; ittl(l)asl promptly taken care of all 1ts obligations and, 1n our opinion, will con-
ue 0 80

or that—
(G-15-38-H, p 2)

The hotel company has been meeting interest and principal maturities of the
bon(}; 1ssue promptly * * but refuses fo 1ssue a financial or earnings state-
men

lies of the above nature persisted until as late as April 1931,
less tﬂan a month before the fiing of the foreclosure petition and the

appointment of the receiver on May 4, 1931 It be noted also
that as late as March 13, 1931, Mr Robinson had the temerity to
advise the American State Bank of Saginaw, Mich , that—

(G-15-38-T)

The Hotel Hollenden Co 1s following 1ts usual policy of not giving out any
figures with reference to 18 operations and that 1t has taken care of 1ts 1nterest
and principal payments promptly when they became due *

The falsity of the statements relating to payments by the company
of bond maturities, interest, etc, are rea(f,lly apparent, but this
breach of trust on the part of the trustee and the brazenness of the
wrniter to withhold the operating and financial statements 1s unfor-
givable 1n the face of the indenture which specifically states that the
company shall furmsh the “trustees and * * * bankers”,
which was done.regularly—
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(G-15-8-30)

* % * ynthin 60 days * * * after the close of each calendar year,
full audits and reports * * * covering the operations of the company for
the * *t* * preceding fiscal year, showing * * * the financial condition
of the company as of the close of such year, and its assets and habilities, gross
earnings, and expenses

The fact that the Guardian Trust Co acted as trustee, banker, and
as the sole stockholder of the hotel company, and H. C. Robinson as
vice president of the Guardian and president of the hotel company
only adds to the ridiculous or ludricrous nature of the above replies.
Why so many of the bondholders’ representatives (bond houses,
banks, etc ) accepted the explanation as to the nonpublication of state-
ments is a mystery.

FIRST NATIONAL BANK OF BAY CITY, MICH
(G-15-38-L, p 1)

As early as March 10, 1927, the above bank (a member of the under-
writing syndicate group) requested information of a ‘‘recent nature”’
as to the Hotel Hollenden bonds—in reply to which they were advised
by Paul H Sihler, manager of the bank’s bond department, that—

(G-15-38-L, p 2)

* * * we regret that we have no statement from which we can quote any
figures as this company 1s not giving any statements out and we are therefore
unable to comply with your request on this specific pont * *

On April 18, 1927, the First National Bank of Bay City, Mich,
wrote the Guardian requesting—

(G-15-38-L, p 3)
* * * your opinion concerning the Hotel Hollenden 6%%-percent bonds, as
to thewr posation, security earnings, ete *
Again the bond department manager replied and after endeavor-
ing to put over some of the usual salesmanship advised—

* * * that this property 18 being looked after and that the interest of the
bondholders * * * are being guarded to the fullest extent

In the next sentence (llustrating how these interests were being
guarded), he told the bondholder a deliberate lie in stating—

* * * There 18 no earning statement available and we cannot therefore
comply with your request for this information *

On lépl'ﬂ 19, 1927, the Bay City Bank again wrote the Guardian
Trust Co askmg if—

(G-15-38-L, p. 4)

* * * the sinking fund requirements have been hived up to promptly and has
there ever been any doubt a,s to the ability of the hotel company taking care of
the different maturities *

to which the bond-department manager replied that—

(G-15-38-L, p. 6)

The sinking fund requuements and the interest have been met promptly and
all maturities falling due have been met in the past We do not expect that any
change will take place 1n this direction 1n the future As stated to you before,
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this 1ssue has the best sponsorship possible, 1e, the Guardian Trust Co of
Cleveland We think we have had an enviable record in looking after this
property and do not beheve that anything will oceur which will 1n any way affect
this past record

(G-13-38-L,p 7)

From the correspondence record of the Guardian Trust Co it
seems that the Bay City Bank did not again make inquiry until June
25, 1930, when more information was requested. Mr Robinson
answered the letter and stated-

(G-15-38-L, p 8)

* % * The Hotel Hollenden Co is following a poltey which 1t adopted several
{ﬁ&rﬁ at,glo o’{ ngt g:vmg out financial statements pertaiming to the operation of
e ho .

After havin%vi'eceived the notice of default, the Bay City Bank, in
a letter dated May 4, 1931, asked to be advised, in view of the prior
information furnished—

(G-15-38-L,p 9)

* * *% what provisions have not been fulfilled

Furthermore, we notice that $525,000 has been paid off, but $483,483 13 had
been advanced by yourselves, as trustee, for the purpose of payment of taxes
and ground rent 1t would seem to us that this bond 1ssue should have gone into
detault a long time ago, because funds used to pay the principal of the bonds
should have been used to Fay taxes and ground rent  From the report, prineipal
had been paid beginning June 1, 1925, or 6 years ago, and 1if the bonds had been
allowed to go 1nto default at that time, conditions would have been far different
than they are now, and the deal could have been worked out We would also
lhike to know the responsibihty and integrity of the men representing themselves
as the bondholders’ protective committee = We are certainly not impressed with
the method of handling this deal in the past We would also hike to know what
authonity you, as trustee, had 1n advancing money as outlined 1n the notice

dated May 11.
(G-15-38-L, p 10)

R. C Lee, assistant vice president, replied to the above letter
supplymng the desired information 1n a general way.

(G-15-38-L, p 12-29)

Since this time the Bay City Bank filed a claim against the Guardian
Trust Co , which 1s still pen

During the course of handling the claim, Mr Thompson (of Thomp-
son, Hime & Flory) attorneys for the Guardian Trust Co , had occasion
to state in his letter of December 10, 1931, to the attorney for the

Bay City Bank, that—
(G-15-38-L, p 25)

*# * ¥ ] am thoroughly convinced that no officer of the Guardian Trust Co
had any knowledge on this point until some years after the deal was closed I
am quite confident that some of the officers acting in this matter in May 1923,
did not know anything about the purchase price until the fall of 1931 > * *
Mr. Thompson (senior pariner of one of the leading law firms in
Cleveland and held 1n high esteem mn this locality) could not have been
1n possession of all the facts when he made this statement as from the
records of the bank, it is next to impossible that the officers could
escape knowing the facts surrounding the purchase of the Hotel
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Hollenden, for the reason that the purchase was made through the
medium of accounts at the Guardian Trust Co, in the following

manner:
(G-15-2, G-15-65-2, G-15-69-1)

1 The total purchase price under contract between the Hollenden Hotel Co.
and Herman Mack dated May 8, 1923, was $1,726,000

2 The option of $100,000 under this contract was paid by Herman Mack with
““official check no 225848”’ of the Guardian Savings & Trust Co dated and
charged to Mack’s account on May 7, 1923

(G~15-68-1, G-15-68-2)

3. The balance of the purchase price of $1,626,000 (plus prepaid
charges of $50,000) was paid by a certified check of the Hotel Co. on
the Guardian Savings & Trust Co from the proceeds of the issue of
bonds sold on June 15, 1923. We were unable to secure the original
certified check from the Hotel Co. (it being lost or mislaid) but were
able to secure a copy of the auditor’s slip at the bank reflecting the
certification

(G-15-49-3)

In view of the fact that the funds covering the purchase had been
disbursed through the Guardian Savings & Trust Co. and that Messrs.
H. C Robinson and Alexander Taylor in their joint appraisal report
of May 23, 1923, stated—

* * * Wearefambhar with the terms of the 99-year lease coveringthe * * *
property * ¥ ¥
(G-15-2)

the position taken by Mr. Thompson appears untenable, the lease
setting out the purchase price.

(G-16-65-3)

Further evidence of the knowledge of the officers of the Guardian
Trust Co of this purchase price of the hotel is contained in a resolu-
tion of the executive committee on May 8, 1923 (the day Mack
posted his option) to approve—

The loaning up to $100,000 to the Interstate Hotel Co , Chicago, Il , in con-
nection with said company’s proposed purchase of the Hollenden Hotel property,
18 left 1o the president and first vice president Robinson with power to act.
and the following excerpt from a letter received by the Guardian
Trust Co. on June 14, 1923:

(G-15-102-6)

I would advise that I have just learned from apparently reliable source that
this 1ssue of bonds amounting to $2,000,000 1s upon a property which has changed
hands within 2 or 3 months at $1,700,000 I regard such a transaction as an
exercise of bad faith T cannot refrain from saying that 1t 1s singular conduct on
the part of the able appraisers who have fixed a value on the Hollenden Hotel
property at figures several times beyond the recent selling price of the same

Warter H. SEYMOUR, Senior Examiner.

. This report based upon prelimjnagrreport and complete investiga-
tion by Committee Examiner A. S. Cranston.
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Mr Pecora. Mr. Meehan, did you see a copy of another report
made by Mr. Seymour, entitled “The Guardian Trust Company—
Loans from Reconstruction Finance Corporation”?

Mr. MegraAN Yes, sir.

Mr Pecora. Do you know whether that report is here, or where
it now is?

Oflﬁlir. MEeeraN. That report is also in the Government Printing
ce.

Mr Pecora. Did you recognize it to be a copy of a report made by
Mr Seymour based upon his investigations conducteci) under your
immmediate supervision?

Mr. MeermaN, I did

Mr. Pecora Mr. Chairman, I offer that report in evidence,
together with the exhibits referred to therein.

enator CosTiaaN. The report and exhibits offered by committee
counsel will be received in evidence.

(The report entatled ¢ The Guardian Trust Company—Loans from
Reconstruction Fimance Corporation ", together with exhibits referred
to theremn, both of which are now at the Government Printing Office,
were recelved in evidence and are to be marked ¢ Committee Exhib:t
No. 20, May 3, 1934, and are as follows )

ComuvitreEE Exmisir No 20—May 3, 1934

(The report comprising this exhibit, together with the exhibits
referred to therem, both of which are now at the Government Print-
ing Office, will be mserted by the Government Printing Office in the
record at this point )

Mr Pecora Mr Meehan, do these reports that have been re-
ceived m evidence this morming, and which comprise 20 in number,
include all the reports setting forth the results of mvestigations of
the practices and methods employed in the Guardian Trust Co, of
Cleveland, Ohio, mn the direction not only of its own affairs but the
affairs of subsidiary corporations?

Mr MEEHAN &¥es; of the Guardian group of Cleveland, Ohio

Mr Pecora Mr Chairman, I think that is all that I have to
offer today If it will suit the convenience of the subcommittee to
hold a session tomorrow I will be prepared at that time to present
reports similar in character and form to these but relating to the
Union Trust Co, of Cleveland, Ohio, and its affihates and sub-
sidiares

Senator CosTiGaN The subcommittee will now adjourn subject to
call by the chairman

(Thereupon, at 11.35 am , Thursday, May 3, 1934, the subcom-
mittee adjourned subject to the call of the chairman )
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FRIDAY, MAY 4, 1934

UNITED STATES SENATE,
SuBcoMMITTEE OF THE COMMITTEE ON
BaNKING AND CURRENCY,
Washangton, D C

The subcommittee met at 10 30 a m , pursuant to call following
adjournment on yesterday, in room 301 of the Senate Office Building,
Senator Duncan U Fletcher presiding

Present Senators Fletcher (chairman) and Adams

Present also: David Saperstein, associate counsel to the committee,
and Frank J Meehan, chief statistician to the committee

The CralRMAN The subcommittee will come to order, please.
Mr. Saperstein, you may proceed with the matter that you want to
present this morning

Mr SapersTEIN Mr Charman, I should hike to place upon the
record this morning the reports prepared by our examiners and ac-
countants 1 Cleveland, under the direction of Mr Meehan, in rela-
tion to the Union Trust Co , together with the exhibits which support
those reports Those exhibits have already been placed in the Gov-
ernment Printing Office, and consequently will not be physically
produced here this morning However, I should hke the record to
indicate that they will be submitted in evidence

The CratrMAN The reports refer to the exhibits so they may be
clearly understood, as I understand

Mr SarersTEIN The reports being submitted this morning refer
to the exhibits, now at the Government Printing Office Each exhibit
has a letter and a number indicating the corresponding letter and
number appearing on the report. That is, a letter and a number
appear opposite the paragraph or paragraphs in the reports which
relate to the particular exhibits

The CrairMAN Very well It will be understood that the exhibits
are offered and received at the same time the reports are offered and
received in evidence

Mr. SarersTEIN. I will ask Mr. Meehan to take the stand again.

TESTIMONY OF FRANK J. MEEHAN, NO. 215 EAST FOURTH STREET,
BROOKLYN, N.Y.; CHIEF STATISTICIAN TO THE COMMITTEE

Mr. SarersTEIN. Mr. Meehan, in addition to the reports which
were introduced in evidence on yesterday referring to the Guardian
Trust Co , of Cleveland, Ohio, were there also prepared by the investi-
gators and accountants of the staff under your immediate direction

8119
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8nh(11 s?upervision, reports relating to the Union Trust Co , of Cleveland,
0

Mr. MeruaN. Such reports were prepared and are now in my
possession,

Mr. SaprersTEIN. How many such reports are there?

Mr. MeEmaN. There are 22 such reports.

Mr. SarersTRIN. And are those the reports which I have here
before me, with the exception of those numbered 15 and 19, the only
copy of each of which 1n now at the Government Printing Office;
which reports relate to the Union Trust Co. of Cleveland, Ohio?

Mr. MegrAN. Yes

Mr. SarersTEIN. They were prepared by the investigators and
accountants of the committee under your supervision?

Mr. MEgmAN. Yes.

Mr. SapersTEIN. Now I have a report——

Senator ApaMs (interposing). Cannot they all be identafied, prac-
tically in the form of a group, without having to go through the
individual indication as to each report?

Mr SapersTEIN That could be done.

Senator Apams. That 1s merely an mquiry made in order to save
time. If it 1s preferable that 1t should be done the other way, of
course, I have no objection

Mr. SarersTEIN I suppose that could be done, Senator Adams,
except that I think the committee’s record ought to show the titles
of the respective reports, so that the exhibits may be related to the
particular title under which they may fall.

Senator Apams I was simply thinking of saving time. There
was no question as to whether you mught not inquire about the fact
as to how the reports were made, and have them marked as exhibits,
as to each indiwgua.l report, and have it understood that 1n each case
it was prepared under the immediate direction of Mr Meehan

Mr. gAPERSTEIN. I think that can be done very readily

The CrairMaN You may proceed to present the reports and the
exhibits that are to accompany them.

Mr SarersTEIN Mr Meehan, I show you a report entitled
“Union Trust Co , Cleveland, Ohio—Summary ’’, and ask you whether
you can identify it as being a report prepared by members of the staff
of investigators and accountants of the committee, under your imme-
diate direction and supervision.

Mr. MeeaaN Yes; this 1s the report so prepared

Mr SarersTEIN I ask that the same wi]f be received in evidence,
I,)oﬁg_lether with the exhibits which are now at the Government Printing

ce

The Caarrman The report and exhibits will be received in evidence
and appropriately marked by the committee reporter.

(The report entitled “Union Trust Company, Cleveland, Ohio—
Summary”, together with the exhibits now at the Government
Printing Office relating thereto, were received in evidence and marked
“Committee Exhibit No 1, May 4, 1934”’, and are as follows-)
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Comurirtee Exuisir No 1, May 4, 1934
UNION TRUST CO., CLEVELAND, OHIO

SuMMARY

In the individual reports covering the various phases of our investi-
gation into the affairs of the Union Trust Co , we have submitted in
detail the history and facts regarding the respective subjects We
shall endeavor in this report to summarize as briefly as we can the
main facts as disclosed by our investigation

(Report re Corporate History)

The corporations making up the Union Trust Co group are the
followin,
Union Trust Co
Union Cleveland Corporation
Union Lennox Co
P A Frye Co
Akers-Folkman Co
Cleveland & Boston Co

The Union Trust Co was organized in 1920 by a consolidation of
the Furst Trust & Savings Co and the Citizens Savings & Trust
Co Ithasacombined capital of $35,000,000 consisting of—

O T QO =

014,000 shares, $25 par value each. o . o oo e $32, 850, 000
BUrPIUS . e o o e mcm—————— 12, 150, 0600
Total capitahization.. . . oo e 35, 000, 000

The Union Cleveland Corporation was organized in July 1929, as
the security affiliate of the bank. Each bank stockholder has Union
Cleveland Corporation stock to the amount of one tenth of his bank
stock, ownership being evidenced by endorsement on his bank stock
certificate

The Union Lennox Co. is a wholly owned subsidiary of the bank
and was formed to hold title to the main bank building.

(Report re Corporate history)

P. A. Frye Co. is also a wholly owned subsidiary of the bank and
was used to manage, operate, and dispose of the foreclosed properties
turned over to it by the bank.

The Akers-Folkman Co. was another wholly owned subsidiary and
was simply a travel agency bureau.

The Cleveland & Boston Co. is owned 62 percent by the bank and
was formed to be a holding company for assets taken in the foreclosure
of the Cleveland-Akron Bag Co.

MANAGEMENT

The management policies of the Union Trust Co. were dictated by
a small group of men. Chief among these men was the bank’s first
president—Joseph R. Nutt—later elected chairman of the board.

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



8122 STOCK EXCHANGE PRACTICES

Others associated with Mr. Nutt in the domination of the bank’s
policies were:

Wilbur M Baldwn, president

George A Coulton, vice-president

Frank H Ginn, director

Kenyon V Painter, director

Otto Miller, director

As we have pointed out in our ‘ Van Sweringen loan” report, there
is very little doubt that the affairs of the Union Trust Co. were
dictated by Mr. Nutt, and, too, that there is very little doubt but
that the policies and acts of Mr. Nutt were, n a great measure,
influenced and dictated by the Van Sweringens.

(Minutes of directors’ meeting, pp 1040, 1045)

Certamn of the directors of the Union Trust Co, being entirely
“fed up” with the domination of the bank’s affairs by this group,
rebelled Although the minutes of the bank do not show the true
reasons, the dissenting directors forced the resignation of Joseph R.
Nutt as chairman of the board on May 24, 1932, to be ‘effective as of
gu.ne 30, 1932 Mr Joseph R Kraus was elected chairman on that

ate.

Later in 1932, these dissenting directors insisted upon a thorough
examination bemg made of the Union Trust Co Thereupon, three
of the directors were appomted to conduct this examination, viz:
E P Lenihan, R C. Norton, and R T King

These directors completed their examination early in 1933 and sub-
mitted their report to the board of directors. The report is filled with
criticism of Messrs Nutt, Baldwin, Carlson, U P, Painter, et al,
and the conduct of each. We have a complete copy of this report

(T-1)

Shortly after arriving in Cleveland and after having read the
*“Lenihan report”, the writer attempted to contact Mr Lenihan to
discuss with him certam aspects of the report Mr. Lenihan was out
of town; but the writer succeeded 1n obtamning an mterview with Mr.
Robert C. Norton instead He 1s one of the partners of Oglebay-
Norton & Co , engaged 1n the steel busmess

Attached is a memorandum of the mterview between Mc¢ Norton
and the wrniter Mr. Norton corroborated what we have already
pointed out in this report and what we pomnt out and substantiate in
practically every single report written in connection with the investi-
gation of the Union Trust Co .

That the management of the Union Trust Co was dominated by
this small group of men. Messrs Nutt, Baldwin, Carlson, Ginn, et al ,
and that behind this group, at all ttmes, was the influence of the Van

Sweringens.
(Report re Compensation to officers)

The salaries of the principal officers of the Union Trust Co. were as

follows:

B T T $50, 000
J R Kraus. oo edcc e mmceacaa———— 50, 000
W M BaldWin. .o —————— e m e 50, 000
G A CouwltOn . oo cccmcccccccccmmccamec—ccccmacaan 50, 000
Allard Smath. o o e cccccmcccmm——m——————— 40, 000
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FAILURE OF THE UNION TRUST CO
(Report re Finanecial condition, 1929-33)

Opinions have been orally expressed in and around Cleveland by
certain indivaduals, as in Detroit, that the closing of the Union Trust
Co mm Rartlcular and the Cleveland banks 1n general was due to ‘*‘a
political plot”’ and to the “Michigan bank hohday ” These charges
are grossly untrue The failures of both the Union Trust Co and the
Guardian Trust Co were not the result of the ‘“Michigan holiday”’,
*The national bank holiday ", or any sudden disturbance of economic
conditions; nor were they caused by any ‘“plot”, political or other-
wise The failure of the Union Trust Co was the result of unsound
banking practices over a period of years

(Report re Financial condition, 1929-33)

The reasons for the failure of the Union Trust Co. may be summa-
rized as follows

1. Heavy investment in real estate owned.

2 Bad loan policy.

(a) Excessive concentration of loans to the Van Sweringen and
Eaton interests

(b) Loans to officers, directors, and their affiliated corporations

(¢) General loans.

(d) Real pstate loans

3. Poor investment policy.

4 Inadequacy of reserves for losses.

5. Bad dividend policy in the face of impaired capital.

6 Rapid decline 1n deposits.

7. Exhaustion of ability to borrow.

(Report re Financial condition, 1929-33, p 5)

1 Redl estate owned.—Even prior to 1929, more than 50 percent of
the bank’s capital and surplus was invested in real estate. In Janu-
ary 1929 this investment represented 50.3 percent of the total capital-
ization, and by January of 1933 the figure had grown to 57 7 percent.
In this one item of ‘‘Real estate owned’’, the Union Trust Co. had
invested almost $18,000,000

(Report re Fimancial condition, 1929-33, p 9)

Although the bank owned considerable real estate in addition to the
main bank building, it did not pursue a conservative policy of setting
up provisions for physical depreciation for each year on its books,
other than depreciation on the main bank building. However, on its
Federal income tax returns the bank did take the benefit of such de-
preciation on all its properties, regardless of the fact that it was not
recorded on the bank’s general books. As of December 31, 1932, the
accumulated amount of depreciation reported on income tax reports,
and not recorded on the books, was $747,941.86,

We 1ntend to point out later in this report the fact that the bank did
not write off sufficient amounts each year as a reserve for losses. The
net effect of those failures to record the true facts was an inflation of
the assets on the statements of the bank and an annual inflation of
the earnings statements.
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(Report re Financial Condition, 1929-33, p 20)

2 Loans —The percentage of total loans to total deposits, exclusive
of trust deposits, was as follows:

January 1929 _ __ _ ____ oo
March 1931 . __ .. ...

December 1932
January 1933 __ . ________.__.__

(Report re Financial Condition, 1929-33, p 20)

From March 1931 to December 1932 the deposits of the bank
dropped in the amount of $123,000,000, while the loans for the corre-
sponding period dropped only $70,000,000. Even as long ago as
March 1931, there were $43,000,000 of unsecured loans open on the
books of the Union Trust Co.

(Report re Financial Condition, 1929-33, p 15)

On December 20, 1932, the total nonaccrual loans were $23,000,000,
3n1(} by January 20, 1933, had increased by more than another milhon
ollars.
(Report re Financial Condition, 1929-33, p 13)

The loans to directors and officers and their affihated corporations,
exclusive of the loans to the Van Sweringens, totaled-

January 1929 e eecmmnea $15, 000, 000

March 1981 _ Lo 34, 000, 000

January 1988« o e —————— 30, 000, 000
(Report re Financial condition, 1929-33)

The relation of real-estate loans to total loans was as follows:

Date Total loans | Real-estate loans 1;?:?;:;
Jan 28, 1929. $220, 346, 080 63 476,846,359 10 U9
Mar 27, 1931 222, 808, 076 90 74, 168, 24 333
Dec 20, 1932 162, 404, 226 63 66, 429, 477 43 43 6
Jan 24, 1933 161, 821, 516 89 66, 157,760 91 435
Correspondingly, reserves for losses on loans were as follows:
Jan 25, 1929 e cecmeccasmcm—mmm—m———————— $404, 335 42
Mar. 27, 1931._. 360, 440. 59
Jan. 20, 1988 e me e emm—em——————————— 1, 196, 389 07

3. Investmenis.—Monthly schedules were submitted to the officers
and directors of the bank showing in detail the securities and invest-
ments of the Union Trust Co. Pencil notations appear on these
schedules, indicating the shrinkage of the market value of these invest-
ments from the ﬂﬁu.res at which they were carried on the books. The
following shows the amount of this shrinkage, according to the bank’s
own records, and the reserve being carried to offset the losses
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(Report re Fiancial condition, 1929-33, p. 21)

Shrinkage 1n
Date Imvestments | Keserve carried
July 1932, $16, 500,000 |  $3,801,487 15
September 1932___. 15, 000, 3,819, 553 97
January 1933 18, 000, 000 3,704,071 92

In their December 1932 report to the board the directors’ examining
committee pointed out:
(U-1-39)
A schedule of all investments held by the bank was priced according to market

values on all hsted securities, and where no market value was available an est:-
mated value was given

(U-1-39)

On our books, total $40,276,013.45; market value, $23,856,-
913 40; shrinkage, $16,410,100 05; reserve for investment variation
$3,704,071.92

(U-1-40)

Also in this same report the committee pointed out the results of
a ‘“privately a.r:ra,ngedp deal” which had been handled by W. M.
Ba.lcfw'm, resident of the bank. This deal was regarding bonds of
the Van Sweringen Co. owned by the bank and was made possible
by Mr. Baldwin’s close relationship with the Van Sweringens. How-
ever, like practically all deals involving the Van Sweringens, the bank
came out second best and lost money on the transaction. The
committee, in its report, states:
In looking over the securities held by our securities and mnvestment department
out attenfion was drawn to $200,000 Missouri-Pacific Raillway convertible 5%
ercent bonds on our books at $119,000, and having a market value of $16,500.

pon further questioning, we found that these bonds came to us on an exchange
of securities upon which the committee desires to comment further.

(U-1-40)

The committee then traces the events that actually happened
and sets out the losses, following through with what the results would
be if the remaiing securities should be sold and setting out the
further losses. In comparison with this the committee reviews what
should have transpired had Baldwin not “privately arranged” the
deal, and shows that the bank suffered a greater loss of $209,221.37
than it would otherwise have suffered. The committee then con-
cludes with the statement.

(U-1-40)

It is enndent that the best interests of the bank were not served when this
exchange was negotiated

(Report re. Financial History, p. 8)

Duwvidend policy—In the face of the shrinkage in value of its invest-
ments and the Jarge uncollectible loans which were standing on the
bank’s books, the board of directors voted large dividends year after
year. The dividend rate of the Union Trust Co from 1921 to 1927
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was 10 percent The rate was changed in 1927 to 12 percent and con-
tinued until 1932 when it was reduced to 8 percent From 1921 to
1932 the Trust Co has paid cash dividends of $27,904,750

WINDOW DRESSING
(Report re Window Dressing)

While considering the facts regarding ‘‘window dressmg’ prac-
tices carried on by the Union Trust Co , it might be well to bear one
very important point in mind, ie, that these ‘‘window dressing’
transactions were consummated prior to the ‘‘call’’ dates This sup-
ports the conclusion that notice was given to the Union Trust Co.
sufficiently in advance to permit the officers to negotiate the trans-
actions necessary to carry out their desires.

In order to aid the Trust Co. to publish a report showing a good
liquid position, the Van Sweringens, 1n 1931, were prevailed upon to
“Jend” $10,000,000 of United States Government securities to the
Union Trust Co through one of their corporations, namely, the
Van Sweringen Corporation These bonds were ‘““loaned’ for “‘win-
dow dressmg’ purposes only, and the “loan”’ was reversed 9 days
after it was made.

(Report re Window Dressing)

The bonds were in the possession of J. P. Morgan & Co. and were
bemg held by them for safekeeping. The “window dressing” trans-
action was arranged by letter agreements, by which the Trust Co.
agreed to purchase the bonds from the Van Sweringen Corporation,
crediting a special checking account of the latter with the purchase
price, and Eledgmg the bonds as security for the ‘““deposit ”’ Actu-
ally, the whole transaction was handled through book entries, phys-
ical possession of the bonds not changing hands, nor was there any
exchange of cash.

(Report re Window Dressing)

Another method of “window dressing’’ employed by the Union
Trust Co was the sale of loans under repurchase agreements. In
September 1931 the Union Trust Co. sold to certain New York
banks, through the facility of repurchase agreements, various loans
for which the Trust Co. received cash totaling almost $12,500,000.
When the statement of condition of the Trust Co. was published,
“Total loans’’ was reduced and the item ‘‘Due from domestic corre-
spondent New York banks” was correspondmgly increased. How-
ever, the contingent liability of the Trust Co , due to the repurchase
agreement, was not shown,

VAN SWERINGEN LOANS

As we have stated previously in this report, one of the chief causes
of the ultimate failure of the Union Trust Co. was the excessive con-
centration of loans to the Van Sweringen interests

(Report re Van Swernngens, p 11)

The loans due the Union Trust Co. from the Van Sweringens and
their controlled companies may be summarized as follows.
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Commercial and collateral loans__.__________________________ $11, 412, 908 54
Mortgage loans . _ o e 772, 064 57
Land contraets_ .- - . 1, 000, 000 00
Total . . e 13,184,973 11
Interest delinquent to May 1, 1933 _____.__ 1, 089, 045 83
Total. o e 14, 274, 018 94

At times during the past few years the loans to some one of the
mdivadual companies or to the Van Sweringens themselves exceeded
the legal limits of the bank’s loaning powers When this was ques-
tioned by the State examiner, the bank sumply arranged to transfer
part of the loans from the name of one of the Van Sweringen com-
panies to the name of another company

(U-119)

Certain of the directors and senior officers had reahzed the unsound-
ness of so great a concentration of loans and had complamed. On
December 10, 1931, Mr D L Johnson, a director of the bank, wrote
a letter to Mr Crawford, secretary of the bank, dissenting from the
making of any more loans to the Van Sweringens and asking that hus
dissent be noted on the bank’s minutes

(Minutes of Directors’ Meeting, p. 971, 987)

The record of the minutes shows this dissension Mr Johnson
again dissented from another loan to the Higbee Co (a Van Sweringen
corgoratlon) on December 8, 1931; but the loan, nevertheless, was
made

Early n 1932 Mr Johnson was not reelected to the board of
divectors of the Umion Trust Co

(Report re Van Sweringen Loans, p 7)

However, sentiment among some of the directors was so strong that
no more loans should be made to the Vans, that an unsecured loan to
the Daisy Hill Co was refused in the main office This refusal in the
mam office did not prevent the loan from being made, however. It
ivga.s made through the terminal office on the oral approval of Mr.

utt

(Report re Van Sweringen Loans, pp 20-25)

In 1930, the Van Sweringens had borrowed every dollar from the
Cleveland banks that it was possible for them to borrow. In October
of 1930 they found 1t necessary to make large additional borrowings.
Accordingly, arrangements were made to borrow from J. P. Morgan
& Co $39,500,000, but to do this substantial collateral had to be
pledged Every bit of collateral securing the loans made from the
Cleveland banks was sorely needed if those loans were to be adequately
secured. The Union Trust Co. was trustee for the other Cleveland
banks which had participated 1n these loans and as such was responsi-
ble for the collateral However, the Vans needed help and the Union
Trust Co. supplhed 1t Practically all of the collateral having any
market value was released from the Cleveland loans and given over
to the Van Sweringens to pledge against the loans they were receiving
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from J. P, Morgan & Co and this switch was evidently done without
the knowledge of the other participants.

LOANS TO DIRECTORS
(Report re Loans to Directors)

‘When the bank closed in February 1933 the directors were indebted
to the bank in the amount of $8,148,788 38 Due principally to sale
of collateral, these loans have been somewhat reduced since the bank
has been in liquidation However, there still exists $6,129,491 36 of
unpaid loans made to the directors. Many of these loans will suffer
very large losses

If the laxity of effort to collect and reduce these directors’ loans
had existed in all loans, the results would have been disastrous. Un-
doubtedly, the directors, because of their being directors, were given
undue leeway in making and in repaying their loans.

(Report re Panter Loan)

Painter loan —When the Union Trust Co. closed on February 25,
1933, Mr K V Painter, a director, was indebted to the bank in the
amount of $3,000,000—an ndebtedness that has never been repad.
Mr Panter has been a director and a member of the executive com-
mittee for more than 10 years

Our investigation discloses that virtually all of this indebtedness
resulted from unlawful collusion between Painter, Baldwin, and
Carlson, for the purpose of wilfully misapplying the moneys, funds,
and credits of the bank for the direct use, benefit, and advantage of
Painter, and indirectly for the use, benefit, and advantage of Baldwin
and Carlson Recently, Messrs. Baldwin and Painter were indicted
bg the Common Pleas Court of Cleveland for their acts in regard to
the Painter loans

(Report re Painter Loan)

In substance, the general scheme of operation was as follows:
Painter would convey to the bank certain real-estate holdings, lease-~
holds, and real-estate equities together with certain unhsted and un-
known stocks of doubtful worth, all to be held by the bank 1n trust as
collateral security for future borrowings Subsequently, Pamter
would execute his demand note, or notes, for sums averaging about
$300,000 each These notes would not immediately be recorded on
the bank records for their face amounts and like credits passed to
Painter’s account, but mstead would be withheld by Baldwin or
Carlson and used only at such times and 1n such amounts as would be
necessary to avoid an overdraft in Painter’s personal account

By this arrangement, each note was recorded as constituting a
series of loan transactions rather than as one independent borrowing.
Furthermore, such irregular procedure was decidedly beneficial to
Pamter, in view of the fact that at no time was he required to pay
mterest on any unused portion of his loans He also enjoyed a
preferential interest rate on his loans, being charged a lesser rate of
interest than other borrowers were required to pay
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(Report re: Painter Loan)

The loans to Painter began in July of 1930 and continued until
October 1931. All of the funds were used to purchase the stock of
the Union Trust Co in an effort to maintain the market. Baldwin
handled all of the transactions for Painter—arranging the loans and
purchasing the stock. Whether Baldwin was acting for himself as well
as Painter we do not know

However, the advances to Painter ceased rather abruptly in Oc-
tober 1931. Obviously, Baldwin had no intentions of extending
further credit to Painter, as is evidenced by a $300,000 note of
Painter’s dated August 31,1931, having an unused balance of $235,000.
Upon the note there 18 an unsigned notation: ‘No more advances.”

(Report re: Painter Loan)

We do not know who insisted uﬁon there being ‘““no more advances”’
to Painter, but whoever it was, he, at the time, had more authority
than the bank president. However, Baldwin and Painter were not
to be prevented from obtaining more money. Although the loans to
Painter at the Union Trust Co. were undercollateralized, Baldwin
released collateral of $315,000 and arranged a loan in the name of
Painter at the Chemical Bank & Trust Co. of New York.

(Report re: Loans to Mather)

Loan to William G. Mather.—Among the largest of loans to directors
were those made to Wiliam G. Mather. On June 15, 1932, Mather
owed six different banks a total of $2,500,000. He is indebted to the
Union Trust Co. for a direct loan of $857,523.99. In addition, the
trust company has loaned Otis & Co $725,000 because of Mather’s
being a director of the trust company and prominent in the Otis &
Co. group of companies.

(Report re: J. P Harris Loan)

J. P. Harris Loan.—There seems to be little doubt that J. R. Nutt
was directly responsible for a loss of over $165,000 being suffered b
the Union Trust Co. because of loans made by the bank to J. P.
Harris, formerly a vice president.

Mr. Harris had been operating a rather active brokerage account
at a local broker’s office. Evidence in our possession seems to indi-
cate that this brokerage account was probably a joint account belong-
ing to Messrs. Nutt and Harris and that it was being managed by
the latter. At any rate, the account was collateralized by certain
stock which belonged to Mr. Nutt. The brokerage firm finally
insisted an additional collateral, and upon the instance and approval
of Mr. Nutt a loan was arranged at the Union Trust Co. in the name
of J. P. Harris. Mr. Nutt loaned additional stock to Mr. Harris
and then approved this loan from the bank in the amount of $263,000,
the proceeds of which were used to pay off the brokerage account.

No payments were made on the loan, and on January 3, 1934, the
liquidator of the Union Trust Co. sold the collateral at public auction,
the bank suffering a loss of $165,056.61.

175541—384-—pT 18——11
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Subsequently, the superintendent of banks has filed an action
against Mr. Nutt to recover the amount of this loss, Mr. Harris
having gone into voluntary bankruptey.

LOANS TO OFFICERS AND DIRECTORS OF OTHER BANKS

(Report re Loans to officers and directors of other banks)

The Union Trust Co loaned a great deal of money to officers and
directors of other Cleveland ba.ni; Many of these loans should
never have been made and obviously were made mostly as a matter
of business policy

There is one loan of $68,000 to J. Arthur House, president of the
Guardian Trust Co Mr House was indebted to practically every
bank in Cleveland, including his own bank, and is now ‘““broke” and
cannot make any payments on his loans The Union Trust Co. also
loaned $18,000 to Mr Monks, senior vice president of the Guardian
Trust Co , the collection of even a part of which is doubtful

However, the Guardian was not the only bank represented F.H
Hobson, vice president of the Cleveland Trust Co, still owes the
Union Trust Co $55,000 Two directors of the Cleveland Trust Co ,
Belden Seymour and M J Mandelbaum, owe $38,000 and $110,000
respectively

UNITED MILK PRODUCTS CORPORATION
(Report re  Umited Milk Products Corporation)

In 1925, Mr Nutt was given the opportunity of purchasing at
8100 per share 25,000 shares of the preferred stock of a newly formed
milk company—United Milk Products Corporation. Mr. Nutt,
not desiring to take up all this stock himself, allotted portions of his
option to his friends, to outside customers of the bank, and to the
individual trust estates of the bank He personally approved and
arranged loans from the bank at 100 percent of the value of the
collateral in order to bring about these purchases

Trading accounts were maintained in the name of C. W. Carlson
for almost 2 years after the original issue.

Subsequently, Mr. Nutt, and probably most of his friends did the
same, disposedy of the greater part of his holdings. No warning was
given to the small investor, and he was “‘left’’ holding the stock, with
the market on the stock having dropped very badly. The Union
Trust Co. still has several loans unpaid with the principal collateral
being the stock of United Milk Products.

(Report re: United Milk Products Corporation)

The charge has been made repeatedly that Mr. Nutt and his
associates organized this company for their own personal gain.

CORRIGAN-MCKINNEY STEEL CO.
(Report re  Corngan-McKinney Steel Co )

In May 1925, J R Nutt was instrumental i the formation of a
corporation known as the McKinney Steel Holding Co., which pur-
chased control of the McKinney Steel Co. For the purchase by the
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McKinney Steel Holding Co of a certain block of McKinney Steel
Co stock, Mr Nutt received a commission of $130,000, which,
although turned over to the bank by Mr Nutt 7 months after he had
received it, has been a transaction causing very much dispute and
discussion

(Report re Corngan-McKinney Steel Co)

Mr. E. S Burke, owner of 13% percent of the stock of the McKinney
Steel Co, approached Mr. Nutt and offered the latter a 2 percent
commission pr Mr. Nutt would arrange the sale of Mr. Burke’s block
of stock. E. S. Burke, in his agreement with Mr. Nutt, insisted
that the commission was to be paid to Nutt personally.

(Report re Corrigan-McKinney Steel Co )

In accordance with the plan worked out for the sale, the McKinney
Steel Holding Co. was formed and issued its $7,250,000 par value
preferred stock for the 13% percent stock interest of McKinney Steel
Co., then owned by Burke. Burke then entered into an agreement
with the Union Trust Co. to sell to the bank the entire issue of
McKinney Steel Holding Co. preferred stock at $6,500,000. From
this $6,500,000, Burke paid the $130,000 to Mr. Nutt, and evidently
it was from the participation of the Union Trust Co. instead of Nutt
in the transaction that the other directors felt the commission be-
longed to the bank and not to Nutt personally. This preferred stock,
which was purchased at 89 655 percent a share, was finally sold by
the bank to the public at $100 per share

(Report re  Corngan-McKinney Steel Co)

We have heard rumors expressed around the bank that Mr. Nutt
eonsidered this $130,000 as a personal transaction and that it did not
belong to the bank—an opinion that was not shared by the other
senior officers and directors. According to these rumors, Mr. Nutt
refused to turn the $130,000 over to the bank, but on the other hand
was afraid to take it himself, with the result that he held the check
for 7 months before he turned it over to the bank. Mr. Nutt claims
this is all untrue and that he always considered that he was acting as
president of the Union Trust Co. 1n this transaction and that he did
not “hold”’ the check at all, but turned it over to the bank immed-
ately. Further, Mr. Nutt statés that it was a personal check of Mr
Burke’s that he had and turned over to the bank. Actually, Mr.
Burke purchased Union Trust Co. official check no. A-83106 in the
amount of $130,000, payable to the order of J. R. Nutt, and that
check was dated May 16, 1925, but not credited to income on the
bank’s books until December 24, 1925.

(Report re: Cornigan-McKinney Steel Co )

We have carefully reviewed the files and records of the Union Trust
Co. and can find no reference whatever showing that this check was
turned over to the bank prior to December 1925 Messrs Nutt and
Baldwin have both written letters to the liquidator attempting to
explain this 7-months’ delay. The open attitude expressed in these
letters might be disarming 1if it were not for the facts as we have pre-
sented them in our detailed report. To a man such as J. R. Nutt,
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accustomed to making important decisions frequently and quickly,
it does not appear reasonable or creditable that it would take 7
mwonths for him to decide whether he should keep the commission or
turn it over to the bank. It does appear, however, that J. R. Nutt
would like to create the impression of a magnanimous gesture,
whereas the elapsed time would indicate the contrary and after much
indecision
(Report re. Corrigan-McKinney Steel Co.)

In 1930, the Union Trust Co., in participation with several other
banks, arranged a loan of $25,000,000 to the Cleveland Cliffs Iron
Co. in order that the Iron Co. might purchase the McKinney Steel
Co stock. No payments have ever been made on these Cleveland
Cliffs Iron Co.loans. The Union Trust (f)articipation was $3,387,500.

In renewal of the loans to Cleveland Cliffs Iron Co., the Union
Trust Co. charged certain commissions for the renewals. As a result
of these commissions, usury was paid by the Iron Co. Subsequently,
in December 1933, the Iron Co. forced the Trust Co to pay back the
$145,000 of usury An officer of the bank testified in court that it
was known when the commissions were being charged that it was
usurious.

UNION CLEVELAND CORPORATION

(Report re Union Cleveland Corporation)

The Umion Cleveland Corioratlon, as the security affiliate of the
bank, engaged in many stock and bond issue underwritings. Very
little of this participation was as the sole underwriter, and in prac-
tically all cases the corporation was a participant in ‘‘Banking
groups”’ formed by one of the large New York financial houses. In
order to carry on its operations the affiliate consistently borrowed
from the Trust Co. In October 1933, the corporation had a deficit
of almost two million dollars and was indebted to the bank in the
amount of an additional five million.

The details of this corporation’s affairs are outlined fully in a
report titled ‘“Union Cleveland Corporation ”’

The corporatipn did not actively trade through any pool partici-
pation in the stock of the bank.

Union Cleveland Corporation tax evasion.—The General Code of
Ohio levied, in 1930 and 1931, a personal-property tax upon the assets
of corporations such as the Union Cleveland Corporation. Taxable
under this code were such assets as cash, accounts receivable, invest-
ments (stocks and bonds), etc. However, the securities representing
Ohio corporations were exempt from this taxation.

The Union Cleveland Corporation was, because of the nature of
its business, in possession of large investments in the stock of out-of-
State corporations and, therefore, would be subject to a substantial
tax. The Union Trust Co. as a bank was not subject to this tax,

rincipally, we assume, because by law the Trust Co. was prevented
rom owning the stocks

In order to avoid this taxation the Union Cleveland Corporation
would, on December 30, sell the taxable securities to the Union
Trust Co. for cash. As the cash itself was taxable, the corporation
would then pay the amount of the cash it had received to the Trust
Co in reduction of its ever-existent loans. This transaction allowed
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the Trust Co. to show on its published statement an increase in
“Investments” and a decrease in ‘“Advances to_subsidiaries”, and
a.]flowed the Union Cleveland Corporation to avoid a large payment
of tax.
The followi.n%lis a comparison of the tax the corporation paid to
it s

the amount ould have paid, in the years 1930 and 1931:
Amount ac- A t of
Year l‘aglﬂtlg; tax paid.
1630 $64, 244 04 $27 69
1931 76,786 82 |_ccueenmeaneen

Warter H SEYMOUR,
Senior Examiner

Mr. SapersTEIN. I now hand you a report entitled ‘“The Union
Trust Company—Corporate History”’, and ask you whether that is a
report made by the investigators and accountants of the staff, under
your direct supervision,

Mr. Meeran. It is,

Mr. SapersTEIN, Mr. Chairman, I offer the report in evidence,
together with the exhibits now at the Government Printing Office,
which support the report.

The CuarMan. The report and exhibits will be received in evi-
dence and appropriately marked.

(The report entitled “The Union Trust Company—Corporate
History ", together with exhibits to support same but which are now

at the Government Printing Office, are received in evidence and
Eﬁroked) “Committee Exhibit No. 2, May 4, 1934, and are as
wE:

Commirree Exmieir No. 2, May 4, 1934

CorroraTE HisTORY
COMPANIES INVOLVED
1. The Union Trust Co., Cleveland, Ohio.

AFFILIATED COMPANY

2. Union-Cleveland Corporation, Cleveland, Ohio.

SUBSIDIARY COMPANIES, 100 PERCENT OWNED

Union Lennox Co., Cleveland, Ohio.
P. A. Frye Co., Cleveland, Ohio.
Akers-Folkman Co., Cleveland, Ohio.

Cr oo

SUBSIDIARY COMPANY OWNED THROUGH CONTROL (62 PERCENT)

6. Cleveland & Boston Co., Cleveland, Ohio.
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THE UNION TRUST CO.
(U-82)

Reference is made to exhibit entitled “The Union Trust Family
Tree’ showing the development and growth of the two constituent
companies

(U-83, minutes of stockholders’ meeting, pp 1, 2)

The Union Trust Co was organized December 31, 1920, by con-
solidation of the First Trust & Savings Co. and the Citizens Savings
& Trust Co. (both Ohio companies). The capital stock of the Union
Trust Co. was the combined capital of the two institutions, namely,
$13,333,333 33 divaded into 133,333% shares of $100 each

(U-84, minutes of stockholders’ meeting, pp 20, 21)

On January 17, 1921, the Woodland Avenue Savings & Trust Co.
and the Broadway Savings & Trust Co were consohdated 1n the name
of the Union Trust Co. with an authorized capital stock of not less
thz:\.il1 $14,833,333 33 divided into 148,333% shares of par value of $100
eac

(Minutes of meeting of board of directors, pp 32, 33, 34)

On March 11, 1921, the authorized capital stock was increased
from $14,833,333.33 to $22,250,000 and to stockholders of record
March 14, 1921, a 50 percent stock dividend of 74,166% shares
($7,416,666 67) was declared and distributed. There was concur-
rently an entry made transferring from sm(—lplus account to capital
account the par value of shares so distributed.

On December 31, 1921, $375,000 was transferred from undivided
profits account to surplus account making the surplus $11,125,000.

(U-85)

On April 17, 1926, the consolidation of the State Banking & Trust
Co. was effected and accordingly the capital stock of the Union
Trust Co. was increased by $600,000 to $22,850,000 and surplus
increased by $625,000 to $11,750,000, and on January 8, 1927, the
surplus was increased by $400,000 to $12,150,000 making & combined
figure of capital and surplus of $35,000,000, which figure remained
unti] the bank closed

(U-86)

On August 3, 1929, the stockholders of the Union Trust Co. ap-
proved a “plan and agreement’ which had been’ submitted to them
by the directors to form a security affiliate and to reduce the par
value of the bank stock.

(Minutes, stockholders’ meeting, pp 786-790)

The par value of the Union Trust Co. stock was reduced from
$100 to $25 per share. As a result of this reduction in par value,
914,000 new shares were exchanged for 228,500 shares then out-
standing  The split-up of bank shares, the plan stated, was made to

o increase the number of stockholders.
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(Minutes of a meeting of the board of directors, p. 764, U-86)

Bank shares are today being recognized for their investment character and
possibilities, and the smaller umts which we now propose to create should enable
maﬁy of our friends and customers, who may not now be stockholders, to become
such.

The security affiliate, the formation of which was approved by the
fltoclzkholders, was Union Cleveland Corporation. It was formed to
eal—
(U-86)

To a large extent 1n stocks which the bank 1s unable lawfully to handle

At the time of the closing of the bank in February 1933 there were
approximately 4,250 stockholders

UNION CLEVELAND CORPORATION
(U-88)

The Union Cleveland Corporation was organized on July 24, 1929,
a8 a security and investment company to be owned by the stockholders
of the Unton Trust Co

(U-89)

The Union Trust Co.’s stockholders are the owners of the Union
Cleveland Corporation, as investment company affiliate. By individ-
ual subscription, the bank’s stockholders supplied the capitalization
of $2,285,000 for the company in direct proportion to their stock-
holdings in the bank Each bank stockholder has Umon Cleveland
Corporation stock to the amount of one tenth of his bank stock, owner-
ship being evidenced by endorsement on his bank stock certificate.

(U-874)

Thus, ownership of the investment company was identical with
that of the bank; its executive control was vested in the bank’s
gﬁrelcf:torate, and its affairs were, in effect, part and parcel of the bank
1tself.

This corporation was organized ‘‘for the orgamzation and operation
of a securities and investment company”, and took over the major
portion of the business of the bank’s bond department

The plan and agreement which was approved by the stockholders
at their meeting on August 3, 1929, vested the voting control of the
Union Cleveland Corporation in five “voting trustees,” all of whom
were directors of the bank and some of whom were officers of the bank,
By the terms of this agreement these voting trustees were given the
ight to name the officers and the management, and direct the oper-
ations of the corporation, and in case of the resignation of any trustee
to even elect his successor. As provided in the agreement:

(U-87C)

The trustees and/or such other persons as they may designate shall constitute
the first board of directors of the Securities Co  This board will name the officers
and management and will direct the operations of the Securities Co  The charter
regulations and bylaws of said corporation will be as determined by the trustees.
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THE TRUSTEES

Messrs H G. Dalton, G. W. Grandin, Wairen 8. Hayden, Wm. G. Mather
and J. R. Nutt have been suggested by the officers, approved by the board of
directors of the bank, and have agreed to act, as trustees under this plan and the
agreement herein referred to. There shall be five trustees Any trustee ma;
Tesign at an}y; time and in case of any vacancy in the number of trustees it s!
be filled with the trustees remaining No person shall be named a trustee who
shall not be an officer or director of the bank and any trustee who shall cease to
be a director or officer of the bank shall also cease to be a trustee hereunder. The
trustees shall be under no liability whatever for their acts or the acts of others.
The trustees in all cases may act by a majority of their number either at a meeting
or by writing with or without a meeting

THE UNION LENNOX CO.
(U-90, U-~900C)

The Union Lennox Co. was incorporated May 9, 1922, in the State
of Ohio, with 1,000 shares of no par value. On May 11, 1922, a
stated value of $200 per share was declared. The Union Trust Co.
accepted 995 shares of stock for warranty deed and transfer to Union
Lennox Co ownership in fee and leasehold to certain properties on
which it was proposed to build the present bank building, and also
a stock of structural steel and supplies to be used in its proposed
building constructions.

(Minutes of stockholders’ meeting, Jan 8, 1925)

On January 1, 1925, the capital stock of Union Lennox Co. was
reduced from $200,000 to $100,000 No resson for such a change
has been determined.

P. A. FRYE CO.

(U-91, U-92)

The P A. Frye Co was incorporated May 23, 1930, for the pur-
pose of buying and holding, leasing and dealing generally in real
estate, land contracts, leaseholds, etc. Its real function, however
was to manage, operate, and/or dispose of foreclosed properties turned
over to it by the Union Trust Co.

The authorized capitalization was 50 shares of no par value and
the Union Trust Co. subscribed to all of the stock for $5,000 or $100
per share,

THE AKERS-FOLEMAN CO.

This comiany was incorporated June 8, 1919, with an authorized
capital stock of $10,000. The amount subscribed was $1,000, all
subscribed by the Union Trust Co or its nominees. The actual
amount paid in was $100.

This company was wholly owned by the Union Trust Co. and dealt
in the purchase and sale of steamship tickets and transportations,
the reason for its formation being to assume this class of service
and remove the bank from a direct participation in a nonbanking
enterprise.

(U-93)

The capital stock of this company was sold on October 30, 1933,
to Mr. .ﬁ)seph Folkman for $75. The minute books are in the
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hands of Mr. Folkman and they are not deemed of sufficient impor-
tance to review in connection with the corporate history.

THE CLEVELAND-BOSTON CO.
(U-94, U-95)

This company was organized in Ohio on Qctober 9, 1928, to be the
holding company for the assets taken in foreclosure from the Cleveland
Akron Bag 80. It was capitalized at 500 shares of no par value, the
value of which was declared to be $100 per share. The Union
Trust Co.’s proportionate share represents 53 eighty-fifths of the
balance of $740,183.88 remaining unliquidated as of December 31,
1931. The other 32 eighty-fifths is owned by the followin%i

The Central United National Bank, Cleveland, Ohio, 15 eighty-fifths;
the Bank of Manhattan Trust Co., New York, N.Y., 17 eighty-fifths.

The Union Trust Co. was trustee, along with Isaac H. Orr on
$2,000,000 first mortgage, 15-year 8-percent sinking fund gold bond
issue of the Cleveland Akron Bag Co. and subsidiaries, dated April 1,
1921, which was eventually foreclosed, and the Cleveland-Boston
Co. represents the assets taken at the foreclosure.

Warter H. SEYMOUR,
Senior Examiner.

This report based upon preliminary report and complete investiga-
tion by Committee Examiner Fran?z‘ril. lgnsign.

Mr. SarersTEIN. Next, Mr. Meehan, I hand you a report entitled
*The Union Trust Oomﬁf:ly and Affiliated Companies—Nature of
Business and Financial History”, and ask you if that report was
made by members of the staff of the committee under your immediate
direction.

Mr. MegHaAN. It was.

Mr. SapersTEIN. Mr. Chairman, I offer in evidence the report, as
well as the exhibits supgcgit.ing the report, which exhibits are now in the
Government Printi ce.

The CHAlrRMAN, The report and exhibits will be received and
appropriately marked by the committee reporter.

?The report entitled ‘“The Union Trust Company and Affiliated
Compsanies—Nature of Business and Financial History”, together
with exhibits now at the Government Printing Office, were received
in evidence and marked “Committee Exhibit No. 3, May 4, 1934,”
and are as follows:)

Commirtes Exmisit No. 3, May 4, 1934

Nature or BusiNness aNp Financiar HisTorY
THE UNION TRUST CO.
(U-82)

The banking institution known as the Union Trust Co. was the
result of a series of 30 separate consolidations and mergers, The
original bank (Bank of Commerce) was organized in 1853. The
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rincipal business of the Union Trust Co. was conducted at the main
ank institution.

At the time the bank was closed there were 22 branches operating
in the city of Cleveland and suburban districts. The company was to
operate a general banking business within the limitations prescribed
in its charter and has been under the supervision of division of banks,
State of Ohio. The wide latitude covered in the business career of
the Union Trust Co. will be noted from the business activities of the
various affiliated and subsidiary companies. After the formation of
these various companies and the withdrawal of that particular line of
activity from the ga.nk ’s regular business it finally evolved itself into
the situation where its business consisted principally of general com-
mercial banking and the management of trust estates and the neces-
sary operations attached to foreclosure of real estate properties.

The bank’s activities have been very intricate and involved, and
the various phases which ultimately brought about the closing of the
bank and its liquidation will be discussed under separate subjects.

The business affairs of the Union Trust Co. were directed by a
board of directors consisting of 60 prominent business men in the
c;ti{ of Cleveland. The affairs of the bank, however, were practi-
¢ ’Iy dominated by a small group of men

here are several officers and directors who have served the bank
since its organization in 1920 and who have been actively interested
in its management. In the course of our examination the following
names recur many times, and in connection with many phases of the
bank’s operation W. M Baldwin, George A. Coulton, Frank H.
Ginn, Joseph R. Kraus, J. R. Nutt.

With the exception of J. R. Nutt, who resigned in May 1932 (May
24 to be exact), these men have been active in the bank from 1920
until the time of its closing During this entire period they have
held the most important positions and it is believed that they practi-
cally governed the management of the Union Trust Co.

(U-98)

It will also be noted later, covering the operation of the Union
Cleveland Corporation, that these men were active in its affairs from
its organization up to the time of the closing of the bank.

The main bank building is a very imposing institution and is a part
of a building 20 stories 1n height. e banking space used by the
Union Trust Co. occupied the first three floors and the actual banking
floor is reputed to be the largest of any bank in the world.

The financial transactions, except as to certain subjects, have not
been traced prior to 1929.

(Minutes of stockholders’ meeting, pp 20, 21)

The capital stock and surplus of the Union Trust Co. at the time
of its organization in 1920 consisted of capital stock in the amount of
$13,333,333.33, and its surplus $10,750,000.00. Total, $24,083,333.33
The capital between 1920 and December 31, 1932, has been increased
through the purchase of the various banks taken into the organization
and by a contribution from undivided profits to surplus account and
by a stock dividend to $35,000,000.
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(U-98)

A stock dividend of $7,416,666.67 was declared in 1921, which
amount was appropriated from surplus and undivided profits at the
time of the declaration. This left remaining in undivided profits at
this time $129,736.60.

(U-96-A)

The profits from operation before any write-off for depreciation in
value of securities for the period from 1921 to 1932 inclusive have
amounted to $49,342,949.17

(U-97)

Cash dividends of this same period have amounted to $27,904,750
It should be noted that the total amount of cash dividends exceeds
the total amount of cash invested by a very substantial amount
Dividends from 1921 to 1927 were paid at the rate of 10 percent.
The rate in 1927 was changed to 12 percent and continued until 1932
when it was reduced to 8 percent. An analysis of undivided profits
from January 1, 1928, to December 31, 1932, shows that while the
earnings were substantial in these 5 years, the undivided-profits
account has been decreased, in the amount of $606,160 07, through
%)a.yment of dividends and amounts appropriated for a reserve for
osses

The Union Trust Co was closed by the superintendent of haaks
of the State of Ohio on February 28, 1933 Shortly after, from the
cash reserves on hand, a 5 percent dividend was paid to depositors
Subsequent thereto, from proceeds received from the Reconstruction
Finance Corporation, a further dividend of 35 percent of the balance
of the account was paid, making a total dividend to depositors since
the closing of the bank of 40 percent.

From February 28 to June 15, 1933, the bank was operated under
a conservator aﬁ)pointed by the superintendent of banks It being
apparent that the bank could not reopen and that the only solution
was a liquidation of its assets, a liquidator was appoinfed by the
superintendent of the banks on June 15, 1933, and has been 1n charge
of its affairs since that date

All pertinent matters pertaining to the closing of the bank and the
eventual appointing of a liquidator are discussed under separate
headings

UNION CLEVELAND CORPORATION
(U-88)

Union Cleveland Corgoration was organized July 24, 1929, under
the laws of the State of Ohio with an authorized capital consisting
of 228,500 shares having no par value The purpose of 1ts incorpora-
tion was simply to carry on the business of deahng in secaurities
which the Union Trust Co could not legally do

(U-88, U-100, U-101)
The 228,500 shares of its capital stock were given a stated value

of 810 per share and were set up on the books of the corporation as:

Caprtal L e m———————————— $2, 000, 000
Paid 1n surplus. - o ceac e ———————— 285, 000
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On August 20, 1929, the Union Trust Co. sold to the Union Cleve-
land Corporation stocks and bonds in the amount of $407,202.51
Among other investments made by the corporation were purchases
of 6,072 shares of the Union Trust Co. stock from April 11, 1930, to
June 13, 1930, ostensibly to maintain a market in the Union Trust Co
stock For this and other financing the Union Trust Co. loaned
large sums of money, which illustrates how, under the guise of an
affiliate, the bank maintained and supported the market with its own
stock and with its own money. This matter will be discussed under
a separate subject.

(U-102)

Another of the activities of this corporation was the acquiring of
the stock of the Chagrin Falls Banking Co. The purchases of this
stock began in September 1929 and extended through November
1929; all at $650 a share. It will be noted that this period of time
extends beyond the stock market decline of October 1929 with the
price of $650 still being maintained. This is true in spite of the fact,
the apparent book value of the stock in Segtember 1929 (the 23d) was
$365 92 This subject, too, will be covered fully in a separate report.

The operations of the Union Cleveland Corporation from its incor-
poration in August 1929 to December 31, 1932, showed the following

results
Year
1929 (8-20 to 12-31), 1088 o v e m e m— e $50, 290. 65
1930, profit. ..o e eccccccmmcomccem————— 311, 687. 80
1931, 1088 . e ecccccmcccccccmam—a—- 23, 577. 75
1932, 1088 e icmcccee 165, 784, 99
Total profit for period.. - - - oo 69, 034 41
(U-99)

In 1931 securities were written down to a market value at December
29 in the amount of $1,517,748.14. Further adjustments in 1932
followed, and the corporation showed a deficit at December 31, 1932,
of $1,960,999.14. There was owing to the Union Trust Co. on Decem-
ber 31, 1932:

Becured e dcccceeeaa $2, 214, 008, 79
Unsecured. ... oo eecceccccccccccecrocme————- 993, 426, 64

Represented in the above figures is the investment in the Chagrin
Falls Banking Co of $757,423 98, which is regarded by the bank
examiner as being a total loss.

The Union Cleveland Corporation rented space from the Union
Trust Co. in the same building, and, to all appearances, operated as
if it were part of the bank. Rental was paid for space until 1932 and
apparently this charge has been waived since that time.

The corporation has handled for the bank many security dealings,
refinancing companies which were debtors of the bank, and has
absorbed %rom time to time some of the investments of the bank.

Various activities of the Union Cleveland Corporation will be dis-
cussed as separate subjects.

Attention is called to the following extract of the articles of incor-
poration of the Union Cleveland Corporation.
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(U-88)

No contract or other transaction between the corporation and any other
corporation and no act of the corporation shall in any way he affected or invah-
dated by the fact that any of the directors of the corporation are pecuniarilv or
otherwise interested 1n, or are directors or officers of, such other corporation;
any director individually or any firm of which any director may be a member,
may be a party to, or may be pecumarily or otherwise interested 1n, any contract
or transaction of the corporation, provided that the fact that he or such firm 1s
80 Interested shall be disclosed or s have been known to the board of directors
or a majonty thereof; and any director of the corporation who 18 also a director
or officer of any such other corporation or who 18 so 1nterested may be counted 1n
determining the existence of a quorum at any meebing of the board of directors
of the corporation which shall authorize any such contract or transaction and
may vote thereat to authorize any such contract or transaction with like force
and effect as if he were not such director or officer of such other corporation
or not so interested.

THE UNION LENNOX CO
(U-108)

At the time of the incorporation of this company the Union Trust
Co. accepted 995 shares o? stock for warranty deed and transfer to
Union Lennox Co., ownership in fee and leasehold to certain properties
on which it was proposed to build the present bank building, and
also a stock of structural steel and supplies to be used in the proposed
building constructions.

(Minutes, meeting of stockholders, p 36 to 40, inclusive)

On January 8, 1922, there was authorized a loan of $6,500,000
from the Northwestern Mutual Life Insurance Co. of Milwaukee,
Wis., to be secured by first mortgage on building equipment, the loan
to be for 20 years at 5% percent per annum, payable semiannually.
It was also agreed to give the insurance company the assi ent of
the lease to the Union Trust Co for the building as additionaj security.
This lease 1s dated January 31, 1923, and is between the Union
Lennox Co., lessor, and the Union Trust Co., lessee.

(U-104)

The records of the Union Lennox Co. show that $6,300,000 was
the actual amount of money received from the mortgage and that
the first repayment on the principal was made January 30, 1925
the amount of $300,000. g‘hereafter, a similar amount was pad
every year until at December 31, 1932 there remained a balance due
on this loan of $3,900,000.

The books of the Union Lennox Co. were opened on May 10, 1922,
by an entry setting up capital stock $1,000. On July 10, 1922, there
is an entry setting up on the books cost of real estate, leaseholds, and
contracts taken over from the Union Trust Co. in the amount of
$4,942,070 59 and the credit is capital stock issued for the same
amount

From July 10, 1922, to June 28, 1923, the capital stock account
shows additions as the result of advances and payments made by the
Union Trust Co The total amount appearing in the capital stock
account on June 28 was $9,560,000. On June 29, 1923, there appears
a journal entry transfe $4,616,929.41 from the capital stock ac-
count to an account calle§ “Accounts payable of the Union Trust
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Co ” The explanation for this entry is as follows: “To convert to
accounts gayable as per resolution of board of directors on account
advances by the Union Trust Co have been credited to capital stock

in error ”’
(U-105, U-106)

On January 1, 1925, there appears another transfer from the capital
stock account in the amount of $4,843,070 59 to the account called
“Accounts payable of the Union Trust Co ” explained as follows:
“To reduce capital stock by converting to accounts payable ”” After
these two journal entries the balance remaining in the *Capital stock
1ssued” is $100,000 Thereafter the account called “Accounts pay-
able to the Union Trust Co ”’ reflects all further advances made by
the Union Trust Co and 1s reduced regularly by the amount of
depreciation charged against the building Payments on account of
reduction of the mortgage liability to the Northwestern Mutual Life
Insurance Co, namely, $300,000 each year, are also credited in a
similar manner as other advances to the account “Accounts payable
to the Union Trust Co ”’ and do not appear as credits to the account
“Rent income ”’

Until December 31, 1925, the records of the Union Lennox Co.
reflect income and expense operations; in other words, there is an
account called ‘‘ Interest on mortgage’” and the charges to this account
are offset by similar credits to rent income. After December 31, 1925,
no detailed accounts appear on the books of this company reflecting
expenses and mcome of the Union Lennox Co N

The operations of the Union Lennox Co after December 31, 1925,
were all absorbed by the Union Trust Co and reflected directly in
their statements without any entries in the books of the Union Lennox
Co. At no time does there appear on the accounts of this company
the item of rent imncome 1in the amount of $300,000, being the pay-
ments on account of principal, which should be credited as rent in
accordance with the terms of the lease.

On the books of the Union Trust Co there is carried an account
called ¢ Union Lennox Co *’ which corresponds in detail to the account
on the Union Lennox Co books called “Accounts payable to the Union
Trust Co.”, except for the item of $100,000 capital stock which is
also included in the account ‘“Union Lennox Co ”’; in other words,
on December 31, 1931, the ‘“Accounts payable to the Union Trust
Co ” on the Union Lennox books reflected a credit in the amount of
$10,583,357.53 and the account ‘‘Capital stock issued” reflected a
credit of $100,000, and on the same date the corresponding account
called ‘“Union Lennox Co.” on the books of the Union Trust Co.
reflected a debit balance in the amount of $10,683,357.53.

(U-107)

On December 31, 1932, on the Union Lennox Co. books the account
called ““ Accounts payable Union Trust Co.” reflected a credit balance
of $10,611,255.85 and the capital stock issued a credit of $100,000
and on the same date the Union Trust Co. books reflected in the
account called “Union Lennox Co.” a debit balance of $10,711,255.85.

On December 31, 1932, the records of the Union Lennox Co. dis-
close the following analysis of the building account-
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Cost of land Euchd-E 9th property ..o $3, 493, 501. 49
Cost of leageholds._ .. .o e eceeccecmc—c—————— 21, 127, 42
Cost of construetion. . s 13, 180, 086 62
Architect fees. .o - oo e ccvac——————— 425, 000 00

Total cost of the buildings and land in the amount of___. 17, 119, 715, 53
Deducting therefrom the reserve for depreciation to Dec. 31,

1932, :n the amount of — . . oo eeecraec—— 2, 508, 459. 68
There remains & net book figure of land and building
(real estate) 1n the amount of - . oo o__ 14, 611, 255. 85
(U-107)

As of this date the balance due on the mortgage payable was
$3,900,000, so that the total equity of the Union Lennox Co. in its
real estate as of December 31, 1932, was $10,711,255.85.

(T-107)

The Union Trust Co, on December 31, 1932, in its published
statement carries the item ‘‘Bank buildings and real estate owned”
$19,828,783 61 and on December 31, 1931, $18,588,116 32. As part
of these totals the Union Trust Building is carmed on December 31,
1931, as $10,683,357.53 and on December 31, 1932, as $10,711,255 85.

This method of reflecting the Union Trust Co ’s advances to the
Union Lennox Co is misleading, inasmuch as it 1s carried as bank
buildings and real estate owned, whereas, in fact the Union Trust Co.
did not and does not own the main bank building and only has an
account due 1t for advances in the amount of $10,611,255 85 on
December 31, 1932, and the amount of $10,583,357 53 on December
31, 1931, and 1t further owns capital stock 1n the amount of $100,000
which rightfully belongs in its account *“Securities and investments

In absorbing the properties of the Union Lennox Co. (a 100-percent
owned company) the Union Trust Co. in effect assumes the position
of a consolidated company and its published statements being headed
“Statement of condition as of December 31, 1931. The Union Trust
Co, Cleveland, Ohio”, is a misrepresentation, inasmuch as these
statements are consolidatea statements of the Union Trust Co., the
Union Lennox Co., and the P. A. Frye Co.

Further, in setting up these advances to the Union Lennox Co. as
“Bank buildings and real estate owned” the Union Trust Co. does
not show the total cost of the real estate and the partial ofisetting
liability on account of the mortgage payable which is a very substan-
tial amount The amount of this mortgage at one time was $6,300,000
and as of December 31, 1931, was $4,200,000 and on December 31,
1932, $3,900,000 This method of setting up the statement is subject
to criticism insofar as a very substantial liability is concealed and the
cost of the real estate misstated.

(U-108)

As further evidence that this company was a separate entity the
records disclose that on January 2, 1924, the Union Lennox Co.
borrowed $50,000 from the commercial loan department of the bank
on which a discount of $148.89 was charged. This loan was repaid on
February 11,1924, The record of the loan and the interest appears in
the general ledger of the Union Lennox Co.
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The Union Trust Co. in its bank earnings included each year the
earnings from the Union Lennox Co. Building, which was the main
bank building. The net profits from the operations of the Union
Trust Building as reﬂectedp on the annual statements which are part
of the financial reports of the Union Trust Co., are as follows:

(U-109)
1926 e oo $219,852 80 | 1930 oo $601, 672, 14
1927 - 448,468 94 | 1931 _. .. ... ... 537, 275. 11
1928, e 543, 508,60 | 1932 et 402, 996. 81
1929, e 584,392 10

It is very evident, therefore, that the net profit from the building
was 8 very material item in the earnings of the bank for all the years
listed. At no time does the $300, 000 annual amortization of the
principal of the mortgage appear as rent expense to the Union Trust
Co. and nowhere on the records of the bank is there an account
‘‘Mortgage payable.”

THE P. A FRYE CO.

The Union Trust Co. owns all the capital stock of the P. A, Frye
Co., which was formed to take over the bank’s foreclosure real estate.
No dividends have ever been paid. The company sustained losses
in each year of operation, which losses have been absorbed by the
bank so that the company’s capital remains unimpaired

The following extract of a letter dated July 26, 1930, sets forth
clearly the intent and purpose of this company:

The undersigned desires to transfer to your company the legal title to certain
parcels of real estate and from time to time hereaEter plans to transfer to your
company the legal title to additional parcels of real estate, all to be held by your
company subject to the following understanding:

You are to hold said legal title for the account of and subject to the order of
the undersigned Unless and until s%eclﬁc direction shall be g1ven your company
as to the disposition of the title to the properties thus conveyed, your company
1» authorized to manage for the undersigned all of saird properties, to effect such
changes, alterations, or improvements 1n or upon said properties as 1n your judg-
ment may be desirable with a view to the ultimate disposition thereof, to nego-
tiate and consummadte sale of said progertles on such basis a8 in your judgment
is deswrable (subject always to the right of the undersigned to give your company
binding instructions in connection therewith), and to make necessary conveyances
in connection with such sale. Upon the consummation of any sale involving con-
veyance of title by you, to the extent that the proceeds shall be represented by
net cash payments and obhgations secured by mortgage, you are to acecount
immediately to the undersigned for such proceeds, but to the extent that such
proceeds shall be represented by other real estate you are to hold the title to said
real estate 1n the same manner and subject to the same terms as are herem pro-
vided with reference to the title to the real estate transferred to you by the under-
signed In cases of sale under land contract you are to account monthly to the
undersigned for the payments received on such contracts until such time as title
shall be conveyed by you, at which time you are to account to the undersigned
for the entire balance of the proceeds of such sale,

his arrangement is to be subject to termination or modification at any time
at the pleasure of the undersigned,

(U-110)

The balance sheet of the company shows at December 31, 1931,
“Real estate Union Trust Co.” as an asset $1,898,971.61 and shows
as a liability Union Trust Co. in a sumlar amount. At December
31, 1932, it shows an asset ‘“Real estate Union Trust Co.” $2,941,-

o 100.97 and shows as a liability Union Trust Co. in a similar amount.
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The Union Trust Co. carries the same amounts upon their books; as
““Real estate, buildings, leaseholds, etc.”

The same criticism ap}l)‘lies as that in the case of the Union Lennox
Co., wherein the Union Trust Co., owning stock of a subsidiary com-
pany, shows upon its statement of condition as of December 31, 1931,
the assets of this subsidiary company listed under bank buildings and
real estate owned.

THE AKERS~-FOLKMAN CO.

This company was owned 100 percent by the Union Trust Co.
and operated a traveling service operated by the bank as an added
service to its clients. It specialized in steamship tickets,

Formation of a subsidiary company to assume this service was to
remove the bank from direct participation in a nonbanking enterprise.

Dividends were declared and paid to the Union Trust Co. in
amounts totaling all the profits for each year, as follows:

(U-111)
Year Amount Year Amount Year Amount
1928 comcaecnnnae $1,000 00 {| 1926 - ccomeeeeeeeenan $10,234 12 || 1029 e oeoeoooane. . $4,184 14
1924 .oicammeaeec| 7,681 01 | 1927 e ieeaeeaaaas 12,000 00 [§ 1980 cccememecauacann ] 1L,07226
1925. . cameencnncmonn 9,520 60 |{ 1028 o eeuennanaaan 9,695 66

In the year 1931 a loss of $4,257.96 was sustained. In the year
1932 a profit of $40.72 was shown so that there was at December 31,
1932, a deficit of $4,217.24. There was also due the Union Trust Co.
in the form of notes payable at this same date $2,000.

THE CLEVELAND-BOSTON CO

There is no further comment m connection with this company
other than that stated in the caption ‘‘corporate structure’”, and
supplemented by a statement taken from the superintendent of
banks report of January 20, 1933, which reads:

It 18 apparent that the iquudating value of the Cleveland-Boston Co 1s almost
entirely a slow work-out proposition of undetermunable value at this fime.

UNION CLEVELAND CO, INC.
(U-112)

This company is mentioned merely because of its similarity in
name to the Union Cleveland Corporation

This company was organized in February 1920, and acted princi-

ally as a messenger service and an information office for the Union

}i‘rust Co. at 120 Broadway, New York City. .

The company was formally dissolved on October 31, 1932, and is
no longer in existence.

Warrer H. SEYMOUR,
Senior Examiner.

This report is based upon prelimmary report and complete investi-
gation by committee examiner Frank H Ensign.
175541—84—pr 18——12
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Mr. SapersTEIN. I now hand you a report entitled ‘“The Union
Trust Company—Financial Condition, 1929 to 1933, and ask you
if that is a report made under agour immediate supervision by the
members of the investigating staff of the committee

Mr. MepHAN. Yes.

Mr. SapErRsTEIN. Mr. Chairman, I now offer in evidence this
report, together with the exhibits at the Government Printing Office
which support same.

The CuatrMaN. The report and exhibits will be received in
evidence and appropriately marked.

(The report entitled ‘“The Union Trust Company—Financial
Condition, 1929 to 1933, together with the exhibits now at the
Government Printing Office, were received in evidence and marked
“Committee Exhibit No. 4, May 4, 1934”, and are as follows:)

ComMiTTeE ExmisiT No. 4, Mavy 4, 1934

FINANCIAL CONDITION 1929 TO 1933
(U-5-1,U-5-2,U-5-3,p 4)

A detailed analysis of the Ohio State bank examiner’s reports
rendered as of January 25, 1929, March 27,1931, January 20, 1933
and the special directors’ examination as of December 20, 1932,
known as the *“‘Lenihan report”, discloses the fact that the seeds for
the final closing of the bank in February 1933 were sown as far back
as 1928,

Before reporting on the results of our analysis, however, we should
like to point out one thirg relative to the above-mentioned State
examinations. Section 710-19 of the Ohio State bank laws requires
that the superintendent of banks make an examination of each bank

(Ohio bank law, sec 710-19)

At least twice each year and as often as the superintendent of banks may deem
necessary
except that in cities having a clearing house association only one
examination each year is required

(Ohio bank law, sec 710-19)

* * * wyhen the superintendent of banks deems a second examination unneo-
essary.
It will be noted from the above that the Union Trust Co. was
examined approximately once every 2 years by the State banking
department., The regulations of the Clearing House Association
require that each bank be examined by the association at least once
each year and the Federal Reserve Bank had the right to make an
examination once each year. The Clearing House Association made
its last examination of the Union Trust Co. in 1926. The Federal
Reserve has never made an independent examination of the Union
Trust Co.

While we believe that the officers and directors of the Union Trust
Co. are responsible for their own acts and for allowing the bank to
drift into its present condition, we do feel that the State banking
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department is in a great measure responsible for the fact that examina-
tions were not made often enough, and that when they were made,
corrective measures were not taken to arrest the threatening doom of
th%v Union Trust Co . ho d ¢ the S .

e are not trying in any way to lay at the door of the State banking
department the responsibility for the closing of the Union Trust Co.
We believe that bankers have a great deal more knowledge about the
banking business than State officials, and, therefore, know what is and
what is not good banking practice; and we do not believe that because
Government banking department officials have not called to the
attention of bankers the latter’s wrongful or imprudent acts the re-
sponsibility of the bankers is in any way relieved or removed. Neither
do we subscribe to the belief that a banker has a right to perform some
act simply because it is not legally wrong to do so, but is morally or
ethically wrong After all, the bankers %ave had the benefit of emi-
nent and astute counsel before performing their acts to see that they
were within the law In other words, we feel that the Ohio State
Banking Department has a great deal to answer for in the closing of
the Union Trust Co , but that its responsibility is wholly apart from
that of the bank’s directors and officers.

UNION TRUST’S FAILURE

In summary, the reasons for the bank’s extremely nonliquid con-
dition, which resulted in its failure to reopen, were as follows:

1. Heavy investment in real estate owned.

2. Bad loan policy and inadequacy of reserve for losses.

a. Excessive concentration of loans to the Van Sweringen interests
and Eaton interests.
. Loans to officers, directors, and their affihated corporations,
General loans.
. Real estate loans.
. Poor investment policy.
. Bad dividend policy in the face of impaired capital.
. Rapid decline in deposits
. Exﬁaustion of ability to borrow.

(U-5-a, consisting of U-5-1, p. 3; U-5-2, p. 4; U-5-8, p. 2; U-5-3, p. 1)

DU WA o

For the purpose of convenient reference, there is submitted a com-
parative statement of condition as per State bank examiner’s reports
and directors’ report (Lenihan report), which embody the statements
of resources and liabilities appearing in each of the above-mentioned
State bank examiner’s reports and directors’ examination.

(U-5-B)

It should also be noted that the Ohio State bank examination,
dated as of January 20, 1933, was not completed by the examiner as
the bank holiday was declared before its completion, and the bank
was denied a license to reopen.

The reports of the State examiner consist of some 300 or 400 sheets
and we have not taken photostatic copies. We have requested the
bank officials to have these reports in Washi n in case they be
needed during the committee hearing and we shall refer to the reports
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frequently in our report, exhibits U-5-1, U-5-2, and U-5-3 being
the State bank examiner reports.

1. Heawy investments in real estate owned.—The 1tem of real estate
owned, as carried on the books of the bank and reflected in statements,
represents the Union Trust Co. main bank building, which is a building
of 20dﬂoors, its other branch bank buildings, and other real estate
owned.

The main bank building was built shortly after the consolidation
of the banks forming the Union Trust Co. in 1922, when a separate
corporation was formed, called the Union Lennox Co , wholly owned
by the bank—title to the bank building being placed in the name of
the Union Lennox Co. The Union Lennox Co. leased the bank build-
ing to the bank and also procured a mortgage loan of $6,300,000
from the Northwestern Mutual Life Insurance Co. of Milwaukee.

The bank carries this real estate on its books and in its statements
each year at the net amount of its advance to the Union Lennox
Co., less annual depreciation. The mortgz?e liability, however, is not
reflected on the books of the bank, the total cost of the building being
thereby understated by the amount of the mortgage.

Confining ourselves in this report, however, to the valuations of
real estate owned as reflected on the above mentioned four bank
examinations, the following appears as a summary

(U-5-a)
Percent Percent
Ban]g_x:lg prop- {of cgpltal l;?rtzzglt ?attl}ael 1ea.1d ’fottal re»z.l‘.i ofegpltal l;?'t?t:lt

es and sur- es owne estate owned | and sur-
plus deposits plus deposits
Jan 25,1929 | $13,008,872 03 87 2 45| $4,581,517 27 | $17, 590,389 30 503 61
Mar 27,1031 1 18,600,994 17 388 46 5,976,445 04 | 19,577,430 21 56 9 66
Dec 20,1932 | 183,622,038 00 300 78 8,464,045 48 086,084 48 57 4 115
Tan 20,1933 | 13,614,480 66 389 82 8,569,343 89 | 20,183,824 55 57 7 121

From this analysis it will be seen that over 50 percent of the bank’s
capital and surplus was at all times invested in real estate, without
taking 1mnto consideration the fact that the actual investment in real
estate was considerably greater by reason of the mortgage liability
not reflected on the books of the bank or on its statements. This
obvious element of unhealthy condition prevailed from the very
organization of the Union Trust Co. in 1922. Such large real-estate
investments deuote lack of conservative banking inasmuch as such
investments are definitely nonhquid; and it is considered generally
to be very poor banking policy to have such a large percentage of the
capital and surplus, and the correspondingly large percentage of total
deposits, tied up 1n assets of this nature.

t should be noted, however, that the bank was entirely within its
legal rights in constructing its main office building in 1922, although
it did come perilously close to the 60 percent limitation of its paid-in
capital and surplus Reference is here made to section 710-108 of
the Ohio banking laws.

Sixty percent of its paid-in capital and surplus of $35,000,000
would set a limitation of real estate owned for banking quarters in
the amount of $21,000,000,
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The actual cost of the construction of the main office building at
Euclid and East Ninth Street, according to the books of the Union
Lennox Co., was as follows

Cost of land, Euclid and East 9th Street property . ... ...__.__ $3, 493, 501 49
Cost of 1easeholds oo v e e cecececcm——————— 21, 127 42
Cost of constructlon. o .o eeecceecccccnme—an———- 13, 180, 086 62
Architect fees. .o oo ceececececccmna——n———— 425, 000. 00

Total cost of the main office builldings and 1and in the amout of . 17, 119, 715. 53

Against this cost the Union Lennox Co. placed a mortgage of $6,300,000
as mentioned above

The bank, of course, on its own books and in its statements did
not carry this building at the actual total cost of $17,119,715.53,
but carried it, as indicated before, at a figure representing the net
advance made to the Union Lennox Co.

However, going behind the book figures to actual facts, we find
that the bank had an investment of $17,119,715.53 in its main office
building at the time of its construction That, together with its other
banking properties at cost, made its actual investment in real estate
owned for banking purposes, a sum not much short of its legal limita-
tion of $21,000,000.

(U-5-1)

Tt isinteresting to note the comments of the State bank examiner in
his report of January 23, 1929, regarding real estate:

Question 1. State whether banking house is owned or leaged.

Answer. Owned

Question 3. Is deed in nanie of the bank?

Answer. Union Lennox Co

Question 6. Is property encumbered® If so, is bank hable on ensumbrance?

Answer Yes. Mortgage to Northwestern Mutual Life Insurance Co. for
$5,100,000 at 5% percent, amortization $300,000 yearly.

(U-5-2, p. 100)

Similar questicns and answers appear also in the report dated
March 27, 1931, except that the answer to question 6 is ‘$4,200,000
balance due on mortgage held by Northwestern Mutual Life Insur-
ance Co., rate 5); percent ”’

However, in 1929, the State bank examiner did point out that the
real estate holdings were unwarrantedly high and in his confidential
report to his department stated.

(U-5-9)
REAL RSTATB

Main office and branch buildings are apparently worth book value This
amount, however, should be watched very closely in the future or else it will soon
reach a staggering figure The main office will be necessarily increased $300,000
each year as this amount 18 each year’s amortization figure This alone 18 a
sufficient amount for the real estate to be increased. Regarding the other real
estate, it is practically impossible to rate the actual amount of loss which will be
suffered by this bank  On certain pieces of real estate, the examiner is positive
that a loss will be suffered; but 1t 18 1mpossible to determine that amount The
law has been disregarded in certain instances regarding the outright purchase of
various pieces of real estate This was brought to their attention, and 1t 1s the
opinion of the examiner that this practice will be discontinued in the future.
Also, some parcels of real estate have been held longer than the allotted time;
this was brought to their attention and a requirement was made. The condition
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of the other real estate is probably the most unsatisfactory item in the bank at
this time; they are taking their losses as they see fit, and are earnestly trying
to place all real estate on the books at actual value

Although the bank owned considerable real estate in addition
to the main bank building, it did not pursue a conservative policy
of setting up provisions for physical depreciation for each year
on its books, other than depreciation on the main building.

On its Federal income tax reports, however, the bank took the
benefit of such depreciation on all its properties, regardless of the
fact that they were not recorded on the bank’s general books; 1929
was the only year in which depreciation was charged off, and that in
the amount of $250,000, indicated as depreciation ‘‘for prior years.”
The accumulated depreciation on the real estate owneg which was
not recorded on the books as of December 31,1931, totaled $569,877.54.

For the year 1932 an amount of $178,064 32 was claimed in a
deduction on the income-tax return, but not charged off on the books.
As of December 31, 1932, the accumulated amount of depreciation
reported on income-tax reports, and not recorded on their books,
was $747,941.86.

The net effect of this method of accounting is that the real estate
owned assets were inflated by the amount of the depreciation not
deducted, and the earning statements were also inflated by such
amounts of depreciation applicable to each year not deducted.

Nowhere in the State bank examinations is there any ecriticism
relative to this inaccuracy and misrepresentation in the accounts
of the bank.

(Ohio bank laws, sees 710-122)

2 Bad loan policy and inadequacy of reserve for losses—(a) Excessive
concentration of loans to the Van Sweringen and Eaton interests:
As far back as early 1929, the State bank examiner’s report shows
that the bank loans to the Van Sweringen interests were in excess of
the statutory limitation, which is 20 percent of the total capital and
surplys (in the case of this bank this limitation being $7,000,000).

(U-5-1, p 98)

In the State examner’s report dated January 25, 1929, the exam-
iner found that total loans made to the Van Sweringen interests
amounted to $8,069,890 25, being excessive thereby in the amount of
$1,069,890 25.

(U-5-2, pp 45, 46)

On Marchy 27, 1931, the loans to the Van Sweringen interests
amounted to $11,623,92892, and to Cyrus S Eaton interests
$4,579,862 Nevertheless, in the confidential report of the exama-
nation the bank examiner, Mr Thomas McEldowny, states as follows.

(U-5-5)
COLLATERAL LOANS

This department with 1ts tremendous activity 18 well managed Regardless
of the downward swing in the stock market, this department has admirably met
the situation. Short loans have been kept to a minimum amount. The collat-
eral loan department is not subject to any criticism at the present time.
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Further under confidential comments headed ‘‘General’’ he states:

(U-5-5)

Management appears to be of the highest grade. The Van Sweringen con-
centration of credit and the real-estate situation appear to be the only 1tems of
worry at this time. However, no definite stand can be taken on these 1tems at
the present. The officers are well aware of this situation and are keeping mn
constant touch with 1t The general condition of this bank with the above two
exceptions 18 satisfactory The examiner’s requirement will not be taken care
of 1mmediately, but will be comphed with as soon as possible,

Nevertheless, 1n spite of these comments, indicating apparent dan-
gers, the following appears in the body of the report of the bank
examiner

(U-5-2, p 6)

Question 10 and answer are as follows

Q What elements of danger or weakness are 1n the bank?
A None—apparent.
(U-5-6,p 7)

Also reference is made in a special report of the examining com-
mittee of directors, dated November 14, 1930, to the subject of
excessive loans, indicating excessive loans to the Van Sweringen
interests in the amount of $2,249,45503. Total amount of these
loans was as follows.

Coliateral loans to O. P . and M. J. Van Sweringen....__._____. $7, 800, 000 00

Endorsers on collateral loan. .o e 20, 000. 00

Endorsers on unsecured loan._ ____ .. ececeeenn 6, 955 03

Guarantors on collateral loan to Metropolitan Utihities, Inc..... 1, 422, 500 00

Total . o e 9, 249, 456, 03

EXCe88 . o e e ————— 2, 249, 455 03
(U-5-6,p 7)

The following note also appears thereon:
The loan to Metropohitan Utilities, Inc , was paid off November 26, 1930.

(U-5-7)

This statement appears to be only partially true, as the records of
the bank indicate that whereas the ﬁ)a.n to Metropolitan Utilities,
Inc, in the amount of $1,422,500, was paid off on November 26, 1930,
a new loan on the same date was made to the same company in the
amount of $1,632,500 Both these loans were certificates of partici-
pation, and the only difference between them was that the loan of
$1,422,500 was guaranteed by O P. and M. J Van Sweringen, while
the loan of $1,632,500 was guaranteed by the Vaness Co

The above-mentioned large loans to the Van Sweringen interests
and Eaton interests finally resulted in their inclusion, to a substantial
extent, in the total loans considered as bad at the closing of the bank.

(b) Loans to officers, directors, and their affiliated corporations

(¢) General loans

(@) Real-estate loans,

(U-5-1,p. 7)

As of January 25, 1929: Loans to officers and directors,
$5,550,198 55; loans to corporations with which the directors were
affiliated, $9,351,147.41.
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(U-5-2, pp. B and F)

As of March 27, 1931° Loans to officers and directors,
$9,325,059.94; loans to corporations with which they were affiliated,

$24,345,442.12.
(U-5-3, p 16)

As of January 20, 1933. Loans to officers and directors,
$9,165,677.11; loans to corporations with which they were affiliated,
$20,510,620.43.

It should be noted that in these figures the State bank examiner
did not consider the Van Sweringen loans in the category of loans
to corporations affiliated, whereas J. R Nutt owned a 10-percent
interest in the Vaness Co.

(U-1-10¢)

On December 20, 1932, the total nonaccrual loans were
$22,715,190 46.
(U-1-8)

These were loans on which the bank ceased accruing interest; or,
in other words, loans which in the opinion of the bank’s officers were
bad, or at least very doubtful of collection They were loans which
were, perhaps, properly collateraled at their inception, but were
germitted to become ‘“sour’” and delinquent in interest payments

ecause the management apparently did not have the ability to
collect on the collateral, or refused to embarrass what might have
been preferred borrowers Of the above figure $4,719,200 were non-
accrual loans of officers and directors.

The following comments by the directors’ committee regarding loans
to directors are very pertinent:

(U-1-8)

Commattee comment.—While these loans should be among the best loans in the
bank and be predicated upon the highest type securities, in some cases the reverse
is true and the bank now finds 1tself with loans greatly undersecured or secured
by other items for which there is no market whatsoever. Further, some of these
loans have necessarily been placed on a nonaccrual basis.

The committee knows that in some cases, even though our loan is still under-
secured, the borrower has come forward and offered such other security as he
may have had and such action 15 highly commended. However, there are other
loans on which we should bring pressure to get a mortgage on their homes and
insist that they arrange for the payment of delinquent interest and reduection of

the prineipal
(U-1-10)

The estimated losses on account of these loans, on December 20,
1932, were $13,560,556.70.

(U-5-3, p. 183; U~5-3, pp 41 and 75)

As of January 20, 1933, the nonaccrual items, exclusive of bonds
and securities, were $24,119,748.65, and the estimated losses on loans
were $11,582,275.82.

' In estimating the above two mentioned losses appearing on the
examiner’s reports, it is definitely stated that these losses do not
include any possible real-estate losses on account of real-estate loans
or real-estate owned, as no proper estimate could have been made of
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(U-1)
In fact, the directors’ examining committee stated:

Because of extremely abnormal conditions affecting real-estate, the committee
made no attempt to place an independent value on real-estate loans or on real-
estate owned by the bank.

Reference is also made to the state bank examiner’s report as of
January 20, 1933, regarding real-estate mortgage loans:

(U-5-8, p. 248)

In attempting to classify loans none was classified as absolute loss unless the
bank expressed an intention of abandoning the property or where a loss was
apﬁarent from a reapgralsal of the subject property.

alf the delinquent loans are over a year past due in interest and nearly all
such loans are delinquent 1n taxes—with such delinquency increasing at an alarm-
ing rate—thus weakening the equity that may exist to the property owned
The bank now has 103 swits 1n foreclosure and the officer 1n charge of real-estate
loans stated that the bank expected to be forced to bid 1n at least 81 of these
properties. As the dehinquent interest and taxes increase 1t 18 bound to result
in one thing—the property owner will move out and turn the property over to the
bank. In most cases the properties have been reappraised since the loan was
granted. Some startlng facts are revealed in the reappraisal. From the
apprasals of 1927 to 1929 the 1931 and 1932 appraisals show a reduction in value
from 20 to 50 percent And the balance due on the bank’s loan 1n a great many
cases equals the 1932 appraisal Unless some relief 18 granted or business con-
ditions change I believe the bank will be forced to take over at least 300 of these
delinguent loans

Another bad feature 1s the fact that the bank has over $2,000,000 loaned on
vacant property. No attempt 18 now made to foreclose on such loans All are
delinquent 1n taxes The bank will suffer most on allotment loans ‘The delin-
quent taxes are increasing and eating away the values back of the bank’s mortgage.

Analyzing the loans further, the following is the relation of real-
estate loans to total loans:

(U--5-a)
Date Total loans | Real-estate loans | PProsnt
Jan 25, 1929 $220, 346, 030 63 $76, 846,350 10 349
27, 1981.. 222, 808, 076 90 74, 168, 249 06 333
ec 20, 152, 404, 226 63 66,429,477 43 43 6
Jan 24, 1933 151, 821, 516 39 68, 187, 760 91 435
Correspondingly, reserves for losses on loans were as follows:
(U-5-1, p. 130; U-5-2, p. 77; U~5-3, p. 299)
Jan. 25,1929 . ' " ___ el el $404, 335, 42
Mar. 27, 1981 -« e cccccacccmccemcmcaccce—ann 360, 440. 59
Jan. 20, 1983 e 1, 196, 389. 07
Loans were classed as slow, doubtful, and losses, as follows:
Date Slow Doubtful Loss
Jan 25, 1929 $9, 734, 141 00 $298, 262 11 $44,428 00
Mar, 27, 1031 8,838,165 90 1,193,915 88 254,834 92

(U-5-2, pp 14, 77)

As of March 27, 1931, the bank examiner also found real-estate
loans in the amount of $5,185,215.43 delinquent in interest; and
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collateral and unsecured loans in the amount of $3,313,248 14, delin-
quent in interest Reserves for losses on March 27, 1931, were only
$360,440 59.

The following notation appears in the examiner’s report of March
27, 1931, regarding the mortgage loans:

(U-5-2,p 14)

Mortgage loans listed as being delinquent as to interest have been 1n such a
condition for a period of 6 months or longer.

(U-5-2, p. 78; U-5-a)

In this connection it is important to note that the classification of
loans mentioned above as of March 27, 1931, covers only the analysis
of unsecured loans of $13,114,457.65; whereas the total unsecured
loans on that date were $42,804,615.32.

(U-5-2, p. 138; U-5-a)

The analysis of the collateral loans covers only $11,677,332 98,
whereas the total collateral loans was $94,348,212.30. In other
words, the Bank Examiner’s report on March 27, 1931 reflects an
analysis of only small protions of the loans outstanding at that time.

It should also be noted that no comment whatever appears in the
report of March 27, 1931, regarding the large loans to O.P. and M. J.
Van Sweringen which, as of that gate, totaled $6,900,000, except in
the confidential report to the State superintendent under ‘‘General,”
which we have referred to previously 1n this report.

In spite of the amount of loans to the Van Sweringens and the
general condition of the bank, the examiner answered the following

questions thusly:
(U-5-2,p 15; U-5-2,p 6)

3. Q. Do corporations or enterprises in which any director or officer 1s inter-
ested borrow to an undue extent?—A. Apparently none.

10. Q% What elements of danger or weakness are in the bank?—A. None
apparent.

. These answers to questions certainly appear in a very poor light
in view of the acknowledged questionable condition of the real-estate
loans as indicated in the confidential comments of the examiner as

follows.
(U-6-5)

REAL-ESTATE LOANS

The real-estate loans comprise 33 2 percent of the total loans Delinquent
loans 1n both main office and branches total $5,185,215 43, or 6.9 percent of the
total loans After taking into consideration the prevailing unsatisfactory con-
dition of the real-estate situation in the city of Cleveland, the above figures appear
satisfactory. The bank 15 foreclosing on a number of properties at the present
time. Any loss that 1s suffered in the real-estate department 18 immediately
wnitten of The real-estate situation 1s probably the most troublesome one
in the bank. Additional losses will unquestionably be suffered The general
depression, lack of employment of our borrowers, and a tremendous dechne in
the present day value of real estate are the chief reasons for the unsatisfactory
condition in this department.

A comparison of the total loans and the total deposits, exclusive of
trust deposits, indicates the following:
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(U-5-a)
Date Total loans Total deposits
Jan 25, 1929 $220, 346, 080 63 $289, 021, 704 05
Mar, 27, 1931 221,808,076 90 2906, 928, 523 08
Dec 20, 1932__ 152, 404, 226 63 174, 528,020 55
Jan 20, 1933 151, 821, 516 39 1686, 864,901 17
A drop 1n percentage of...... 311 423

From these figures it will be seen that whereas the deposits dropped
between March 27, 1931, and December 20, 1932, in the amount of
$122,400,493.53, loans for the corresponding period dropped only in
the amount of $70,403,850 27; and that whereas the deposits further
dropped between December 20, 1932 and January 20, 1933 in the
amount of $7,663,128.38, the loans for the corresponding period
dropped only in the amount of $582,710.24.

The percentages of total loans to total deposits, exclusive of trust
deposits, were as follows

Percent
Jan 25, 1929 e ————— 76 2
Mar, 27, 1931 _ oo 75 0
Deo. 20, 19832 _ . e 87.3
Jan. 20, 1938 . _ . e e 91 0

3. Bad investment policy inadequate reserves.—From examination
of monthly schedules of securities and investments which we have
reason to believe were regularly placed before the executive committee
and directors 1t is very evident that the senior officers and executive
committee were cognizant for some time past that the value of their
securities and investments were shrinking progressively.

(U-5-10)

Pencil notations appear on these monthly schedules, indicating
that on November 30, 1931, there was a shrinkage in the values of
mvestments 1in the amount of $14,771,051 08 against which there was
8 reserve for security variations of only $2,200,000. Similarly, on the
following dates corresponding figures were as follows.

(U-5-11, 12, 13, 14, 15)

Shrinkage 1n Reserve

Date investments carried
July 31, 1932 $16,467,013 20 |  $3,891,487 15
Aug 31, 1932, 13, 945, 578 11 8,862,879 56
S8ept 30, 1932. 14, 896,132 77 3,819, 553 97
Dec 31,1932._ 14,710,285 75 3,704,071 92
Jan 31, 1933 14,757,080 74 3,704,071 93

4 Bad dindend policy wn the face ?if impaired capital —It is apparent
that the executive committee and directors were aware of the serious
impairment to the capital by reason of a large shrinkage in investment
values mn 1931 and 1932, and by reasona:;% a large shrinkage in the
values of loans during these periods
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(U-97)

In spite of this knowledge they nevertheless continued to pay cash
dividends in substantial amounts during the year 1931 and the full
year of 1932, Prior to 1927, the Union Trust Co paid dividends at
the rate of 10 percent. The rate in 1927 was changed to 12 percent
and continued until 1932, whea it was reduced to 8 percent

Conservative banking would have dictated that dividends should
be omitted and larger reserves set up to provide for losses on account
of loans and investments.

In the case of this bank it is very evident that additional contri-
butions of capital should have been made, even in 1931 and certainly
in 1932

It must be remembered that in reflecting estimated losses on loans
as set up by the State bank examiner, no attempt was made to
evaluate the real-estate loans on which, unquestionably, large losses
were obvious.

5. Rapid decline in deposits.—Comparative decline of deposits has
already been indicated in the report above under the caption ‘‘ General
Loans as Compared to Deposits,”

6. Inability to borrow.—During the years 1931 and 1932, the pledged
assets of the Union Trust Co were increasingly large As indicated
by the State bank examiner’s reports, public funds on deposit and
bills to the Federal Reserve bank were secured by assets of the Union
Trust Co , pledged as follows:

(U-5-1, p 70)
Jan. 25, 1929
Publie funds. .o e eecmeemccmecmcmmcmccm—m——a $4, 097, 400 27
Bonds pledged -« o oo oo _ 7, 5643, 000 00
Federal Reserve bills. . - o <o oo 3, 000, 000 00
Assets pledged.- - - oo oo oo oo 7, 000, 000 00
(U-6-2,p 78)
Mar 27, 1931
Public funds. - caeons 8, 130, 980. 67
Bonds pledged. .o o oo o oo d e cccccmmceee 12, 835, 000. 00
(U-1-42)

As of December 20, 1932, a total of $58,466,312.38, consistin%of
bonds, mortgages, and other assets, were pledged to secure public
funds and bills paydble to the banks and the Reconstruction Finance
Corporation; and as of January 20, 1933, total assets pledged were
$60,142,577.62, consisting of the following:

(U-5-3,p 9
Unseeured loans. ... ______ $5, 293, 398, 07
Mortgages e 41, 505, 679. 55
Bonds . oo —————— 13, 343, 500. 00

Alfred P. Leyburn, in his testimony on January 11, 1934, given
before the committee (speaking of the general banking situation)
stated:

(Testimony of Leyburn, Jan 11, 1934)

Then we go to the Umon Trust Co of Cleveland, with deposits of $194,000,000
on the 31st of December, 1932; bills payable of $15,878,000; cash $35,000,000.
In addition to borrowing that $15,000,000 they had borrowed tilrough an affihated
mortgage company about $21,000,000. They had just about exhausted thewr
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borrowing power After the bank hohday, that bank, with the aid of the Recon-
struction Finance Corporation, paid out 35 percent.

The additional $21,000,000 stated above as being borrowed through
an affiliated mortgage company is the money borrowed through the
medium of the Vgestem Reserve Mortgage Co., organized to meet
the requirements of the Reconstruction Fmance Corporation, on the
subject of which a separate report is being written.

It is believed that the purpose in borrowing from the Reconstruction
Finance Corporation through the medium of the Western Reserve
Mortgage Co. was twofold:

1. To obviate the necessity of reflecting on the bank statements
such large additional bills payable, which would result in an increased
alarm on the part of the public;

. 2. To enable the bank to borrow money in excess of its borrowing

t.
The details of the borrowings by the Union Trust Co. from the
Reconstruction Finance Corporation both before and after the bank'’s
closing will be covered fully in a separate report

CONCLUSION

Concluding this report, it is believed that as much as the officers
and directors may have been largely responsible for allowing the
bank to get in so bad a condition that it could not reopen, the Ohio
State Banking Department too must shoulder the responsibility for
allowing this condition to prevail. It is further believed that the
State banking department did not perform its duties diligently and
fearlessly, and definitely violated the law by not making examinations
at least once a year as prescribed by law, and further, by condoning
practices in the bank which were subject to severe criticism. These
practices, if criticized in time, could have been checked, and the
result would have been that the bank would not have sunk to as bad
a condition as it did. The final result would have been that the
depositors would not have been faced with so large a loss in the tying
up of their assets; as turned out to be the fact.

It is a very sad commentary that the State banking department, in
the light of definite poor banking practices, should give the bank’s
officers and directors what amounts to a pat on the shoulder and in
effect tell them what amounts to ‘“ Your bank is in excellent condition
and you have a very fine management.”

A true conclusion of the State bank examiner’s reports would have
indicated severe criticism and severe requirements for ending the
practices which resulted in the bank’s final closing. It is also believed
that if the State banking department would have made an examination
early in 1932 (which it did not do) it would have disclosed a serious
impairment of capital, and if the examination were conducted prop-
erly and fearlessly, it should have resulted in a demand for additional
capital on the part of the stockholders, or in case of refusal or inebility
to meet such assessment, it would have been the duty of the State
banking department to step in and save the institution from subse-
quent additional losses.

Warrer H. SEYMOUR,
Senior Examiner.
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Mr. SaPERsSTEIN. Mr. Meehan, I hand you a report entitled
“Schedule of directors and officers, years 1929 to 1933, inclusive, of
the Union Trust Company and the Umion Cleveland Corporation,”
which I will ask you to identify and state whether it was prepared
under your immediate supervision by the members of the investigating
staff of the committee

Mr. MeesaN It is and was

Mr SapersTEIN Mr Chairman, I wish to offer this report in
evidence, and I do not believe there is any reference to any exhibits
in connection therewith

The CrAIRMAN The report will be received mn evidence and ap-
propriately marked

(The report entitled ‘‘Schedule of directors and officer, years 1929
to 1933, mclusive, of the Union Trust Company and the Union
Cleveland Corporation,” was received in evidence, marked ‘Com-
mittee Exhibit No 5, May 4, 1934,” and is as follows:)

Commitree Exnisit No. 5, Mavy 4, 1934

Schedule of direciors and officers, years: 1929-33, inclusive

[Asterisk (*) mndicates year serving]
UNION TRUST CO

Directors Officers
Name —ToTole “Tele Office held
HEEEEBEEHE
W M Baldwin, presideni, Umon Trust Co_..{ * | * | * | * *|*]* | President

-
»
-
.
L3

E 8 Barkwll, secretary, Cleveland Bmlders
Supply & Brick Co
George Bartol, chairman of executive com- [ * | * | *
mittes, Otis Steel Co
‘W P Belden, Belden, Young & Beach...__._. i Bd Bl Bl B4
Alexander C Brown, president, Industnal | * | * | *
Brownhoise Corpoiation
Comey, president, the Comey & | * | ™~
Johnson Co
Henry W Corning. .
Geo A Coulton, vice chairmanof theboard, | * {*[*|* ]| *

The Umon Trust Co

W _J Orawford, Jr, president, Orawford | * |*|*|*
Realty Co

H G Dalton, Pickands, Mather & Co._......| sir e s}

FB (l;tetter, president, the National Refin- [ * [ *[*]|*|*
0
Wm% Gerhauser, president, the Amernican [ *|* | *]|*|*

Ship Buulding Co

F, H Gmn Tolles, Hogsett & Gunn, attor- | * [ * [ * | *(*
neys

Tom M Girdler, chairman of board and presi- L N

dent the Repubhlic Steel Corporation

G}o (o) CGor on, president the Park Drop [ * | *|*]*]*

‘orge Co

G W QGrandin, secretary the Massouri Lum- | * | * [ * ]| * | *
ber & Mimng Co

E R Grasselll, director Grasselh Chemical | * | *]*[*|*

Co
Thos S Grassell, director E I Du Pont [ *|*[*|*|*
gg N%I;Jlours & Co, president Grassells

emical Co
Geo Gund, Gund Realty Co.ooo ... .. sls ||
J A Hadden, Andrews, Hadden & Burton._... sfsfeifn
H M Hanns, chairman of board, The M A [* | *[*]|*

-
-
-

Hanna Co
WCA Harshaw, president Harshaw Chemmeal | * | *

0
F H Haserot, president the Haserot Co.......
W 8 Hayden, Hayden, Miller & Co-.... -
Parmely W ]Efemck, New York City. ...
Geo H Hodgson, chairman of board, the
Oleveland Worsted Mills Co
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Schedule of direciors and officers, years 1929-33, inclusive—Continued

Directors Officers
Name . —Teslom Officetheld
§18|8|2|8/5|2|2|88

David L Johnson,M B &H H Johnson, [*|*{*|*

attorne;
Em:] Joseph attorney. s|ls n]n|e
Jovce, presxdent, the Ghidden Co..{ * | *{*|*|"*
Ralph T King, , e president, the Realty |*|*[*]*[*

I.nvestment
John A Khng, presndent, the Cleveland |[*[*[*[*}|*
Bm.lders Sup‘o‘glyc

airman of board, the Union | * | * | *|*|* .l Vice chairman of
board

’I‘rus
EJ Kulas, president, Midland Steel Prod- {*|*{*|*|"*
ucts Co , president, Otis Steel Co
E A Langenbach, chairman of board, Mateh- | * | * | * | *
ell, Herrick & Co Canton Ohio
E P Lenihan, Lenthan & 00 ooooooeee i B B D Be
Bascom Lattle, Crowell & Laittle Construe- | * | *{*|*|*

n Co

Samuel Mather, Pickands, Mather & Co..... A
Phiip R Mather, Plckands, Mather & Co... i Bl B
‘Wilham Mather, president, Cleveland | * |*|*|*|*

Chiffs Iron Co
Otto Miller, Hayden, Miller & Co.. _.o...__ *1*i*]*]*
T. W Miller, chairman of board, Faultless i

Rubber Co , Akron, Ohio
Ralph D Mitchell, Mitehell & C0 oo weeeo | * | * | *
R&VCMltchell presadent, Mitchell, Herrick

Herman Moss, general agent, the Equitable bl I R
Life Assurance Society of N
PBA I%yers, presment, the F E Myers &
ros Co
Laurence H Norton, %ebs Norton & Co|*|*]*]*]|*
Robert C Norton, Oglebay, Norton & Co....
J.R. Ntu Ct, chairman of the board, the Umion

0
Carl N Osborne, treasurer,the M A Hanna |*|*]|*|*|*

Co
Kergon 'V Pamter, real estate....c.cocaea__. i Bd B B
Richman, the Richman Bros Co...... slefs]e
Thos, P Bobbms, vice president, the Cleve- | * | * [ *]|*|*
land Hardware Co

-
* e
..
-
* e
-
-

Jos E Rosers, president, the American Mul- L I
t}gtag rat on
F, remdent E P Root COaeer.._. s sfefrle
executlve vice president, the bl B B T *|*|* | Executive vico Dresi
Umon Trust 0 dent

Samuel Lewis Smuth, vice president, National [ * {* | *{ *
Malleable & Steel Castings Co

Angtrew Squire, Squire, Sanders & Dempsey, | *[*{*|*|*
attorne

Henry remdent, the North e
American Fibre Prodp

J H, Wade, Jr, Wade Realty C sls]sr .
‘Whitney Wamer, WH Wamer & Co.. [ Bd DA B B
Fred R Baker, R & L s}
Thos H sl
Windsor T White. stefsf*|"
R W W charman of board, the bl

oodruff,
g)nte Motor Co , president, the Coca Cola

UNION CLEVELAND CORPORATION

W M Baldwin slefsfeinies]ls]e|e Vico president.t
E F Carter. b B |
A C Coney L B R R *]*|*]|*| Vice pres:dent and
G A Coulton sf{afefnie manager
H. G Dalton sjo|[n]leils
G W Grandn. i B Bd Dl
‘Warren 8 Hayden . i Bl Bl Bl B
John A g, (ol |nis
J’. R. us. .| *|w .
J’ Km” . - . - L]
1T R Kraue= elected chairman of board June 30, 1932
2 President after July 12, 1032,
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Schedule of directors and officers, years: 1929-33, inclustve—Contmued
UNION CLEVELAND CORPORATION—Continued

Directors Officers
Name - Py “Teale Office held
HEHEEEHHEEE
C B Lincola. bl Bl Bl B (B Bl B¢ Viee gre&dent
J’ R Nut . - L] * L] - L] - L] LJ PI'OSI ent
Wm G Mather. * - . L d -
E N Wagley.. s *|eie]s|e)*; o] s]e] Assigtant secretary-
treasurer 3
Wndsor T White. A I B R
L C West ¢, b
O C Merrifield * | Assistant treasurer
R O Hyatt, . Secretary-treasurer
Henry Ranft. . s|s]|e]e easurer
1, T Roeder. *{*|*}*| Assistant treasurer
AKERS-FOLKMAN CO
Jos Folkman *]*|*| President
Grover Hull *1*]* | Secretary
Allard Smith.. * ]| *|* | Director
CLEVELAND-BOSTON CO
L o Gll er - * L] L] - * * L L d SOmtary‘
Grover H Hull..... bl B B e ' Bl Bl B4 President
W J O’Neill A B B Al R R Vice president and
treasurer
John C_MecConnell . * | Secretary-treasurer.,
A L Wieland hd * | Viee president
James 8 Royan * | President
P A.FRYE CO
P. A, Frye.. i B Bl B *[s|*]|=* President
OCharles M Kunight. i BE B B ® | s} ]| Secretary-treasurer
L H Stofer. *1*i*l* *{*|*]*] Vice president and as-
sistant secretary.,
A. W Lews.. | Vice president
THE UNION LENNOX CO.
W M. Baldw.n siodel*t*|*{*!*|*|*]| Presdent and treas-
urer
Allard Smith slejeleijsiojelojelslygee dent.
M s Hall‘day - + L L d L] L - * * 0
* | President
C W Carlson 11" *}*|*i*]|*|* | Assistantsecretaryand
Grover H Hun . - - * * . * L d - L] se?;mant treasurer
H E Hills e * | Vice president
8 J. Blair_ be * | Secretary
Charles M Kmght. . * | Treasurer
James 8 Rogen .
O B Anderson hd
P W Jewell * | Secretary.

8 Secretary in 1920
Digitized for FRA
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Warter H. SEYMOUR,
Senior Examiner.

Mr. SarersTEIN. Mr. Meehan, I now hand you a report entitled
“The Union Trust Company—Compensation to officers’”, and ask
you if that was prepared under your supervision by members of the
investigating staff of the committee.

Mr. MeEsAN. It was.

géeﬁed director July 31, 1933, also elected president.
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Mr. SapersTEIN. Mr. Chairman, I offer the report in evidence,
together with the exhibits referred to on the report and which
exhibits are now at the Government Printing Office

The CuairmMaN The report and exhibits will be received and
appropriately marked

(The report entitled ‘“The Uniou Trust Company—Compensation
to officers’’, together with exhibits referred to therein and which
exhibits are at the Government Printing Office, were received in
evidence and marked ‘ Committee Exhibit No 6, May 4, 1934, and
are as follows )

CoumirTeE ExmiBir No. 6, May 4, 1934

CoMPENSATION TO OFFICERS

It is interesting to note in analyzing the income and expenses of
Union Trust Co , that while earnings (%efore depreciation) decreased
over $2,000,000 from 1928 to 1932, the decrease in compensation
paid to officers was less than $300,000

(U-17-1, 5,6, 9)

According to bank records, the total compensation paid to officers
for the year 1928 was $1,304,409, and for the year 1932, $1,008,605,
indicating a decrease of $295,804, whereas, the net operating income
before depreciation for the year 1928 was $4,997,152 67, and for the
year 1932, $2,929,636 57, indicating a decrease of $2,067,516 10.
Considering each decrease from a percentage viewpoint, earnings
diacrea,sed 41 percent plus, officers’ compensation decreased 22 percent

us
P Below is a comparative statement compiled from the bank records
showing for the years 1928 to 1932

(U-17-1 to 5, 6 to 9)

Net operating -
Compensation paid | Total operating com
e before depre-
to officers expenses ciation
1028, $1, 304,400 00 $5, 135, 926 70 $4, 907, 152 67
1929. .- - 1,345,901 08 5, 642, 469 72 5,026, 480 37
1930...__ 1,296,132 00 4,240,744 65 4, 566, 259- 33
1931____ - 1, 286, 910 00 5,211,016 28 4, 355, 605 13
1082, e oo ececiecceans 1,008, 605 00 4,252 310 59 2,929, 636 57

The head of this banking insiitution should be questioned as to the
efforts made to decrease compensation paid to officers so as to be in
Imne with the corresponding decrease mn earnings

In 1932 there appears 1o have been a general decrease in officers’
salaries of from 10 to 20 percent, which, in our opinion, and n view
of the vast decrease in earnings, was insufficient

There were no bonuses paid to officers during the years under
review.

175641—34—pT1 18——-18
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Comparative salaries of the “key men” for the years under review
are as follows

1928 1929 1930 1931 1932
W.M Baldwin $45,000 | $48,333 | $50,000 | $50,000 | $44, 166
G A Coulton 50,000 { 50,000 | 50,000{ 50,000 40,916
J R Kraus 45, 000 48,333 50, 000 50, 600 44,166
J R Nutt 50,000 | 50,000 50,000 50,000| 122616
Allard Smith 35,000 | 87,600 | 40,000 | 40,000 33,333
t For half year only

Warter H. SEYMOUR,
Senior Examiner.

This report based upon preliminary report and complete investiga-
tion by C?)mmittee Examiner M. J. La Padula.

Mr SapersTEIN. I now hand you a report entitled ‘‘The Union
Trust Company—Loans to directors’’, and ask you if that report
was made by members of the investigating staff of the committee
under your immediate supervision

Mr. MEggaN It was.

Mr SapersTEIN. Mr. Chairman, I offer the report in evidence,
together with the exhibits mentioned thereon, which exhibits are now
at the Government Printing Office

The CeamrMAN. The report and exhibits will be received in evi-
dence and appropriately marked

(The report entitled ‘“The Umion Trust Company—Loans to
directors”’, together with the exhibits connected therewith and which
exhibits are now at th.e Government Printing Office, were received in
evidence and marked ‘“Commttee Exhibit No. 7, May 4, 19347,
and are as follows:)

CommitTTee Exmisir No 7, May 4, 1934
Loans To DirEcTORS
(U-6-54-a, b)

According to an analysis prepared and furmished to us by the
liquidator of the Umon Trust Co, directors of the Trust Co. were
indebted to the bank on February 25, 1933, the day the bank closed,

as follows:

Direct habiliby . s $7, 393, 805 63.

Contingent habihty . . . 859, 460 12
Total . . e 8, 253, 265 75

Less duphcations account of jomnt habihty________ ... ____ 104, 477 39
Total . o ccm——————————- 8,148, 788 36

On February 17, 1934 (this date was selected as being nearest to
the termination of our investigation), the hability of directors to the

bank was as follows:
(U-6-54-a, b)
Darect habiliby o $5, 549, 384 41
Contingent habilwby _ _ _ L eeceeaaeas 589, 940 67
Total i iccmcemn—————— 6, 139, 325. 08
Less dupheations account of Joint habihty_ oo 10, 833 72
Totalo o oo mn 6, 128, 491. 36
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S]Eecial reports have been prepared on the following directors:
William G. Mather, Kenyon V. Painter, hence no specific comments
relative to these directors are contained 1 this report

LENIHAN REPORT
(U-1-1 to 45)

Conditions in regard to loans to directors of the Union Trust Co.
were brought to the attention of directors in the so-called ‘‘Lenihan
report,” dated February 3, 1933 This report was the result of
an examination as of December 20, 1932 Page 9 of this report
indicates the directors’ lhability as of that date amounted to
$9,252,586 80, made up as follows

(U-1-7)
D $8, 470, 478 05
ContIngent. - - o oo e ————————— 782, 108. 75
Total. - e ere— e ——— 9, 252, 586. 80
(U-1-8)

Page 10 of the report contains the following comments:

Loans to directors—undersecured

Wm P Belden._ .. eeae $12, 700. 00
Geo. P. Comey .. o oo e e 82, 000 00
T M Gurdler. e 10, 000 00
G W Grandin.. - e 313, 000 00
T 8 Grassells _ .o e meeee 371,530 70
John A Haddan. ... i_o__. 16, 839 00
W 8 Hayden_ _____ . e na——- 90, 900 00
Adrnian D Joyee. - oo e 709, 500 00
Ralph T. King o oo cmmcccmcccmm—n——— 38, 743. 64
Bascom Tattle. . ..o e cecmcccccc—c————— 37, 343. 44
R V Mitchell ... e 15, 400 00
C N.Osborne. . e 90, 000 00
Whitney Warner. .. oo oo e e emm————— 149, 143 20
Total. o ecccm—ae o —mmm—memme e 1, 937, 099 98

Now on nonaccrual bams
W. J. Crawford, Jr. .o e ccc———— 61, 400. 0
Parmely W. Hermek._ .o 808, 800 00
Otto Maller.. . oo v e e —— 1919, 000. 00
K.V Pamter_ _ o e 2, 930, 000. 00
Total - e e ececccceccccamccmce—cnm———— 4, 718, 200, 00

(U-1-8)

Commuitee comment.—While these loans should be among the best loans 1n the
bank and be predicated upon the highest type securities, 1n some cases the reverse
is true and the bank now finds 1tself with loans greatly undersecured or secured
by other 1tems for which there 1s no market value whatsoever Further, some
of these loans have necessarily been placed on a nonaccrual basis

The commttee knows that in some cases, even though our loan 1s staill under-
secured, the borrower has come forward and offered such other security as he
may have had and such action 18 highly commended. However, there are other
loans on which we should bring pressure to get a mortgage on their homes, and
msist that they arrange for the payment of delinquent interest and reduction of
the principal

1 Only $5620,000 on nonaccural basis,
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It will be noted that at that time (February 3, 1933), out of total
loans to directors of $9,252,586 80, the total undersecured amounted
to $6,655,299 98, or over 71 percent of the total loans to directors

If this laxaty were followed m the case of all loans, the results
obviously would be disastrous However, the fact that the borrowers
were directors of the bank undoubtedly influenced the policy in regard
to these loans

(U-1-2)

The total amount of collateral loans on December 20, 1932, were
$64,876,214 05 With the possible exception of $100,000 the direot
loans to directors of $8,470,478 05 were collateral loans, indicatin,
that directors were borrowing approximately 12 percent of the tot
collateral loans

COMMENTS ON INDIVIDUAL LOANS

Below 1s a brief history of individual directors’ loans Those loans
which have been paid since the closing of the bank February 25, 1933,
have been ehminated

Otto Maller —On January 20, 1933, the date of the last examination
by the Ohio State Banking Department, Otto Miller was indebted
to the Union Trust Co in the amount of $894,000 We quote from
the bank exammers’ report.

(U-5-3, p 107)

Otto Maller (director) $894,000—Iroquors Securitres Inc, $50,622 256 —Mller’s
personal loans amount to $805,000, $420,000 of this amount 158 dehnquent in
mterest since Aprl 1, 1932, and $100,000 15 delinquent 1n interest since July 1,
1932 His personal loans are collateraled by various listed and unhisted securities
having a present estimated market value of $328,000 The bank also holds 1,578
shares of Malvery Land Co, which had a book value of $72 per share on July 11,
1932 This company 18 a real-estate holding company whose holdings consist
principally of Shaker Heights properties It 1s impossible to determine the true
value for this stock No reductions have been made on Miller’s personal loans
in more than 1 year He 1s probably broke and 1t 1s apparent that a substantial
1oes must eventually be taken For the pur{)ose of this examination $475,000
has been classed doubtful The balance of the loans charged against Miller, which
amount to $89,000, are obligations of Hayden Miller & Co, of which he 18 a
partner These loans are being kept 1n current condition but the value of the
collateral pledged against them amounts to only $28,000 It 1s beheved, however,
that the other partners in this firm are financially responsible The Iroquois
Secunties, Inc , 18 owned equally by W S Hayden, L. B Wilhams, D W Myers,
and Otto Miller The value of the marketable collateral ledged against this loan
is $35,000 Other collateral pledged 1s 3,520 shares Wood Chemical Products Co ,
class B stock, and 135 shares Cushman Wilhs Co It 18 believed that these two
latter stocks have sufficient mtrinsic value to cover the loan

(U-6-54)

On February 25, 1933, the date the bank closed, Mr. Miller owed
$805,000, and on December 31, 1933, $726,920.71 Smce that date
and to the present wrting there have been principal reductions of
$8,647.20 'These reductions were the results of sales of collateral
pledged for the loans. ) )

Attention is directed to the examiner’s comments above, wherein
he declared that the bank will eventually sustan a loss of approxi-

mately $475,000.
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(U-1-8)

In the so-called ‘Lenthan report’’, dated December 20, 1932, page
10, loan to Otto Miller, n amount of $919,000, 1s shown under the
caption ‘“Loans to directors—Under-secured—Now on nonaccrual
basis,” to the extent of $512,000 This caption 1s followed by
several comments of the committee on the general policy of loans to
directors

(U-6-55)

The attached exhibit from the files of the receiver clearly indicates
that a large loss will eventually be incurred by the bank in the hqui-
dation of this loan .

Adrian D. Joyce —On January 20, 1933, date of last examination
by Ohio State Banking Department, Mr Joyce was indebted to the
bank in the amount of $709,500 In commenting on the loan tte
examiner stated

(U-5-3, p 100)

Adrian D Joyce $709,500 loan —Maker 1s president of the Glidden Co Loans
18 collateraled by varous listed stocks worth approximately $168,000 at the
present market prices, together with an assignment of a living trust which has
an estimate worth of $265,000 The principal 1tem of collateral held 1s a block
of 700 shares of Ghidden Co, which 1s currently quoted at $16 per share The
loan depends largely on a recovery in market value of Ghidden stock Two

hundred and seventy-five thousand dollars 1s the approximate shortage at this
time, and this portion has been classed undetermined

(U-6-71 to U-6-74)

On February 25, 1933, Mr Joyce owed $708,841 50, and on De-
cember 31, 1933, $707,539 06 No other reductions have been
made since June 30, 1933; Mr Joyce’s hability at this writing being
$707,539 06

The so-called “Lenihan report’’ dated February 3, 1933, shows the
total loans $709,500, secured by collateral valued as follows
Securtbies. _ o e e $353, 297
100 shares Joyce Realty Co capital stock, being entire capitalization of

company whose main asset 1s & 153-acre farm and equipment valuved

A e 200, 000
________________________________________ 150, 000

(U-1-16)

Commuttee comment —We do not approve of personal holding companies such
as Joyce Realty Co Why not get a mortgage on the farm 1nstead of the capital
stock and additional collateral?

Whatney Warner —On January 20, 1933, the date of the last ex-
amination by Ohio State banking department, Whitney Warner was
indebted directly mn the amount of $9,925 20, and indirectly in
amount of $590,082 49 We quote from the bank examiner’s report

(U-1-28~, 28a)

W H. Warner Coal Co. _ oo aen $103, 980 00
Warner Collieries Co,end W H Warner Coal Co__._._________ 300, 000 00
Whitney Warner_ . oo oo cc e 9, 925 20
Ralston Fox Smith, end Whitney Warner______________________ 20, 000 00
Ohio River Edison Coal Co, end W H Warner Coal Co_.______ 120, 000 00
W H Warner & Co. oo oo ceeem oo 36, 227 49
K B Whitworth, end Whitney Warner.. ... .. _________ 9, 875 00

TotaAl. - e e e et 600, 007 69
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(U-5-3, p 125)

The W H Warner Coal Co 1s a holding company for a number of coal com-
pamies W H Warner & Co 1s a partneiship which owns the majonty of the
stock of W H Warner Coal Co, and-also functions as a sales company for the
vallous subsidiary coal companmies The above detalled lhines of credit have
been In the bank for a number of years, but are being gradually worked out under
the direction of vice president Steele The various loans are collateraled by
stocks and obhgations of the various subsidiary companies Due to the inter-
locking nature of the various companies and the 1nterdeFendence of one company
on another 1t 15 Impossible to determine any dollar values for these stocks In
discussing the above loans with vice president Steele, he stated that the com-
panies are ably managed and feels confident that reductions will continue on
same proportion that they have in the last few years

Balances of these loans as of February 19, 1934, are as follows

(U-6-54)
W H Warner Coal Co
Feb 25, 1083 . oo ——————— $103, 980 00
Feb 19, 1934 e 103, 980 00
(U-6-54)
Warner Colleries Co
Feb 25,1933, e ccrecccmmmnem———emm—————— 300, 000 00
Dec 31, 1933 _ - rmeecm——m————————— 203, 887 52
Feb 19, 1934 _ __ e eme———————————— 199, 887 52
(U-6-54)
Ralston Fox Smith
Feb 25, 1938 _ . oo 20, 000 00
Feb 19, 1934 . . e 20, 000 00

This note entered the assets of the bank Nov 10, 1924, in
the amount of $26,000 Only reduction May 12, 1928
(4 years later) Still in assets of bank, $20,000

(U-6-54)
K. B Whitworth:
Feb 25, 1083 oo 9, 875 00
Feb 19, 1934 T ITIIIIIIIIIIIIIIIC 9, 875 00

George P Comey —On January 20, 1933, date of last examination
by Ohio State Banking Department, Mr Comey was mmdebted to the
bank m the amount of $32,000 In commenting on the loan the
examiner stated

(U-5-3, p. 86)

$32,000 loan —George P Comey, value of collateral pledged 1s $20,000, which
includes 400 shares of the Union Trust Co It 1s 1mpossible to obtain any
additional collateral and payment depends on recovery of stocks held

(U-6-75)

The hability of $32,000 of Mr Comey has existed since January 2,
1932, the only reduction is $645.84 on June 30, 1933, which makes
his liability at this wnting $31,354 16.

(U-1-12)

The so-called ‘““Lenihan report’’, dated February 3, 1933, shows the
total loan $32,000, secured by collateral valued at a total of $18,340,
undersecured at that time $13,660.
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(U-5-3,p 87)

W.J Crawford, Jr —On January 20, 1933, date of last examination
by Ohio State banking department, Mr Crawford was indebted to
the bank in the amount of $59,100 In commenting on the loan the
examiner stated:

W J Crawford, Jr , $59,100 —Interest 1s delinquent since April 1, 1932 The
loan 18 collateraled by listed stocks worth $9,000, together with various other
real estate, stocks, and bonds of undetermined value ~Maker 1s heavily 1in debt
at practically all of the other local banks A creditors’ agreement has been made
and all of his unpledged assets are held for the pro rate benefit of the banks in~
terested Outcome of this loan cannot be determined at this fime.

(U-6-76, 77, 78)

On February 25, 1933, Mr. Crawford owed $59,100, and on Decem-
ber 31, 1933, $57,997 24. Since that date and at the present writing
there has been only one small reduction in the amount of $71.25.

(U-1-11)

The so-called “Lenihan report’’ dated February 3, 1933, shows the
total loan $59,100, secured by collateral valued at a total of $15,200,
undercollateraled at that time $43,900

Parmely W. Herrick.—On Janusry 20, 1933, date of last examination
by Ohio State Banking Department, M. Herrick was indebted to the
bank in amount of $805,642 50. In commenting on the loan the

examiner stated
(U-5-3, p 98)

Parmely W Herrick loan of $805,642 50 —Interest 18 delinquent since July 1,
1932 Value of collateral pledged 1s $517,000 On November 7, 1932, Herrick
owed $1,069,000 to varous Cleveland banks At that time an extension agree-
ment was signed by all the banks and the above borrower His worth 1s repre-
sented largely in stock ownership 1n the Union Carbide & Carbon Co , and there
are 10,525 shares of that stock pledged on this loan  Although the borrower 1s
greatly overextended at this time, 1t 18 believed that he can work out of his present
difficulties Loan 1s classed as undetermined at this time

(U-6-54)

On February 25, 1933, Mr Herrick owed $805,642 50, and on
December 31, 1933, $751,499 12 Since that date and to the present
writing there have been primncipal reductions of $42,245 41. The
liabiity of Mr. Herrick at this writing is $709,253 71.

(U-1-15, U-6-79, 80, 81)

The so-called ‘“Lenihan report’’ dated February 3, 1933, shows
the total loans $808,800, secured by collateral valued at a total of
$499,212, under-collateraled at this time $309,588.

(U-5-3, p. 94)

G W Grandin —On January 20, 1933, date of last examination
by Ohio State Banking Department Mr Grandin was indebted to
the bank in the amount of $312,000 In commenting on the loan
the examiner stated.

G W Grandin, $312,000 —Loan 1s collateraled by various marketable stocks
worth $123,000, together with 865 shares of the Grandin Coast Lumber Co,
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which has a book value of $116, and 950 shares of Louisiana Central Lumber
Co, which has a book value of $283 per share Collateral 1s believed to have
sufficzent value to protect the loan and substantial reductions have been made
during the last 2 years

(U-6-54a)

On February 25, 1933, Mr Grandin owed $312,000, and on De-
cember 31, 1933, $206,93575 The total reductions of $105,064 25
were cash payments

His total hability at the present writing 1s $206,935 75, secured by
collateral valued on February 10, 1934, in the amount of $265,563

(U-1-13)

The so-called ‘‘Lenihan report” dated February 3, 1933, shows the
total loans $313,000, secured by collateral valued at a total of $131,000
undercollateraled at this time, $182,000

(U-1-13)

Committee questions the value of stock in privately conducted enterprise as
collateral to loan, therefore classes this loan as undersecured Recommends
gecuring other collateral

WaLTeErR H SEYMOUR,
Senior Eramaner

This report based upon preliminary report and complete investiga-
tion by Commuttee Exammer M J La Padula

Mr SapersTEIN I hand you a report entitled ‘“The Union Trust
Company—Loans to Officers and Directors of Other Banks”, and
ask you if that report was made by members of the investigating staff
of the committee under your immediate supervision

Mr Mgersan It was.

Mr SapersTEIN Mr Chairman, I offer the report in evidence,
together with the exhibits referred to therein, which exhibits are
now at the Government Printing Office.

The CaarrmMan. The report and exhibits will be received in evi~
dence and appropriately marked

(The report entitled ““The Union Trust Company—Loans to Offi-
cers and Directors of Other Banks”, together with the exhibits con-
nected therewith and now at the Government Printing Office, were
received in evidence and marked ‘Committee Exhibit No. 8, May 4,
1934, and are as follows )

CommirTeE Exmisir No 8, May 4, 1934
Loans 1o OrFricErs aAND Direcrors, OTHER BANKS
(U-11-1, 2)

In a consideration of loans made by the Union Trust Co , to officers
and directors of other banks, consisting of over 6} percent of the total
loans, 1t is noted that in most instances other collateral was presented
in addwtion to bank stock Consequently, 1t would appear that it
was much easier to obtain loans through the Union Trust Co than
through the bank with which the officer or director was connected. If
the loans were based only on capital stock of these other banks for
collateral, the situation could be readily understood, inasmuch as a
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director or officer may not borrow from his own bank, using that bank’s
capital stock as collateral.

There is no doubt that a large number of these borrowers from the
Union Trust Co, were also borrowers from other banks, and from
what files have been reviewed, this fact had very little consideration in
determining whether a loan was acceptable to the Union Trust Co.

The loan history of several of these borrowers is given in the follow-
ing as representative of the group

J A HOUSE, PRESIDENT, GUARDIAN TRUST CO.
(U-11-3a)

Among the officers of other banks who borrowed heavily from the
Union Trust Co was J Arthur House At the time the Union closed
in February 1933, Mr. House was indebted to the bank in the amount
of $67,900 In January of 1933 when the Union Trust was examined
by the State Banking Department, the examiner, commenting on
this loan, stated*

(U-5-3)

Value of hsted collateral pledged 1s $13,000 Bank also holds 500 shares of
M A Hanna Co common stock which has book value of $30 per share House
18 known to be heavily 1n debt, and 1s unable to make reductions or furmsh ad-
dl{,lonal collateral; $55,000 has been classed doubtful and will probably result 1n
a loss.

(U-11-3b, 4)

Since the bank has been closed the liquidator has credited the loan
with the amount of dividends (totaling $157 55) received from the
collateral and has sold some of the collateral, realizing $4,875 25.
The balance of the loan still unpaid is now $62,840 40. On January
23, 1934, Mr Cox, bank hquidator, wrote to Mr House stating that
an undue insurance premium was due mn the amount of $207 40.
House, using the unused porticn of the letter, replied

(U-11-5)

I regret to advise thal I am at present unable to pay the premmum due on the

pohcy 1 question. I have heretofore explained my situation to you, namely,

t I am unemployed-—all of my secunties are pledged to various loa.ns at
dlfferent banks—and all dividends and income are impounded. * *

On January 25, 1934, Mr House called the Union Trust and—
(U-11-4)

He 15 rather indignant about our having sold the Industrial Rayon stock, which
he claims caused him a loss of approximately $5,000, and asked that n the future
before we sold any of his securities to get in touch with him

(U-11-4)

& * * He said that the Cleveland Trust loan to him 1s secured entirely
by Guardian stock and that his loan 1n New York with the Chemical 1s also
undercollateralled, but that institution permitted him to make a switch 1n his
securities 1n order that he could buy some Industrial, nasmuch as he was a
member of the executive commitiee of the latter company Our action n selling
the Industrial Rayon caused him considerable embarrassment * *
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The conservator has adequately expressed the situation upon an
analysis of the financial condition of J A House, as appears m a
memorandum from a report dated August 25, 1933, as follows-

(U-11-6a)

Mr House, formerly president of the Guardian Trust Co, appears to be 1n a
hopeless financial condition His obligations are in excess of $800,000, and all his
asgets are pledged thereunder He 18 not able to make interest payments, nor
even keep up insurance premiums on pohecies pledged with various mstitutions

THOMAS E. MONKS, VICE PRESIDENT, GUARDIAN TRUST CO
(U-11-7a)

The indebtedness of Mr Monks to the Union Trust Co is $18,000.
Comments from State bank examinei’s report of January 20, 1933,
regarding this loan was as follows

Maker 1s a vice president of the Guardian Trust Co Loan 1s collateraled by
stock of a local real-estate holding company, value questionable Bank also has
a $38,000 note and first-mortgage request-allotment property located in Cleveland
Heghts No appraisal of this property 1s on file Maker 1s unable to make any
reductions at this time An asset of undetermined value.

This loan of Mr Monks is dated January 31, 1931, and was origi-
nally due on July 31,1931 There have been five renewals of the loan
and no payments have ever been made of the principal The last
Interest payment was Japuary 20, 1933

A perusal of the credit file regarding the borrowings of Thomas E.
Monks revealed loans to him as early as August 1921 These loans
were evidently paid The conservator mn an attempt to liquidate
Monks’ indebtedness of $18,000, reports-

(U-11-8)

He states he 18 without immediate funds to make payments at this time as he
has been mithout employment since the closing of the bank, and 1ncome from his
real-estate investments i1s practically ml

(U-11-8)

Besides our loan, he 18 owing a considerable sum to the Guardian Trust Co,
and the Society for Savings, which he stated would be paid wathin a reasonable
length of time.

It should also be noted that Thomas E Monks holds stock of
Guardian Trust Co. which will mean a double liability, further estab-
lishing his inability to pay

BELDEN SEYMOUR, DIRECTOR, CLEVELAND TRUST cOo
(U-11-9a)

Mr. Seymour is indebted to the Union Trust Co in the amount
of $37,215 from loans originating in October 1928 He last paid
interest on his loan on Apmnl 1, 1932

In his report of January 20, 1933, the State examiner stated:

(U-5-3)

Loan is delinquent 1n 1nterest since Aprl 1, 1932  Maker 1s a director of the
Cleveland Trust Co Value of the collateral pledged 1s $12,000. Payment
Digitized for FA¢psnds largely on collateral held; $25,000 1s classed as doubtful
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The liquidator has tried to collect some payment from Seymour
but without success A memorandum dated October 10, 1933,
states

(U-11-10)

Mr Seymour called at our request He stated he 1s still unable to make
payments, but his insurance business has picked up considerably and he has
hopes of selling three unencumbered lots within the next short while and that
we will receive our proportionate share of the net amount realized He has

previously refused to give us mortgages on these lots or the assignment of any
Ife msurance

M J MANDELBAUM, DIRECTOR, CLEVELAND TRUST CO
(U-11-11a, 11b)

Mr Mandelbaum 1s indebted to the bank for two loans, one dated
June 23, 1930, with a balance in the amount of $7,000 and the other
dated July 1, 1932, in the amount of $102,812 68 Concerning these
loans the State examiner slated 1n his January 20, 1933, report

(U-5-3)

Maker 18 a director of the Cleveland Trust Co Collateral pledged 1s 273
ghares Cleveland Trust Co stock, together with 8% shares Manning Realty Co.
Latter company owns a leasehold on property located at 2020 Euchd Avenue,
but the value of the stock cannot be determuned Maker 1s unable to make any
reductions, and claims that he has no additional collateral which can be pledged.
For the purpose of this examination, $78,000 has been classed doubtful

A perusal of the correspondence 1n the credit files of M J Mandel-
baum shows his first loan connection 1n December 1916 His bor-
rowings were frequent and were paid, consequently, he was considered
8 good customer This favorable attitude continued until 1t was
discovered he could not pay on his latest loans totalling $109,812 68

On May 31, 1932, a letter to G B Bliss, Canadian Bank of Com-
merce, reflects the changed opmion m a sentence as follows

(U-11-12)

Confidentially, we are of the opinion that he, like other large investors, has felt
very keenly the present condifion of the securities market

(U-11-13)

Subsequent inquiries on the part of the conservator have disclosed
that there is little possibility of recovery on this loan aside from the
pledged collateral

F. H. HOBSON, VICE PRESIDENT CLEVELAND TRUST CO.

Mr Hobson 1s indebted to the Union Trust Co. in the amount of
$54,193 07 Concerning this the examiner pomted out on January
20, 1933:

(U-5-3)

Value of collateral pledged 1s $20,000, of which the principal 1tem of collateral
is 147 shares of Cleveland Trust Co , and payment depends largely on the future
of that bank Hobson 1s unable to make any payments at this fime, $35,000 18
classed as doubtful
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On June 7, 1933, the value of collateral had dropped to $15,829 00;
this would increase the doubtful amount to $39,271 00 Hobson’s
income for 1933 was from his salary as vice president of the Cleveland
Trust Co —$20,000 Of this, he stated in a statement required by
the hquidator on June 15, 1933, $7,000 would go for interest, $3,000
for msurance, and $6,000 for alimony to his divorced wife This
would leave a balance of $4,000 for living expenses and other obliga-
tions This would seem to prove the doubtful character of the loan
and undoubtedly substantiate the State examiner’s conclusions

Certainly the examples presented in this report cannot be construed
as loans of good policy Granted that the declimng period has its
effect, nothing can justify anything but a conservative policy for a
bank or its bankers No liberal attitude was shown the ““man in the
street’’ nor the small depositor, the mask of conservatism was donned
for them, but to a bank president the vaults were open, a situation
apparentiy justified because of the borrower’s connections.

Warter H SeyMOUR,
Senor Examaner

Mr SaPersTEIN I next hand Igou a report entitled ‘“The Union
Trust Company—Loan to J. P. Harris”, and ask you if that report
was made by members of the investigating staff of the committee under
your immediate supervision

Mr MEeesaN It was

Mr SapersTEIN Mr Chairman, I offer the report in evidence,
together wath the exhibits referred to therein, which exhibits are now
at the Government Printing Office

The CaairmaN. The report and exhibits will be received 1n evidence
and appropriately marke

(The report entitled ‘‘The Union Trust Company—Loan to J P
Harns,” together with the exhibits referred to theremn, which exhibits
are now at the Government Printing Office, were received in evidence
?nﬁl ma;‘ked “Committee Exhibit No 9, May 4, 1934, and are as
ollows

CommiTreE Exuisir No 9, May 4, 1934
Loan,J P Harris

In reference to the loan made December 22, 1930 by the Union
Trust Co. to J. P Harns, former vice president of the Umon Trust
Co , your examiners are of the opmion that J R Nutt, formerly
chairman of the board of directors of the Umion Trust Co , was directly
responsible for a loss of $165,056 61 suffered by the bank in the above-

mentioned loan
(U-22-7)

Mr Harris in December 1930 was carrying a brokerage account with
Hornblower & Weeks, and included in the collateral were 1,500 shares
F E Myers & Bros stock which had been ‘“loaned” to him b
Mr Nutt The brokers were pressing Mr. Harris for additional col-
lateral, whereupon Mr Nutt ‘“‘loaned’” Harris 500 additional shares of
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F. E. Myers & Bros. stock and transferred Harris’ loan in the amount
of $263,000 to the Unmon Trust Co.

When the loan was placed with the Union Trust Co., the collateral
was valued at $291,300 as follows

Approximate
Shares Security miarket value Total
10 | Ghdden prior preferred 73 $730
1,000 | Umted States Fidelity & Guaranty..- .. 25b-28a..___. 26, 500
500 | Tnsurance shares.. .. .. o ..o oo .. Nomarket. _[oocceeeoeno-
600 | Thatcher Manufacturing. .. 144 8,400
2,000 | Pennsylvama Dixie Cement 234 . 2,760
100 | Umited Fruat. 4814 4, 850
6,200 | F E Myers & Bros 5 wee-] 4035 248, 000
Total 201, 230
(U-22—4)

Mr. Harris gave his promissory note dated December 22, 1930, to
the Union Trust Co. in the amount of $263,000. This note bears the
following notation: “O.K. J R N.”, which notation refers to J. R.
Nutt, formerly chairman of the board of directors of the Union Trust

Co.
(U-22-5, 5a, 6)

The proceeds of the note, $263,000, were deposited on December
22, 1930, to the account of J P. Harns and on the same day Harris
paid Hornblower & Weeks, stockbrokers, the amount of $264,344 52.

The collateral pledged for the loan, with the exception of 2,000 shares
of F E. Myers & Bros. Co. stock, was the property of J. P. Harns

(U-22-17, 8)

The 2,000 shares of Myers & Bros Co stock, as above, were the
property of J R. Nutt Tas is supported by a written memorandum
furmished your examiners by Mr. Nutt on February 13, 1934, in which
he gives his version of the transaction under review and by a letter
from J. P. Harms to Oscar L Cox, conservator of the Unmion Trust
Co , n which Mr, Harns’ attempts to explain the transaction

At a meeting of the finance committee of the Union Trust Co. held
December 19, 1930, the following comment appears:

(U-22-1)

It was agreed to loan J. P. Harns $263,000 secured by collateral

At the meeting held December 23, 1930, the loan was approved in
the following notation:
(U—22-2)

Loans made at the main office under date of December 22, 1930, as described
below, were approved

* * * * * * *
Collateral loans nos 80553 to 80635, $1,643,036 49
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(U-22-3)

Reference to the attached exhibit “Demand Collateral Loan Re-
gister”’ of December 22, 1930, indicates loan no 80609 in the amount
of $263,000 was made to J P Harris on the following collateral.

Shares
F E Myers & Bros Coo e 6, 200
Thatcher Manufacturing Co.__ . e 600
Insurance Share & General Management Union Trust Co..____________ 500
Umted Frut Coo - e 100
Pennsylvama Dxie Cement______ . _________________________ 2, 000
United States Fadelity & Guaranty Co_ .. 1, 000
Glidden GO oo e 10

The comments in the so-called ‘‘Lenihan Report’” dated February
3, 1933, state as follows in reference to the loan:

(U-1-38)
J P Harris Value of coflateral, $61,000, amount of loan, $284,000.
(U-22-9)

Commuttee comment —We should get life msurance Committee was under
the mmpression Mr J R Nutt guaranteed this loan, but has not been able to
find such a guarantee on files

On January 3, 1934, the collateral to the loan was sold at public
auction and the sale resulted n a loss to the bank of $165,056 61

(U-22-9)

On February 15, 1934, the supenntendent of banks of the State
of Ohio mnstituted suit agamnst J R Nutt for recovery of the loss
sustained by the bank, J P Harns having gone into voluntary
bankruptcy

In commenting on this loan, the Ohio State banking department
1n 1ts report of January 20, 1933, page 96, stated as follows

(U-22-14)

T P Harns, $284,000 Maker, a former vice president of the bank, i1s now
unemployed. "The loan 1s collateraled by various histed stocks worth $54,000
at the present market prices Other collateral held 1s 356 shares of the Georgian
Apartment Co Value undetermined Payment depends entirely on the collateral
held and on the future ability of the borrower to earn For the purpose of this
investigation $100,000 has been classed as a loss and an additional $120,000 has

been classed as doubtful
(U-22-15, 16)

There are several factors in this case which indicate that J. R. Nutt
should reimburse depositors of the Union Trust Co. for the loss

suftfered )
There have been insinuations that Mr. Harris’ account at Horn-

blower & Weeks was a joint account between Nutt and Harris and
when 1t was transferred to the Umon Trust Co the joint participation

(U-22-10)

still existed. A letter written by Harris to Nutt on January 11, 1928,
states as follows:

1 hereby acknowledge receipt from you of your check for $10,000 which 1s to
Digitized for Fresused m our joint account as discussed 1n our conversation this morning
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(U-22-11)

Further there is a letter addressed to Nutt by Harris under date of
July 22, 1928, which discusses the advisability of selling certain se-
curities. These securities were apparently i the bank’s portfolio, but
the letter is an indication of the relationship existing between Nutt
and Harris in regard to stock market conditions and seems to indicate
Nutt rehed on Harris as to market forecasts, hence the handling of a
joint brokerage account by Harris.

If the account at Hornblower & Weeks was a joint account and this
fact was not disclosed to the bank when the loan was made, Nutt is
certainly responsible for the deficiency in the account.

(0-22-12)

Further, in our opinion, the loan at the time it was made was not
properly collateraled. It will be noted that the total value of the
collateral was $291,230 and that 6,200 shares of F. E. Myers Co.
stock were valued at 40% or a total value of $248,000 Thus 85 per-
cent of the value of the collateral was in one block of stock. It is
quite obvious that if the stock, which was a very inactive and closely
held stock, had been sold 1t would not realize a market value of 40%
since the unloading of a 6,200-share block would undoubtedly knock
down the market price to much lower levels The price range in
December 1930 was 37%-41

The loan was undoubtedly made on the strength of Mr. Nutt’s
approval and 1t was the opimon of the Lenthan committee as.noted
above ‘“‘that Mr. Nutt had guaranteed the loan”, though no such
guarantee was found in the credit files

The bank’s major contention is that Mr Nutt transferred the loan
to the bank to protect his own interests in the loan, namely, the 1,500
shares F E Myers stock which he had loaned Mr Harms Had
Hornblower & Weeks “sold out” Harrs’ account Mr Nutt would
have suffered to the extent of some $60,000 His bemng chairman
of the board of the Umion Trust Co, and since 1t was the general
belief among directors of the bank that he had an interest in the loan,
undoubtedly mfluenced the granting of the loan

There 1s no written evidence that Mr Nutt advised directors or
officers of his interest in the Harns loan

At the time the loan was made Harrs was m no way financially able
to meet any deficiency mn the loan if such did oceur, his only metlZod of
re‘ﬁayment would have been an enhancement in the value of the
collateral, which to our minds was entirely speculative Mr Nutt,
of course, was entirely fammhar with this when he ‘““saddled” the loan
onto the depositors of the Union Trust Co

Warter H SeYMmoUR,
Sentor Examiner

This report based upon preliminary report and complete investi-
gation by committee examimer, M J La Padula

Mr SarersTEIN. Mr Meehan, I now hand you a report entitled
“Unton Trust Company, Loans to Directors—Wilham G Mather”,
and ask you if that report was made by members of the investigating
staff of the committee under your immediate supervision.

Mr MresaN 1t was
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Mr SapersTEIN Mr Chsairman, I offer the report in evidence,
together with the exhibits referred to therein, which exhibits are now
at the Government Printing Office

The CaairmMan The report and exhibits will be received in evidence
and appropriately marked by the committee reporter

(The report entitled *Union Trust Company, Loans to Directors—
William G. Mather”’, together with the exhibits referred to theiein
which exhibits are at the Government Printing Office, were receive
in evidence and marked “Committee Exhibit No 10, May 4, 1934,”
and are as follows )

Commirtee ExmisiT No. 10, Mav 4, 1934
Loans To DIRECTORS
WILLIAM G. MATHER

M. William G Mather, a director of the Union Trust Co., Cleve-
land, Ohio, was considered one of the wealthiest wen in Cleveland.
He was associated with many large companies, including the following:

Cleveland Chffs Iron Co , president; Mumsing Paper Co ; Mesaba Chffs Iron
Mmm}g; lll\IegI:amunee Mme Co ; Cleveland Steamship Co ; Trumbull Chffs Furnace

elly

Co ; sland Lime & Transport Co, director; Otis Steel Co, director;
Central Steel Co , director; Central Furnace, director

(U-6-4A)

On June 15, 1932, Wm G Mather had direct liabilities of $2,282,-
546 39 and indirect hiabilities of $61,240 89, or a total of $2,343,787.28
due to six different banks.

The greater part of his collateral was stock of Cleveland Cliffs
Iron Co , the value of which haa decreased %)reatly and consequently
the banks found themselves facing the possibility of incurring Leavy
losses on the loans made to Mather in the event the loan had to be
liquidated.

COLLATERAL TRUST INDENTURE

On July 21, 1932, a collateral trust indenture was entered into
between Wilham G. Mather and the Union Trust Co. of Cleveland,
Ohio, the Union Trust Co to act as trustee The purpose of this
trust indenture was to rearrange the personal assets and liabilities of
Mr. Mather. It is based upon the principle of utilizing bis total
assets to secure the payments of his total habilities, and so provide as
to 1nsure the regalar payment of his current interest obligations to
banks and trust companies as they mature

(U-6-1, pp 1 and 2)

Mr. Mather’s obligations to banks and trust companies as shown
i the collateral trust indenture as of that date are as follows

Union Trust Co, Cleveland . __ . ___________________________ $800, 000 00
Cleveland Trust Co, Cleveland______________________________ 125, 000 00
Central United National Bank, Cleveland._ .. _ ... ________.____. 250, 000 00
Guardian Trust Co, Cleveland._ - . ___________________________ 348, 031 39
Miners National Bank, Ishpemu:%, Mich. . _____ 50, 000 00
Irving Trust Co, New York, N Y____________________________ 9, 000 00
Digitized for FRASERTO @] - - oo o o e 1,582, 031 39
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(U-6-1p 1)

The indebtedness of $800,000 to the Union Trust Co. consists of
the following promissory notes

(U-6-2, 3)
Date Amount I“lf:t‘:“ Matunty
Percent
Mar 9, 1932__ $450, 000 6 | Demand.
Do - - 360, 000 [ Do
(U-6~-1,p 1)

The above notes were secured by a promissory note of the Cleveland
Cliffs Iron Co. in the amount of $200,000, issued under and secured
by a trust agreement dated March 23, 1932, between said company
and the Union Trust Co ; a $2,000 promissory note of the Cleveland
Cliffs Iron Co.; 31,253 preferred shares of the Cleveland Cliffs Iron
Co.; and 8,000 common shares voting trust certificates of the Cliffs
Corporation

(U-6-4, 4A)

The annual interest accruing on these notes beginning 1933 amounts
to approximately $102,000, and as appears from the exhibit attached
taken from the credit file of W. G. Mather, Mr Mather would not
be able to meet these interest obligations without additional borrow-
ings from the banks,

Additional loans were made by the Union Trust Co to Mr, Mather
subsequent to the trust agreements and were also secured by the
collateral trust indenture, and are as follows

(U-6~5 and U-6-10)

Date Amount Interest rate Matunty
Percent
Jan 1,1033_ $12,322 50 6 | Thme loan
Oct 1, 1933 10,474 11 [} Do
Apr 18, 1933_ 12,322 50 [ Do
July 1,1933. ____ 6,777 39 [ Do
Jan 1,1934_ - 2,811 70 [ Do.
Sept 30, 1932 645 00 [ Do
Total e oo oo 69,353 20
(U-6-1,p 3)

In addition, Mather 1s indebted to colleges and universities on
unsecured notes as follows

Trinity College - - - - oo oo e $75, 000
Kenyon College ..o ccccceemm 75, 000
Diocese of Marquette, Mich , musieal arts. . ... 21, 000
Assoclation Western Reserve Umiversity . _ . ______._._.. 216, 000
Cleveland Museum of Art_._ . ciamenn 3, 265

176641—34—pPT 18——14
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(U-6-1,p 3)

Also, a note to Trinity College for $60,000, secured by 5,000
preferred shares of the Cleveland Cliffs Iron Co.

(U-6-1,p 3)

To individuals and corporations he is indebted on unsecured notes
as follows.

Katharine L. Mather. . . o ccaees $36, 000

Manan 8 Bower.___.__.__..__ -~- 100, 000

Cleveland Chffs Iron Co . 4,250

The Union Trust Co, Burgwin... - 10,000

S S 150, 250

(U-6-11 to U-6-17)

An analysis of the notes to the Umon Trust Co which total the
$800,000 Fromlssory note under the collateral trust indenture indi

cates the llowing:

Notes Union

Proceeds. Trust Co
Interstate Foundnes, Ine oL $174, 000
Wm G. Mather, personal_ . o comcan 425, 000
To purchase Continental shares____ . ________________________ 200, 000
Cashier’s check, W G Mather. .. _ . ___________________.___. 1, 000
Total. e 800, 000

(U-6-17A)

The note of $174,000 is a consolidation of three notes which entered
the assets of the Union Trust Co 1n 1922, 12 years ago, 1n a total
amount of $220,000 secured by Interstate Foundries, Inc first-mort-
gage bonds. The only reduction on the loans, were on February 7,
1928, of $20,000, and op November 16, 1929, in the amount of $26,000

The note of $425 000 1s & consolidation of three notes secured by
Cleveland Cliffs Co which entered the assets of the Union Trust Co.
in 1928, 1929, and 1931 No reductions were ever made on these
oans.

The note of $200,000 entered the assets of the Union Trust Co
May 23, 1931 The proceeds were used to purchase 40,000 shares of
Continental shares No reduction was ever made on this loan

In 1931, Mr. Mather agreed with his associates to purchase shares
of Contimental stock which were up as collateral for Otis & Co s
loans at banks and trust companies,

OTIS & CO PARTICIPATION LOAN

In order to explain the loan of $200,000, it is necessary to review the
general history of the participation loan made to Otis & Co. by a
number of Cleveland banks

Otis & Co , investment bankers, were founded 1 1900 and in 1931
operated 21 offices in the larger ‘cities of the United. States. The
Cleveland members of the firm were M C Harvey, C. S Eaton,
Richard Inglis,J O Eaton, S E Kline
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Otis & Co is a national organization engaged in underwriting and
distribution of investment securities, is a member of the principal
exchanges in the country, including New York and Chicago

In April 1931 Otis & Co., disposed of their commission brokera
business by selling it to E. A. Pierce & Co , but continued to
business in the brokerage line as agents of E. ’A. Pierce & Co.

This was done in an effort to take Otis & Co. out of the difficulties
gotten into during the boom years.

(U-6-18 to 26)

On May 21, 1931, the total liability of Otis & Co. to the Union
Trust Co. amounted to the sum of $950,823.31, consisting of eight
notes as follows. $163,429.50, $68,680, $631, 329 $4,940, $2, 900
$2,200, $43,000, and $34 344. 81 totalmg $950, 823 31 Wh.lch notes on
May 22 1931 were consolidated into a partlcl ation loan in the
amount of $3, 684 000 distributed among four Cleveland banks as

follows
(U-6-27 to 30)
Union Trust Co.. . o oo $1, 252, 560
Cleveland Trust Co. . . e 1 252 560
Guardian Trust Co. . oo 736 800
Central Umted National Bank__ ... 442 080
Total . o cc————— 3, 684, 0060

(U-6-31, 32)

These banks agreed to loan Otis & Co. up to a total of $4,182,000
secured by collateral which has been valued at a prox:mate y
$4,716,968. This collateral includes 179,226 shares otp Continental
Shares, Inc., common, valued at $3 per share on May 22, 1931.

(U-6-33)

In addition to the assistance granted by the four Cleveland banks
to Otis & Co., on May 21, 1931, Mr. Wm. G Mather in behalf of
himself and his associates agreed to purchase from Otis & Co 300,000
shares of the fully paid and nonassessable common stock of Con-
tinental Shares, Inc., at $5 per share,

The bank’s reoords indicate 300,000 shares were taken up by the
following persons in the proportlon indicated below

Number Number
Delivered to— of shares | Amount Delivered to— of shares | Amount

Wm G Mather____........ 65, 000 $325,000 | E B Green.. . oocaeooe 4,000 $20, 000
Seaboard By-Pro‘lucts J H Wade, Jr. oo 6, 000 30, 000

Coke CO.ovroeeecuteoann 100, 000 500,000 } G G Wade_.__.acrceoeaen 15,000 75, 000
Southern Olio Power Co_..| 20,000 100,000 || Helen W Green._.........- 15, 000 75, 600
H A Hanng COaeeeeene--.f 20,000 100, 000
Newberry Investment Co...] 25,000 125, 000 Totalc e accceecnee 300, 000 1, 500, 0600
Fmance Corporation of

N T o1 RN 30, 000 150, 000
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The above 300,000 shares were released from loans of Otis & Co.
at the following banks:

(U-6-34 to 39)
Name Shares Amount Name Shares | Amount

Umon Trust Co..ooeeennn.. 179, 226 | $896, 130 00 {| Cleveland Trust Co , Cleve- 62,000 {3250,729 17
Philadelphia National land 4 59, 270 83

Bank Phﬂade]ghla, Pa.__. 6,300 31,500 00 {| Chase National Bank, New
Commercial Exchange Na- York Oty _ceececeeenn 42,014 | 210,070 00

tional Bank & Trust Co,

Philadelpha, Pa.. ._.._. 10,460 { 52,300 00 Total.. ... -] 300,000 (1,500,000 0G

In order to accomplish this, the following associates of Mather
borrowed from the Union Trust Co. to pay in part for the Continental

Shares, Inc.
(U-6—40 to 44)
Number | Amount of Number | Amount of
Name shares note Name shares note

Southern Ohio Power Co...{ 20,000 $50,000 || Edward B QGreen.......... 4, 000 $20, 000
Newberry Investment Co..| 25,000 62,500 | Wm G Mather.. ... 40, 600 200, 000
G G Wade.eaaooouaooeo. 15, 000 37, 500
J H Wade, Jroaeomvncnacs 8, 000 30, 000 Total_ ...l 110, 000 400, 000

The balance of $1,100,000 for the remaining 190,000 shares of
Continental shares was paid for by checks drawn by Mr. Mather and
his associates

There was additional collateral to secure the above loans when
made, all of which loans have been paid with the exception of the
$200,000 loan of Wm. G. Mather, which note at this time is a part
of the $800,000 collateral trust indenture as explained above.

The following are excerpts taken from the State bank examiner’s
report of January 20, 1933, 1n regard to the loans of Mr, W. G. Mather
and Otis & Co.:

(Complete copy of State bank examiner’s report to be in Washington if needed)

Wm G Mather, $857,623 99 —Loans are based principally lgaon preferred
stock of the Cleveland Chffs Iron Co , and common stock of the Chffs Corpora-
tion Bank also holds $204,000 notes receivable of the Cleveland Chffs Iron Co
It 18 impossible to make an accurate appraisal of any of the securities held as col-
lateral uotations on the Cleveland Chiffs Iron preferred stock vary all the
way from $5 per share to $25 per share ~Mather’s total indebtedness to all banks
18 known to be 1n excess of $2,000,000 Under the terms of a creditors’ agreement
between Mather and his various creditor banks his indebtedness was extended
to January 1, 1936 Mather 1n turn has trusteed all of his tangible assets for the
prorata benefit of the various creditor banks The outcome of this credit depends
largely upon the future of the Cleveland Chffs Iron Co  Officers believe that the
hine can eventually be worked out

Otis & Co , $713,967 66 —Interest pard to May 1, 1932 A former local broker-
age house whose activities have now been practically discontinued This loan
15 a participation with other local banks 1n a total loan of $2,100,000 It 1s col-
lateraled by marketable stocks having a present market value of approximately
$143,000, together wath a great many other 1ssues which are unlisted and on which
the value cannot be determined A loss of $450,000 1s estimated, and this esti~
mate was agreed upon by officers of the bank.

Excessive loans to directors, we believe, were a contributing factor
to the eventual collapse of the Union Trust Co. This case clearly
indicates that the bank was absolutely negligent in its loan policy and
was guided principally by the fact that Mather was a director of the
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bank and that he was prominent in many companies in which other
directors and officers of the Union Trust Co. had heavy interests

(U-6-17A)

The loan of $174,000 was allowed to run for 12 years in the assets
of the bank

The loan of $425,000, 50 percent of the entire Otis & Co. partici-
pation was withdrawn from the institution by Mather and used for
his personal use

he loan of $200,000 was loaned to him for his participation in a

speculative venture and involved the bailing out of a brokerage firm
with funds of the bank .

The action of the bank in this particular loan is subject to severe
criticism

The $200,000 was used to liquidate part of his participation in the
%)urchase agreement to acquire 300,000 share of Continental Shares

ne

Wavrer H. SeYymovugr,
Senior Examaner

This report based upon preliminary report and complete investiga-
tion by committee examiners, M. J. La Padula and T. A Donaldson.

Mr SapersTEIN I now hand you a paper entitled “The Union
Trust Company—Loans—K V Painter’’, and ask you if that report
was made by members of the investigating staff of this committee
under your immediate supervision.

Mr. MeErAN. It was

Mr SarersTEIN Mr Chairman, I offer the report in evidence,
together with the exhibits referred to therein, which exhibits are now
at the Government Printing Office

The CrairMAN. Thereport and exhibits will be received in evidence
and approprately marked

(The report entitled ““The Union Trust Company—Loans—K V,
Painter”’, together with the exhibits referred to therein, which ex-
hibits are at the Government Printing Office, were received n evidence
fanﬁi ma,l)'ked “Committee Exhibit No. 11, May 4, 1934,” and are as
ollows

CommiTTEE ExmIBIT NOo 11, MaY 4, 1934
Loans

K V PAINTER

Kenyon V Painter has been a director and a member of the execu-
tive commuttee of the Union Trust Co for more than 10 years As
we pointed out 1n our report regarding the ¢ Painter, Bradley, Nutt
%Vndlcate”, Mr Painter has been very closely associated with Mr

utt for a great many years

When the Union %‘rust Co closed on February 25, 1933, Mr
K. V Painter was indebted to the trust company in the amount of
$2,930,000—an indebtedness which has not as yet been paid
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(U-4-1)

Mr Ira J Fulton, superintendent of banks of Ohio, apponted a
Mr Robert M Huston as ‘“special deputy” to make an investigation
of certain transactions of the Union Trust Co Among the matters
mvestigated by Mr Huston were the loans made to K V. Painter
Mr Huston completed his task and submitted his report to Mr.
Fulton on September 18, 1933 We have obtained a copy of this
report and shall refer to 1ts comments, as made by Mr Huston,
frequently m our report

Regarding Mr Painter’s loans and his acts as director, the report
states.

(U—4-1a, p. 1)

Kenyon V Painter is 66 years of age and has been a director of the Union Trust
Co for approximately 10 years e has also been a member of 1ts executive
committee for about the same period of time From the evidence at hand 1t
appears that Painter has never seriously recognized the responsibilities of a bank
director, but has construed his official position with the Union Trust Co as one
of unusual and irregular liberties and privileges It further appears that both
Wilbur M Baldwin and Charles W Carlson, president and vice president, re-
spectively, of the Union Trust Co, had the same mistaken 1dea regarding the
g;iélego of their respective positions as well as the courtesies and privileges due a

ctor

(U—4-1a, p. 1)
Wilbur M Baldwin 15 58 years of age and has been a director of the Union
Trust Co for approximately 10 years March 25, 1930, Baldwin was elected

to the presmidency of the Union Trust Co. and continuously served in that capac-
1ty until the early part of this year (1933).

(U—4-1a, p. 2)

Charles W Carlson 18 about 48 years of age and was a vice president of the
Union Trust Co from January 11, 1928, to the date of faillure Cailson was
never a director of the bank nor was he ever considered a semor loaning officer
or a member of any 1portant coamittee

At the date of failure of the Union Trust Co , Pamnter was indebted
to that bank to the enormous amount of $2,930,000, only a small frac-
tion of which sum was ade uatelf or properly secured  Our investi-
gatron discloses that virtually all of this indebtedness resulted from
unlawful collusion between Painter, Baldwin, and Carlson for the
purpose of willfully misapplying the moneys, funds, and credits of
tne bank for the direct use, benefit, and advantage of Painter and
ndirectly for the use, benefit, and advantage of Baldwin and Carlson.

(U4-1a,p 2)

In substance the general scheme of operation was as follows Painter
would convey to the bank certain real-estate holdings, leaseholds, and
real-estate equities together with certain unlisted and unknown stocks
of doubtful worth, all to be held by the bank m trust as collateral
security for future borrowings. Subsequently, Painter would execute
his demand promissory note, or notes, for sums averaging about
$300,000 each. These notes would not immediately be recorded on
tne bank records for their face amounts and like credits passed to
Painter’s account, but instead would be witaheld by Baldwin or
Carlson and used only at such times and in such amounts as would
be necessary to avoid an overdraft in Painter’s personal account.
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(U-4-1a, p 2)

By this arrangement each note was recorded as constituting a
series of loan transactions rather than as one independent borrowing.
Furthermore, such wrregular procedure was decidedly beneficial to
Painter in view of the fact that at no time was he required to pay
interest on any unused portion of his loans He also enjoyed a
preferential interest rate on his loans, being charged & lesser rate of
interest than other customers of the bank were required to pay

(U—4-1a, p 5)

The indebtedness of Painter began on July 1, 1930, and continued
up to and including October 1931, and totaled, as we have already
pointed out, $2,930,000 at the time the bank closed There was also
due the Trust company accrued interest, delinquent as of Aprl 1,

1933, of $224,411 55.
(U—4-5, 8, 4)

The Union Trust Co, through its president, Mr Baldwin, and
vice president, Mr Carlson, loaned these moneys to Painter to be
used by him for the most part 1n the purchase of the stock of the bank.
The shares of stock were purchased almost daily and registered in

Painter’s name
(U-4-18)

During our investigation rumors were expressed around the bank
that the loans to Painter and the stock market activities of Pamnter
were really for the account of Mr. Nutt and Mr Painter, an allega-
tion we have been unable to substantiate. However, we do know
that Mr. Baldwin personally handled the transactions for Painter,
and that Baldwin, 1t has been claimed, was Mr. Nutt’s right-hand

man.
(U-1-22, 22a)

In their December 1932 report the directors’ examining committee
devoted a great deal of space to the Painter loan and showed that the
$2,930,000 was made up of about 78 separate advances ranging,
generally, from $10,000 to $50,000 each. It is also noted in this
report that the interest rate being charged to Painter was as follows:

(U-1-22, 22a)
Date Interest rate | Frodpalof
Percent
July 1, 1930. 514 $950, 000
Dec 10, 1930._ 5 1,050, 000
July 1, 1031 _ 415 2,210, 000
Nov 10, 1931. 5 2, 030, 000
Jan 1, 1932 6 2,030, 000
(U-1-23)

The committee also states the value and the details of the present
collateral and of the collateral released They value, as of December
13, 1932, the collateral at $1,131,960 but we will take this particular
item up later in this report.
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(U-1-21)

Commitiee’s comment —The directors’ examing committee, in
reporting the facts of the Painter loan, made, in part, the following
comments.

Your committee submits herewith the result of its investigation
into the K. V. Painter loan, which is now on a nonaccrual basis:
Balance due on prine1pal. . . - oo oo e $2, 930, 000 00
Accrued nterest due from Jan 1, 1932, to Dec 31, 1932____._. 183, 613 37

‘We submit various data in connection with this transaction in the
order named:

(U-1-22, 23, 24, 25, 26)

1. Transcript of his loan record.

2. List of present collateral.

3. Itemized list of collateral released.

4, Copy of release dated September 30, 1931.

5, Transcript of Union Trust stock record of borrower.

6. Transcrpt of the commercial account of W. M. or John Wyeth
(K. V Painter’s brother-in-law)

(U-1-21)

Your committee wishes to call your attention to the transcript of
the loan account and a comparison of it with the stock record purchase
of the borrower. By a comparison of the two accounts it is the con=
clusion of the committee that the funds advanced by the bank from
t'me to time were used to purchase Union Trust Co. stock, and fur-
ther, from an investigation of the receipts for the stock certaficates
that the officers in cﬁarge of the loan had full knowledge that the
funds were being so used

(U-1-21)

From November 24, 1930, to September 30, 1931, Mr. Painter pur-
chased 13,680 shares at an approximate cost of $860,000

(U-1-21)

The loan records also show a release on October 3, 1931, of market-
able securities, having an approximate market value of $316,000, to
K V Pamter without payment, approved by W. M B. We are
unable io find that the finance committee approved the release of
this collateral before 1t was made

The loan department register shows that the transaction was ap-
proved by the finance committee on October 13, 1931 (sheets are
mitialed ¥ P R) (F P Root, a director )

(U-1-21)

Your audit committee fully realizes that some releases must be

made before bemng formally approved by the finance committee.
However, the committee does not believe that releases such as the
above come under this classification, inasmuch as the loan was greatly
under-secured before any collateral was released, and, therefore, the
borrower should have been asked to pledge additional security instead
of receiving collateral already pledged.
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(U-1-21a)

Other facts found by the committee are that on June 15, 1931,
Mr Painter’s fairmount boulevard estate was deeded to his brother-
in-law, W M Wyeth On October 7, 1931, our bookkeeping depart-
ment opened a new account in the name of W M or John Wyeth
with a check of Vickers operating and running expense account,
which 18 a K. V Painter account Further investigation of the
transcript of this account shows other credits from the same source and
likewise, charges against this account and credits to Vickers operati
and running expense account It would appear that these are K V,
Painter’s funds.

N On December 15, 1931, the Painters closed their safe-deposit box
ere
(U—4-3, 6, 7, 10, 14, 15, 16, 25)

We have carefully perused the files of The Union Trust Co regard-
ing Kenyon V. Painter and have taken photostatc copies of several
letters typical of hundreds in the files These letiers are simply
confirmation letters written by Mr Baldwin and addressed to Mr
Painter saying that he had purchased a blank number of shares of
Union Trust Co stock for blank dollars However, as an imdication
to whether or not the transactions of Painter were for the sole account
of Painter, the following are excerpts of some of the letters between
Mr. Baldwin and Mr. Painter A longhand letter, dated November
23, 1930, on the stationery of Mr Kenyon V. Painter and addressed
to Mr. Baldwin, states, in part, as follows

We are leaving this morning for St Joseph I see yesterday about 400 Umon
Trust sold Would 1t not be a good thing to lower our bid As I said, I am very

glad to try to take up all Union Trust sold, but of course we do not want to give
more than necessary for 1t

(U—4-13)

On January 15, 1931, Mr Baldwin wrote to Mr Painter in care
of the Biltmore Hotel after having talked with Mr Painter over the
long distance telephone Mr Baldwin stated

Briefly, my reason for wanting to talk to you was the sudden break in the
market price of Union Trust stock yesterday
(U-4-13)

Mr Baldwin stated that there were 1,000 shares offered at 74 and
that when it was offered to him he kuew of no one interested at that
price, and that the price had kept dropping until 1t reached 69,
of which I bought for you 474 shares at that price

(0—4-13)

It 18 quate apparent to me that this particular holding was some distressed
stock—that the owner had to have some money quick

(U—4-17)
And on Apnl 6, 1931 Mr Baldwin wrote a memorandum to Mr.

Carlson 1n whach he stated

I wish you would say to Mr Painter that I am very glad that he reduced the
bid on the remaining block of 193 shares to 681, because I had a memorandum
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to talk to bim about that this morning, but was not permitted to come to the
office or use the telephone; and for the next week or 10 days I would not feel
adverse to having the bid reduced to even 68, and then watch the market so
that if a block of 200 shares or more should be offered, drop the bid a full point
at onge and let 1t stay down for a few days to see if the stock 1s purchased
elsewhere

(U—4-23)

As we have stated above, the borrowings of Painter began on July
1, 1930, with a loan of $950,000, and continued, increasing bit by
bit, until October 1931, when the balance had reached a total of
$2,930,000.

However, the advances to Painter ceased rather abruptly in
October 1931. Obviously, Baldwin had intentions of extending
further credit to Painter, as is evidenced by a $300,000 note of
Painter's, dated August 31, 1931, having an unused balance of
$235,000. Upon this note there is an unsigned notation: ‘“No more
advances”, which, we understand, 1s in the handwriting of a loan
clerk (one R.J Rutenbeck) Mr Rutenbeck claims not to remember
by whose authority the advances were stopped.

(U—4—1-a, p. 20)

Mr Huston claims that there was also another note in the amount
of $300,000 signed by Painter, as of October 5, 1931, ““in Baldwin’s
possession”’,

‘We have not been able to find any copy of this note in the files of
the Union Trust Co and have not contacted Mr Baldwin. How-
ever, we have definite knowledge that Baldwin did have the note
and that he returned 1t to Pamter on October 8, 1931, a transaction
to be taken up later in this report.

COLLATERAL PLEDGED AND COLLATERAL RELEASED
(U-4-2-a,p 1)

On July 13, 1931, Mr. Painter executed a new agreement with the
Union Trust Co , pledging certain real estate. With this pledge agree-
ment Mr, Painter submtted a financial statement showing his esti-
mate of the value of his holdings. Messrs. M. G. Lutsch and P. A.
Frye, of the bank, each made appraisals of Painter’s property, and
Mr. R. Huston, State investigator, submits a comparative statement
of the Pamnter, Lutsch, and Frye appraisals, the totals of each of
which are as follows

(U—4-2-a, p 2, U-4-1-a, p 14, 15)

Painter apprawsal . eeceaaaas 85, 127, 714 50
Lutsch apprawsal - .o 1, 056, 090 00
Frye apprawsal .o 1, 253, 930 00

(U—4-1-a, p. 15)

As pointed out in Mr Huston’s report, Mr Painter valued (as of

July 13, 1931) 8,000 shares of Akley Camera stock at $138 a share,
while a statement of the company as of December 31, 1931, shows a
book value for the stock of $12.08 a share. Mr. Huston states that
Baldwin claims to have no knowledge of these appraisals; but a
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memorandum found 1n the files of the Union Trust Co. from one
officer to another states, in part-

(U-4-21)

I am also returning for your loan files the appraisal Mr Painter signed on the
21st of May, 1931, together with some appraisals of Mr Stuber and other data
Mr Baldwin handed to me

On October 3, 1931, certain of the collateral securing the Painter
loan was released. We quote Mr. Huston’s comments regarding this
release, in full

(U-<4-1-a,p 18)

October 3, 1931, the bank released a large block of listed securities as collat-
eral to Painter’s indebtedness, without consideration or payment on his 1ne
debtedness These securities were, In substance, the same as those secunties
received from the New York Trust Co July 13, 1931, at the time Painter bor-
rowed $575,000 from the Union Trust Co with which to pay a note in that
amount held by the New York Trust Co We have caused these securities to
be valued as of October 3, 1931, by the Directors’ Research Association, Inc,
of Cleveland, Ohio, located 1n the Federal Reserve Bank Building

(U4-1-a, p 19)

The following schedule shows the securities released, the amount
of each, and the valuation placed thereon by the Directors’ Research
Association, Inc , as of October 3, 1931:

4,800 shares Manufacturers Trust Co of New York. .. __........ $154, 800 00
6,684 shares the Glidden Co comwon.. ... __.._. -- 34,250 50
2,000 shares the White Motor Co capital ... . ____________. 16, 000 00
1,100 sharcs Chesapeake & Oho Ry common. _ ... ... __ 28, 600 00
600 shares the Midland Steel Products common.... ... _____. 4, 500 00
400 shares the Gillette Safety Razor Co____ ..o .. 4,450 00

100 shares the Midland Steel Products Co 8-percent cumulative
preferred . _ . e 4, 500 00
100 shares the American Chucle Co common. - - oo __._. 3, 300 00
800 shares the Richman Bros Co.. . ___ . ____.. 28, 000 00
200 shares the Missour:1 Pacific Ry preferred._ . ___ . _____.._. 5, 400 00
100 shares United States Steel common._ __________ . ___________ 6, 800 00
100 shares the Goodyear Tire & Rubber Co common..____.__.__. 2, 100, 00
400 shares Chesapeake Corporation. . ... oo 6, 800 00
100 shares the New York, New Haven & Hartford Ry.__________ 3, 600 00
500 shares the United Corporation common. .. .. ._______ 6, 000 00
100 shares the New York Central capital ... ... ___ 5, 500 00
Total . e 314, 600 50

With the exception of 3,300 shares of Manufacturers Trust Co stock and 2,684
shares of Glidden Co. common, all of the aforementioned securities were sent to
the Chemucal Bank & Trust Co. of New York City, to be held by that bank as
additional collateral to Painter’s note for $305,000 to that bank.

(U-4-23)

In connection with the above release of collateral, it should be
borne in mind that the bank held Painter’s note, with an unused
balance of $235,000, and Baldwin had n his possession another note
in the amount of $300,000, but someone, evidenily with higher au-
thority than the bank president, said, ‘“No more agvances "

Therefore, Baldwin arranged a loan for Pamter in the amount of
$305,000 from the Chemical Bank & Trust Co , New York, taking
the necessary collateral from that securing the Painter loan at the
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Union Trust Co Mr Baldwin then wrote a letter to Mr Pamnter,
dated October 8, 1931, stating

(U-4-22)

Referring to your letter of October 3, I wish to report that under date of
October 6 I arranged a loan at the Chemieal Bank & Trust Co of New York of
$305,000, which loan 1s dated October 6, 1931, and payable April 6, 1932, with
nterest at 4 percent per annum

Mr Baldwin then states

(U~4-22)

I return herewith your note dated October 5, 1931, for $300,000 which you
gave me to use

(U-4-1a, p 21)

Again, on October 26, 1931, the bank released 7,000 shares of
Manufacturers Trust Co. capital stock in consideration of Painter’s
paying $150,000 on his loan. According to a valuation made for
Mr. Huston, this stock was worth, on October 26, 1931, $38 a share,
a total of $266,000

GENERAL

As of January 20, 1933, the State banking department made an
examination of the Union Trust Co , and the examiner stated, regard-
ing the Painter loan-

(U-4-11)

In passing this loan at the time of previous examination, the examiner was
gomlpe].’l“ed to rely solely upon verbal information furmished by bank officers.

The examiner has classed $1,000,000 as doubtful and beheves that he 18 very
chartable 1n this classification

In the files of the liquidator at the bank there 1s a memorandum of
a conference between Mr Cox, the liquidator, and Mr Nutt This
memorandum states

(U-4-12)

Mr Nutt never trusted Painter fully He told the bank’s income-tax man
to ““watch his step” 1n preparing Painter’s documents in connection with taxes,
and was 1mPe].led to this caution because Painter was notlonously a small income-
tax payer, “paying less than my young son ”’

In conclusion we wish to call attention to exhibit U—4-20, which is
a copy of section 13105-1 of the General Code of Ohio. We believe
that the acts of Mr. Painter in submitting his financial statement on
May 21, 1931, with his appraisal, and the acts of Mr Baldwmn in
accepting this statement and allowing Painter to borrow Union Trust
Co funds, were direct violations of the Ohio law We also believe
that Mr Baldwin violated his duties as an officer and director of the
Union Trust Co. throughout the transactions with Mr Painter, and
especially 1n allowing the release of the collateral and the arrangmg
of a loan from another bank with the collateral released, after further
credit was refused by the Union Trust Co

WiarLter H SEYMOUR,
Senior Examiner
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Mr SapeErsTEIN. Mr. Meehan, I hand you a report entitled
“Loans Made by the Union Trust Company to Van Swermmgens and
Controlled Companies’, and ask you if that report was prepared by
the members of the investigating staff of the committee under your
immediate supervision

Mr MEeesAN It was.

Mr. SapersTEIN. Mr Chairman, I offer the report, together with
the exhibits referred to therein, which exhibits are now at the Govern-
ment Printing Office 1n order to facilitate printing, in evidence and ask
that same be received

The CaairMaN The report and exhibits will be received 1n evidence
and appropriately marked .

(The report entitled ‘‘ Loans Made by the Union Trust Company to
Van Sweringens and Controlled Compames,” together with exhibits
referred to therem, which are now at the Government Printing Office,
were received 1n evidence, marked ‘‘Committee Exhibit No 12, May
4,1934"”, and are as follows )

Commrrree Exuisir No 12, May 4, 1934

Loans Mape BY THE UNioN TrRusT Co TO VAN SWERINGENS AND
CoNTROLLED COMPANIES

(Brought out 1n detail; pp 7, 23 to 25, 27, 28, 30, and 36)

The troubles and the closing of the Union Trust Co are due, in a
large measure, to the loans made by the Union Trust Co to and the
mvestments 1t made 1n the Van Sweringen enterprises There 1s
little doubt that the policies and business management of the Union
Trust Co, as will be shown 1n almost every report, were dictated by
Mr Joseph R Nutt Neither is there much doubt but that the
policies and business management of Joseph R Nutt were influenced
and dictated by the Van Sweringens As nominal head of this large
institution, Nutt allowed the Vans to borrow in excess of the legal
limit; he allowed them to substitute worthless collateral for good,
and when a loan to the Vans was refused in the main office of the
Union Trust Co 1t was granted at a branch of the Union Trust Co.
upon the oral approval of Mr. Nutt.

In the report, “Van Sweringen Enterprises”, written in connection
with our examination of J P. Morgan & Co, we covered fully the
detals regarding the formation of the Vaness Co and the voting trust
agreement of the Van Sweringens However, at the expense of repeat-
ing, we beheve that the details should again be brought out in this
report 1n order to show the relationship between the Van Sweringen
brothers and certain officers and directors of the Union Trust Co.

VANESS CO AND VOTING TRUST
(U-2-2)

The Vaness Co was incorporated under the laws of Delaware on
January 9, 1922, as a personal corporate vehicle for O. P. and M. J.
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Van Sweringen and their associates. The original shareholders were

as follows-
Shares

J R Nutt, chairman of the board, the Union Trust Co.. ... __. 16, 250
C L Bradley, director, the Union Trust Co..______________________ 16, 250
W. S Hayden, director, the Union Trust Co_______ ________________ 16, 250
Otto Muller, director, the Union Trust Co.. .. ______________.__ 16, 250
O PandM J Van Sweringen . . oo oo cieeemes 97, 500

Total o e e —————— 162, 500

On July 15, 1922, a voting trust agreement was entered into between
the above-named persons and the Union Trust Co., as trustee—

(U-2-2, 2-3)

Whereby the trustee, held, as trustee, all the voting common stock for the
hives of the mix persons named and for 21 years after the death of the last survivor.
The trustee was required to dehver proxies to vote the stock to the two Van
Sweringens, Nutt, Bradley, Hayden, and Miller for the stock deposited by them
respectively during the hfe of the agreement, regardless of who owned the “cer-
tificate of interest ”’

(U-2-2)

On January 11, 1934, the Messrs, Hayden and Miller sold their
interest 1n the Vaness Co. to the Van Swerigen brothers Since then
the stock of the Vaness Co. has been owned as follows

Shares
J R Nubbo o cioo. 16, 250
C L Bradley. .. eeeea 16, 250
O P and M. J. Van Swermgen__ . ___ o _____.__.__ 130, 000
7 R 162, 500

(U-2-3)

At the time of the sale of their holdings by Hayden and Miller to
the Van Sweringens a new voting trust agreement was entered into.
Provisions of the new voting trust agreement were substantially the
same as those contained in the previous agreement This second
agreement terminated in 1927 at which tame options were granted by
J.R. Nutt and C L Bradley to O P and M J Van Swermngen cover-
ing the purchase by the Van Sweringens of the interests owned by
J R Nutt and C. L. Bradley in the event of their death.

(U-57)

In addition to the above-named directors of the Union Trust Co
associated with the Van Sweringens there are others, two of whom
sﬁsgﬁd out rather prominently, viz, the Messrs F H Ginn and W M.

win

(Commattee hearings, J P. Morgan & Co ), (Exhibit with directors and officers)

Mr. Ginn, as evidence already presented before the committee
clearly states, has for a good many years actively represented the
various Van Sweringen corporations as counsel. Evidence has also
been presented to show that Mr Ginn has acted as counsel and was a
director of the Union Trust Co and was a member of the so-called
Morgan & Co. “preferred hst ” It should also be borne in mind that
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Mr Ginn was a member of the board of directors (1925 through 1933),
executive commttee (1925 through 1933) of the Union Trust Co

(Related orally by Mr. Norton to Mr Seymour)

Mr Robert C Norton, another director of the Umon Trust Co.
and member of the examining committee of December 1932, informed
the writer that Mr Ginn had been very active around Cleveland for
the Van Sweringens, and by getting himself appointed to this impor-
taut committee (executive) had aided Mr. Nutt a great deal i his
domination of the trust company business

(Minutes of meeting of board of directors, May 24, 1932, p 1041)

Wilbur M Baldwin was formerly vice president and later president
of the Union Trust Co He is, we understand, in some way related
to the Van Sweringens and, as 1t has been very adroitly expressed, is
Mr Nutt’s “Man Friday” J R Nutt put Baldwin mn the trust
company and when Nutt resigned the presidency and was elected
chairman of the board, he had Baldwin elected president The asso-
ciation of Nutt and Baldwin will be shown 1n several of the reports on
the affairs of the Union Trust Co The Van Sweringens, individually
and through their various corporations, were constant borrowers from
the Union Trust Co almost from the formation of the trust company.
J R Nutt was one of the organizers of the trust company and was
its first president He retained the position of president of the Union
Trust Co until December 30, 1931, when he was elected chairman of
the board, which he resigned on June 30, 1932

The Van Sweringens borrowed heavily from the Union Trust Co.
and later borrowed even more heavily from J. P. Morgan & Co and
other New York banks In order to make these New York loans,
valuable collateral had to be pledged. All the collateral of any value
whatsoever was taken from the loans of Cleveland banks and used as
secunity for the New York banks Conditions in Cleveland kept
getting worse and worse and finally, early in 1933, the Union Trust
Co , loaded down with loans of all kinds (the Van Sweringens being
the principal borrowers), was forced to close We shall review the
loans made to the Van Sweringens mn detail, taking each loan sepa-
rately and following through its history, feeling that to report on the
total loans chronologically would only complicate the report. Before
giving the details of each loan, however, we should like to give a sum-
mary of the loans as shown by a report of examination as of December
1932 and a summary as prepared by the staff of the liquidator of the
trust company

(Related by Mr. Norton to Mr. Seymour)
BOARD OF DIRECTORS’ EXAMINATION COMMITTEE, DECEMBER 20, 1932

Certain directors of the Union Trust Co. had been “fed up” for
some time with the domination of 1ts management and 1ts business
by Mr Nutt and his associates In June of 1932 they had been suc-
cessful 1n forcing Mr Nutt to resign as chairman of the board, and
late in December 1932 insisted on a committee bemng formed to ex-
amine the affairs of the trust company
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(U-1-1)

As of December 20, 1932, an examining committee was appomted
by the board of directors to make an examination and reporl on the
condition of the Union Trust Co The comrmittee compleied and
submitted 1is report on February 3, 1933 The committee was com-
posed of the following directors.

(U-1-4-45)

E P Lenihan, R C Norton, R T. King

In 1ts report, the commttee pointed out to the board the status of
the Van Sweringen loans J R Nutt was no longer with the bank and
evidently the committes felt that for once 1t conlﬁd speak freely The
committee histed total loans made to the Van Sweringens and their
various mterests and enterprises, with delinquent interest as of
January 1, 1933, as follows

(U-1-30, 1-9)

Interest
Principal del'mquent
Jan 1, 1933

Collateral loans to Van Sweringens and controlled compames_.. ... .__.. $11, 702, 594 15
In addm&)’g, there was listed 1n ““doubtful” loans Higbee Co and “under-

56! - - 317, 000 00
Plttsburgh & West Virgima R R land contract 3
O P and M J Van Sweringen 1, 000, 000 00
B . N 13,469,594 15 |.....__. v

We quote the committee’s comment regarding these loans to the
Van Sweringens in full
(U-1-30)

The above loans, totaling over $11,000,000 have been the subject of public
criticism against the Union Trust Co, and in our opinion, have done more than
any other single factor to undermine public confidence in this mstitution

(U-1-30)

Owmng to the various ramfications in interlocking companies, your commrttee
admits that 1t 15 at a loss to establish in a reasonable time without considerable
expense, the value behind these loans However, 1t 18 of the opinion that these
loans cannot be classed as being worth more than 25 cents on the dollar at the
present tume; this 1s more or less of a guess

(U-1-30)

These 1mmense loans, we understand, were sponsored by Mr J R Nutt,
C L Bradley, and their associates in the Van Sweringen deals, who, although
connected with the bank mm an official capacity, were also prominently connceted
with the Van Sweringen operations

(U-1-30)

It 18 your commtiee’s recommendation that the bank employ a capable
independent attorney, without anv present or past connection with the Van
Sweringens, to thoroughly mvestigate the entire situation and to take any
action necessary to protect the interests of this bank without delay

(Related orally by Mr Norton to Mr Seymour)

During the course of our investigation, the writer attempted to
contact Mr Lenthan to discuss with him the varous matters brought
Digitized for FOWEAD the committee’s report. Mr. Lenihan was out of town
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Therefore, the contact and discussion were had with Mr Robert C.
Norton When asked for a little more explanation regarding the last
amgragh quoted above, Mr Norton stated that the Van Sweringens
ﬁad made a habit of “throwing”’ cases now and then to practically
every law firm in Cleveland and that it was almost impossible to get
any lawyer of Cleveland to take a case agamnst the Van Sweringens

(U-1-30-A)

Daisy Hill Co loan.—The Daisy Hill Co. is the name of the corpora-
tion through which the Van Sweringen brothers own the ‘“farm”
on which they live in Shaker Heights, Gates Mills, Cleveland. The
Union Trust Co had loaned to this company $51,000 on March 7,
1930, and $487,000 later in the same year—the details of which will
be given later in this report The committee, commenting on these
loans to the Daisy Hill Co , stated:

(U-1-30-4)

This bank has loaned to the Daisy Hill Co. $538,000 Besides the questionable
value of the collateral, interest has not been paild The Van Sweringens occupy
these premises as their residence and therefore should pay some manner of rent.
As we understand 1t, they receive a substantial income

We are informed that the loan of $51,000 made at the terminal office on March
7, 1930, was declined at the maimn office and subsequently made through the
terminal office on the authority of Mr Nutt

(Related orally by Mr. Norton to Mr Seymour)

During our discussion with Mr Norton, we asked for the name of
the officer at the main office who had refused this loan to the Daisy
Hill Co. When asked the name of the officer who had made the
refusal, Mr. Norton stated that 1t was probably himself, that he and
a few of the other directors had at various times expressed a very
strong dishike and disapproval of any more Van Sweringen loans
being made until after tI})Jey had been approved by the finance com-
mittee (the efforts of the dissenting direciors—if seriously made,
were unsuccessful in preventing loans to the Van Sweringens, as will
be shown later in this report No mention was made of any dissen-
sion 1n the minutes of the trust company). At any rate, it 1s claimed
by Mr Norton and the other members of the examming committee
that the loan of $51,000 to the Daisy Hill Co was refused at the
main office but was granted by Mr Armstrong of the terminal office
of the trust company Mr. Norton stated that the examining com-
mittee called upon Mr Armstrong to appear before the committee
and that he (Armstrong) stated that he had accepted this loan upon
the instructions of Mr Nutt and that it is believed by the committee
that subsequently to this (the appearance of Armstrong before the
committee) Mr. Nutt had a talk with Mr Armstrong and encouraged
Armstrong to deny any participation by Nutt in this transaction
Mr. Norton stated that the committee had thought of obtaining an
affidavit from Armstrong regarding this matter, but had not done so,
feeling that he was right here in the city of Cleveland and that if any
court action was taken, he could be sworn.

Other commattee comments —The commttee in 1ts report then
pointed out that the total capital stock of the Vaness Co consisted

175541—34—pr 18——15
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of 50,000 shares of preferred and 162,500 shares of common and that
the Unmion Trust Co had:

(U-1-33)
Pledged on loans
Preferred stock Shares
The Dasy Hill Co_ _ i ceeeem 7, 935
OP &M J Van Swerlngen .- - - - oo 9, 000
John Heeker. _ ..o oo e 150
J J MeGinty o oo 226
S J Gibbs (termumnal). .. e 750
Total (0 3612 of total outstanding) - o o _______ 18, 060
Common stock:
O.P.& M. J. Van Sweringen. ..o v vocvccmmcccceecceeem 97, 500
Do et 16, 250
Total (0 70 of total capitalization) . .. .. ________ 113, 750
(U-1-34)

With holdings of this size, why are we not controlling the board of directors?
Do we know the salaries paid to officials?

Regarding other corporations in which the Van Sweringens were
interested, and stock of which had been pledged securing loans, the
committee stated:

METROPOLITAN SECURITIES CO

By pledge of stock of the above company we control 10,296 shares.

y did we permut a vote 1n favor of the Vans’ control for another 3 years?
Why do we not control the board of directors?
Do we know what salaries are paid?

CLEVELAND BASEBALL CLUB

Total capital-—500,000% at $100 per share
Alva Bradley loan, 378 shares
Vaness Co loan, f,250 shares

CALUMET TRUST

Total certificates of interest outetanding, 25,2034

O P Van Sweringen, managing trustee

Otto Miller, trustee

Mitchell D Follansbee, trustee

We hold as collateral 17,9993 shares, or 0 7142 of total outstanding

Statistical department file contains a copy of a letter to Otto Miller, February
2, 1932, from L. M Nicholgon, secretary of trust, stating that he checked assets
and habilities with the 1dea of determining the actual or real value of the trust
certificates, shows

Assetbs_ e $841, 166 32
Laabihties . oo 55, 000 00
Net worth ($31 19 per share) . - ... ... ____ 786, 166 32

Comment Why do we not have representation on or control board of directors?

_ By the time the examining committee had an opportumty to present
its 1eport to the board of directors, the bank was closed, and 1t was too
late to answer the above questions

(U-34, 34-A)

However, M: Nutt, auswerirng the references made to him in the
committee’s report, wrote a letter to the Union Trust Co on Aprl 13,
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1933, which he requested be filed with the report of the examining
committee .
Referring to the charge that he had sponsored the Van Sweringen

loans, Mr Nutt sad.
(U-34-A)

The understanding of the Commuttee 18 not correct I never sponsored loans
to the Van Sweringen interests These loans were approved by the finance com-
mittee, of which Mr J R XKraus 1s chairman (of which I have never been a
member) before being made

Mr Nutt also denied any knowledge of approving the Daisy Hill

loan, stating, in part
’ &mp (U-34-A)

If Mr Armstrong at the termunal office asked me about the loan, I doubtless
told him I thought 1t was all right, but I do not remember that he ever made any
inquiry

APPOINTMENT OF LIQUIDATOR

The Union Trust Co closed on February 25, 1933, and on Apnl 8,
1933, Mr Oscar L Cox was appointed conservator, which title he held
unti June 15, 1933, when he was appointed hqudator Immediately
after hus appomntment as conservator, Mr Cox designated a Mr C C
Mernfield, who was assistant treasurer of the Union Trust Co, to
make a study and report on the Van Sweringen loans Mr Merrifield
completed his task and submtted his report on June 3, 1933. He sub-
mitted a detailed analysis of all of the Van Sweringen loans covening
some 25 pages of schedules (exbibits U-69 to U-69-X), copies of
which we have Howeer, each of these schedules and each of several
memoranda written in connection with them bears a statement from
Mr Cox that the memorandum or schedule 1s not part of the Trust
Co ’s records, that 1t was prepared by a ““junior”” member of the staff,
and that it has not been venfied as to facts Mr Mernfield was assist-
ant treasurer of the Union Trust Co and could hardly be clessed as a
“junior” member of the stafl not capable of making up a coirect
statement Incidentally, so far as we have been able to check his
statements, they are a true statement of the facts

Mr Merrifield classes the loans due from the Van Sweringens and
their controlled companies as follows

(U-69)
Commercial and collateral loans_ ... ________.___ $11, 412, 908 54
Mortgage loans . . . e 772,064 57
Land contracts. - . - 1, 000, 000 00
Total . . e ccccemm e 13, 184, 973 11
With interest dehinquent May 1, 1938 - < - oo oo 1, 089, 045 83
Total. . e e e 14, 274,018 94

We shall refer to these memoranda in closmg the history of each of
the several loans.
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$2,800,000 PARTICIPATION IN TOTAL DEMAND COLLATERAL LOAN OF
$9,000,000 DUE FROM O. P AND M J VAN SWERINGEN
(U—2-10)

A loan to the Van Sweringen brothers, personally, in the amount
of $9,000,000, is still unpaid and 1s participated in by four Cleveland
banks, as follows

(U-2-10)
The Union Trust Co_ oo $2, 800, 000
The Guardian Trust Co. .- .o 2, 500, 000
The Cleveland Trust Co. - oo e oo 2, 500, 000
The Midland Bank. .. 1, 200, 000
Total o e 9, 000, 000

(U-20-A; U-69-T to 69-X)

This obligation of the Van Sweringens grew out of some loans that
had originally been made to the Vaness Co We shall detail the
history of this loan from July 1928 until the present, and show just
how Mr. Nutt allowed the Van Sweringens to use the Union Trust
Co Even as far back as 1928 the Van Sweringens were allowed to
substitute collateral having no market value for that which was
marketable The Vaness Co had made many loans prior to 1926,
but on April 19, 1926, was entirely paid out at the Union Trust Co.

(U=-69-A, 2-3)

On July 21, 1926, the Vaness Co started 1ts borrowing again with
a loan of $225,000 The loans increased gradually, reaching a peak
on July 1, 1927, of $2,250,000 There was $1,900,000 paid off on
October 4, 1927, after which loans again increased until they reached
a total of $4,350,000 on June 23, 1928 The million dollars was paid
off at the end of June 1928, and on July 28, 1928, with the debts
totaling $3,350,000, the loans were revamped 1n respect to $2,000,000.
The remaming $1,350,000 was gradually paid off to July 23, 1929
On July 27, 1928, there were five loans exclusive of the $1,350,000
mentioned above unpaid, in the name of the Vaness Co , as follows:

(U-20-A, 77)
Date Loan no Amount
Dec 28, 1027. 26309 $250, 000
Feb 17, 1928. 20160 500, 000
Feb 20, 1928. 29162 500, 000
Jan 14, 1928 27338 500, 600
Mar 1, 1928 29700 250, 000
Total. . - -e--f 2,000,000

On that day (Julr 27, 1928) the above loans were canceled and a
new loan, no 36759, was set up 1 the name of the Vaness Co. 1 the
amount of $2,000,000

(U-2-4)

In November 1933 special investigators for the Ohio State Banking

Department made an exammation of certain loans at the Union Trust
Digitized for FRASER
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Co In their report on loans made to the Van Sweringens and their
controlled companies, the examiners detailed these loans and the
collatera] carefully Referring to the above transaction by which
the five loans were refunded and a new one set up; the examiners
pointed out that—
(U-24)

Comparison of the collateral given to secure the loans which were refunded

for that given to secure the new note 1s stated below

Loans nos
26399, 20160, |JOIY 27, 1928,
29162, 273383, 38750
t)
total smont, oy oy
2,000, (4
Shares Shares
New York Chicago & 8t Loms R R cOmMMON. o ceouooouocmeaooe e 18,000 |oevucauun -an
The Terminal Properties Co
First preferred. . 32, 600 32, 631
Second preferred - 27,300 30, 285
Common. ... . .- 93,300 95, 600

(U-2-4)

The collateral security covering the new note did not include the 18,000 shares
of New York, Chicago & St Louis Railroad common which, together with the
Terminal Properties Co stock, was pledged on the refunded loans The Nickel
Plate shares, having a market value of $2,263,500, were released to the Vaness Co
and additional shares of the Terminal Properties Co stock were substituted as

follows

First preferred, 31 shares, par value. .. _____________________ $3, 100

Second preferred, 2,955 shares, par value. .. ... ..o ... 295, 500

Common, 2,300 shares, par value. . . . ... 230, 000
Total, par value. - . _ e 528, 600

The above Terminal Properties stock pledged was owned as follows

OP &
VanessCo |M J Van
Sweringen

Furst preferred Smgegu Shm;:sﬁw
st preferred. . . 3 )

seeong preferred. . oeoeer oo 29, 425 830
Common..._.. - 43, 7260 51,980

The common stock of Terminal Properties Co was owned on July 27, 1928,

as follows
(U-24) Shares
Vaness Co. .o e e 44, 045
OP &M J Van Swerlngen. . e 51, 980
Others._ o e e 3, 975
Total e e e 100, 000

The unpaid dividends on the preferred stock totaled $5,505,5610
(U-2-4)

Here we have a case as far back a3 1928 (and, incidentally, as far back
as we have gone) where good collateral was released for that of less
value when The Union Trust Co released stock with a market value
of $2,263,500 and recerved in return stock of a closely held corporation
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on which there was no market whatsoever Not only that, but
Terminal Properties Co had continually operated at a loss and a
consolidated balance sheet as of December 31, 1927 showed a deficit
of $19,696,007 16

Approval of $2,000,000 loan —The acts of the officers of the Trust
Co 1n ma loans were ratified and approved by two committees
namely, the discount or finance committee, and the executive com-
muttee, before being approved by the board of directors  In analyzing
the minutes of these meetings, some curious facts present themselves,
which we will try to outline as clearly as possible

(Minutes of discount committee, The Umon Trust Co, p 2655)

At the meeting of the discount committee held July 30, 1928 the
loan to The Vaness Co was approved This meeting was attended
by the following Messrs Otto Miller, Thomas P Robbins, G. A.
Tomlinson, Whitney Warner, J. R. Kraus, W M Baldwin, J. G.
Geddes, vice president, John Sherwin, Jr vice president, George P,
Steele, vice president; W Tonks, vice president, R S Crawford,
vice president

(Mmutes of executive commitiee, p 695)

It will be noted that five of the persons that were present at this
meeting were officers of the bank, who, according to the bylaws in
effect at that time, were not qualified to act as members of the
discount commuttee Therefore, only four votes were necessary to
ratify the loan On August 6, 1928, the execulive committee ratified
all loans approved by the discount committee on July 30, 1928
According to the executive committee minutes there were nine
members present, which constitutes a quorum (there were also
present the Messrs Farnsworth and Harris, who were not qualfied
to vote) Included in the nine qualified to vote were five members
who had acted upon the loan as members of the discount committee
and J R Nutt, who was financially mnterested in the borrower
The five members of the execulive committee who had previously
voted on this same loan were as follows W M Baldwin (J R
Nutt’s heutenant), Otto Miller (Van Sweringen associate), J R
Kraus, Thos P Robbins, Whitney Warner

(Minutes of board of directors, the Union Trust Co p 704)

On August 14, 1928, the board of directors approved and confirmed
the action of the executive committee, but there was not a quorum
present

(Board of directors p 704)

On September 11, 1928, the following resolution was adopted by
the board of directors:

Upon uotion duly wrade, seconded and unanimously carried 1t was

Resolved, That the minutes of the meeting of June 26, 1928, be and the same
are hereby approved, and the actions taken at the meetings of July 10, 1928,
July 24, 1928, August 14, 1928, and August 28, 1928, at which quorums were
not present, are hereby ratified, adopted, and confirmed as the actions of this
boaid

An analysis of the direclors present at the meeting set forth in the
Digitized for Fi@b@¥e resolution gives the following information:
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Voted as member | Voted as member | Voted as member
Name of discount com- | of execut1s e com- | of board of dires-
mittee July 30, | mattee Aug 6, tors Sept 11,
1928 1928 28

W M Baldwin. Yes. Yes. Yes
Otto Miller. Yes. Yes. Yes
J R Kraus.. Yes. Yes.

T P Robbins ---| Yes Yes
Whitney Warner Yes Yes. Yes
Enul Joseph..... Yes Yes
E J RUlBS oo e eceeccceccccccccmccon] coocccccae coeems] YOB8euocacccane Yes
J R Nutt Yes. Yes
G A Tomhnson Yes. .| Yes

(@) Seven of the directors who voted on September 11, 1928, for the
above resolution were not present at any of the four meetings, the
actions of which they ratified.

(b) Fourteen of the thirty-five directors who voted for the fore-
going resolution were not present at the meetings held on July 10
and July 24, 1928

(¢) Of the 14 members of the board who were present at both of
the directors’ meetings on August 14, 1928, and September 11, 1928,
4 (Messrs Nutt, Joseph, Baldwin, and Robbins) had previously
voted at least once on the merits of this particular loan Of those
Eresent at the board of directors’ meeting on September 11, 1928, 4

ad voted twice previously in favor of this loan, and 3 had voted once
previously as members of either the executive or discount committees.

No payments were made on this $2,000,000 loan during 1928 and
1929 On November 1, 1929, the Vaness Co negotiated a new and
larger loan, canceling the $2,000,000 loan

(Commuttee hearings, J P Morgan & Co)

Brokerage loan paid off —It will be remembered from other data
previously acquired and from the reports previously written in con-
nection with our exammation of the Van Sweringens that the Vaness
Co had maintained an active brokerage account with the New York
Stock Exchange firm of Pamne, Webber & Co It would also be
recalled that one of the semor partners of this brokerage firm, Mr
Kenneth Steere, was included on § P Morgan’s so-called ‘‘selected
hst” 1n the sale of Alleghany Corporation common stock At the
committee’s hearmngs held in the spring of 1933, information was
presented (with Mr O P Van Swermngen as the witness) showing
that large borrowings had been made %y the various corporations
controlled by these two Van brothers, the proceeds of which have
been used, in part, to pay ofl the indebtedness of the Van Sweringens’
margim account st Paine, Webber & Co

(U-59, 60~B; U-59-A)

In studying the data pertaming to loans made by the Cleveland
banks to the Van Swermngens’ interests, one finds the same situation
existing The Van Sweringens, operating an active margmn trading
account with Paine, Webber & Co , evidently 1 an effort to support
the market of the Chesapeake Corporation and the Alleghany 8or-
poration stocks Their tradings during 1929 were very heavy and
during the stock market crash they lost heavily and incurred an
mdebtedness at Pamne, Webber & Co running well over $30,000,000.
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On December 31, 1929, the Van Sweringens owed Paine, Webber &
Co $25,031,736 In order to pay off the indebiedness of their
margimed account, the Van Swermngens had to obtamn money some-
where; and so they increased thelr%oa.n from 2 to 9 million dollars,
using the proceeds to pay off some of the Vaness Co indebtedness to
a large extent, at Pame, Webber & Co The Umon Trust Co took
a $2,000,000 participation in this total loan of $9,000,000, the
remainder being split up by three other Cleveland banks

(0-2-5)

The Union Trust Co was trustee for the participants in this loan.
The participants and the amount of their respective participations
were as follows-

(U-78)
The Umion Trust Co__ - i $2, 000, 000
The Guardian Trust Co_._ ... ___ ... 2, 500, 000
The Cleveland Trust Co. _ oo oo 3, 300, 000
The Midland Bank_ . _ e 1, 200, 000
Total - e 9, 000, 000
(U-2-6)

The collateral securing the above loan was almost the same as that
securing the $2,000,000 loan, with the addition of 122,000 shares of
Van Sweringen Co. common stock and 100 shares of Cleveland
Terminal Building Co common Both of these latter companies
were wholly owned subsidiaries of the Terminal Properties Co It is
difficult to figure out how this additional collateral materially strength-
ened the security behind thisloan.

APPROVAL OF PARTICIPATION IN $9,000,000 LOAN

(Minutes of the Union Trust Co finance committee, p 5161; executive committee
p 820; board of directors, p. 737)

The finance committee approved this loan on November 2, 1929;
and the executive committee approved and confirmed the action of
the finance committee on November 4, 1929. There were 11 membera
present at the meeting of the executive committee. The vote of the
executive committee was unanimous, however Approval of the loan
to the Vaness Co was assured, because 4 of the 11 members present had
previoualy voted favorably on the loan as members of the finance
committee, and the vote of these 4, together with the vote of J R.
Nutt (who was interested in the borrower) and W. M Baldwin
(Nutt’s right-hana man) constituted a majority On January 9, 1929,
by action of the board of directors, the bylaws of the Union Trust Co.
were amended in several respecis one of which was as follows:

Article 2, section 8, to read as follows

“Certain loans No loans shall be made to an officer of the bank, or to a
syndicate or partnership in which an officer is a participant or a partner, unless
first approved by the executive or finance commuttee When a loan 1s applied
for or has been currently made, by or to a corporation in which an officer has a
substantial mnterest, 1t shall be the duty of that officer to state immediately the
fact of his interest therein to the executive or finance committee *’

Mr Joseph R Nutt was 1 of the 4 stockholders of the Vaness Co,

owning 16,250 shares The records of the finance and executive com-
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mittees failed to show any mention of this fact’s being made by Mr.
Nutt when the question of these loans was discussed

STOCK EXCHANGE PRACTICES

(U-2-8)

Although in May 1930 the Alleghany Corporation carried out some
new financing, through J P Morgan & Co and the Guaranty Trust
Co of New York (ssuing $12,500,000 par value of preferred stock,
and the $25,000,000 third bond issue of the Alleghany Corporation)
the Vaness Co was unable to pay off 1ts $9,000,000 mndebtedness in
Cleveland; and on May 13, 1930, the total loan was renewed

(U-39, 72)

The Union Trust Co increased 1ts participation by $800,000. The
participation of the Cleveland Trust was reduced from $3,300,000 to
$2,500,000 and the participation of the Union Trust Co was increased
from $2,000,000 to $2,800,000 When this new loan of $9,000,000 was
renewed May 13, 1930, the Terminal Properties Co stock and the
100 shares of Cleveland Terminals Building Co. were released, 600,000
shares of Van Sweringen Corporation stock being pledged instead.
Comparison of the collateral securmg this $9,000,000 obligation on
November 1, 1929, and May 13, 1930, is as follows

(U-2-8)
Loans by the Union Trust Co to the Vaness Co
Nov 1, 1929, | May 13, 1930,
loan no 61949, | loan no 70739,
$2,000,000 par- | $2,800,000 par-
ticipation 1n t1a1pation 1n
$9,000,000 loan | $9,000,000 loan
The Terminal Properties Co Shares Shares
Furst preferred. 32,893 0
Second preferred. 33, 187 0
'The Yo B o © % 000 m,oog
e Van Sweringen Co  Common. .
The Cleveland Termmals Building Co  GOMmMOR. -....---n-noeonenoooo " 100 0
Van Sweringen Corporation Common 0 600, 000

(U-33)

On May 10, the other participants with the Union Trust Co. agreed
to the renewal of this loan and the substitution of 600,000 shares of
Van Sweringen Corporation stock in place of the 100 shares of Cleve-
land Terminals Building Co. stock, but, as was pointed out by the
State Banking Department examiner in his special report of November
13, 1933— ) ’

(U-2-8)

* % + nomention 1s made regarding the release of 32,893 shares of the Ter-
minal Properties Co first preferred; 33,187 shares of the Terminal Properties Co
second preferred, and 99,222 shares of the Terminal Properties Co common,
which shares have been pledged to secure the loan being refunded However,

consent was given to the substitution of 600,000 shares of Van Sweringen Corpora-
tion common for 100 shares of the Cleveland Terminals Building Co

(U-2-8)

No reasons are given 1n the directors’ mnutes of the Union Trust Co. or the
Guardian Trust Co for refunding of this loan at this tume or for the release of the
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collateral security consisting of the Cleveland Terminals Building Co stock and
m‘(‘i?sl?tutlon therefor of 600,000 shares of Van Sweringen Corporation common
81OC!

The substitution of collateral was made because the Van Swerin-
gen brothers had formed the Van Sweringen Corporation to acquire
the assets of Terminal Properties and Cleveland Terminals Building
Co The Van Sweringen Corporation then (May 15, 1930) sold
through the Guaranty Trust Co of New York $30,000,000 5-year
6-percent gold notes and issued 1,744,800 shares of its common stock
at $25 a share (or $43,620,000) to the stockholders of Terminal
Properties Co for the assets acquired The Examiner pointed out
that—

(U-2-9)

(3) On or about May 13, 1930 the Cleveland Terminals Building Co (wholly
owned by the Termmal Properties Co ) caused an entry to be placed on their
books setting up the appraised value of certain building sites (air rights) in the
Terminal group at $16,285,000, which apparently had not previously been carried
on the books as an asset

These “air rights”’ were the principal assets which the Van Swerin-
gen Corporation received and, as was pomnted out by the State
examiner—

(U-2-9)

The collateral released, namely, the Terminal Properties Co. and the Cleve-
land Terminals Building Co stock, was valued by the stockholders thereof at
approximately $43,620,000 on or about May 13, 1930, at which time the assets
of the company were sold to the Van Sweringen Corporation

(U-2-9)

The value of the collateral substituted (600,000 shares Van Sweringen Corpora-
tion common), valued on the same basis, would have been worth $15,000,000 !
However, both valuations are arrived at after adding $16,285,000 appreciation
covering an appraised value of ‘‘air nights ”’

(U-2-9)

To have secured the new loan as fully as the loan which was refunded, there
should have been a pledge of approximately all of the Van Sweringen Corporation
shares 1ssued (1,744,800) wnstead of only 600,000

(Committee hearings, J P Morgan & Co, May 1933; U-79)

No payments were made on the principal of this loan from the
date 1t was made to October 30, 1930 On that day the Van Swerin-
ens, through their two companies, the Vaness Co and the Cleveland
erminals Building Co , borrowed from a group of New York banks,
headed by J P Morgan & Co, $39,500,000 In making this loan
in New York, the Van Sweringens pledged, among other collateral,
all of the assets of the Vaness Co Also, the Vaness Co agreed with
J P Morgan & Co that 1t would not incur any other indebtedness
of more than $1,000,000, than that due to Morgan In order to do
this, a “switch” or substitution of collateral had to be made with the
security pledged on the Cleveland loans In accordance with the
Morgan agreement, the Vaness loan at the Union Trust Co had to
be paid off This was easily handled—not by the payment of any
money to the trust company but by sumply transferring the debt to
one in the name of the Van Sweringen brothers.
1 The exanuner based this $15,000,000 on the fact that the stock was sold at $25 a share 1n the trade with
Terminal Properties
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(U-2-9)

‘Accordingly, on October 30, 1930, this $9,000,000 obligation of the
Vaness Co was canceled and a new note 31gned by O P.and M J.
Van Sweringen It might be well to state at this poini that on the
same day (Oct 30, 1930) there was another loan of the Vaness Co
in the amount of $5,000,000 transferred to the name of the Van
Sweringen brothers with the “switch” of unmarketable collateral for
marketable security. The detais of this switch will be given later
in connection with the $5,000,000 loan This $9,000,000 loan of the
Vaness Co was credited m full and a new loan, no 78310, was set
up in the name of O. P. and M. J Van Sweringen This new loan was
participated mn by the other banks in the same ratio as the old loan;

that is
(U-2-9)
The Union Trust Co.. o v oo $2, 800, 000
The Guardian Trust Co. .o o v e 2, 500, 000
The Cleveland Trust Co_ ..o oot eeeeeem 2, 500, 000
The Midland Bank. . e 1, 200, 000
Total. o oo e ————— 9, 000, 000
(U-2-9)
The collateral pledged to secure the new note was as follows:
(U-79

97,500 shares the Vaness Co common, issued in the name of Winifred C Bloom

. Comparison of the collateral security for each of the foregoing loans
is set forth as follows
(U-2-10)

Nov 1, 1929, | May 13, 1930, | Oct 30, 1930,
T uly 27, 1928, loan no loan no loan no
loan no 61949, by 70739, by | 78310, by the
37659, by the Union the Umon | Union Trust
the Union Trust Co Trust Co [CotoO P &
Trust Co to the to the M J Van
to the Vaness Co, | Vaness Co, | Bweringen,
Vaness Co, | _$2,000,000 $2,800,000 $2,800,
amount Participation| Participation| Participation
$2,000,000 | 1n $9,000,000 | m S?,OO0,000 n $£1),000,000
oan oan

Shares Shares Shares Shares
The Terminal Properties Co , first preferred. .. 32,631 32,808 | o e feoemmeoeas
The Termnal Properties Co , second preferred.. . 30, 255 -

The Terminal Properties Co ,common._...___.__ 95, 600

‘The Van Sweringen Co , common ........................
The Cleveland Terminal Bulding Co R
Van Bweringen Corporation, common -
The Vaness Co ,common _____.____.__________|ecccuc

(Minutes of finance committee, the Umon Trust Co, p 6359)

We have carefully checked the minute books of the finance and
executive committees and the board of directors regarding the ap-
proval of thisloan No spec:ﬁc reference 1s wade 1n either the finance
or executive commitiees’ minutes to this loan, and no reasons are given
in any of the minutes of the Trust Co for the retirement of the Vaness
Co note and the substitution thereof of a note of like amount signed
bf, O.P and M J Van Sweringen, or for the release of the stock
pledged to secure the Vaness Co and the substitution of the Vaness
Co stock on the new loan, except at a meeting of the finance com-

ittee on October 28, 1930 2 days before the transaction
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(Minutes of finance committee, the Union Trust Co, p 6359)

It was agreed to accept participation of $2,800,000 1n a loan of $9,000,000 to
O P and M J Van Sweringen, to be secured by 60 percent of the entire 1ssue of
common stock of the Vaness Co The other participants mn this loan are the
Cleveland Trust Co , the Guardian Trust Co , and the Midland Bank

No payments have ever been made on the principal of the 9 million-
dollar loan. Unpaid interest accrued by the Union Trust Co on their
$2,800,000 participation totaled $391,774 64 on September 1, 1933,

(U-16)

On January 18, 1933, Mr O’Nell, vice president of the Union Trust
Co., wrote to the other participants in the $9,000,000 loan regarding
the 97,500 shares of Vaness Co. stock, stating that—

(U-37)

Messrs O P. and M. J. Van Sweringen have now requested that we execute
anc(ll dflulr{er to Mr Charles W Stage, secretary of the Vaness Co, a proxy for
said stoc

Mr. Robmson, executive vice president of the Guardian Trust Co.,
answered on January 23, 1933, stating:

(U-38)

It seems to me that owing to the fact that the trustee has such a large stock
interest he should be represented 1n some manner 1n a corporation set-up for 1933,
especlally 1n view of the fact that no payments are being made upon the interest
or prineipal of the participated loan

f)am aware of the fact that most of the secunties in the Vaness portfolio, upon
which we depended when we made the loan, have been shifted to New York.
Whether or not the pledging of these securities was done with or without the
knowledge of the trustee I am not advised, but, irrespective of that, 1t may be
that 1n the future some policy may be taken by the Vaness management which
would be harmful to our interests, and I feel that the banks should have some
one representing them on the board who would know 1n advance of the eatablish-
ment of any policy which might affect our loan one way or another and advise
the wnterested banks promptly in reference thereto

Mr. O’Neill answered Mr Robinson on January 26, 1933, mn part,
as follows

Referring to the suggestion 1n your letter of the 23d 1nstant as to the pledging
of Vaness Co stock in New York, 1t appears that on or about October 30, 1930,
the note of the Vaness Co for $9,000,000, representing a loan 1o which the banks
had participated, was canceled and the collateral surrendered, and there was sub-
stituted therefor the note of O P and M J Van Swenngen, with 97,500 shares
of stock of the Vaness Co as collateral, and cerfificates of participation 1n this
new loan were 1ssued to the banks Therefore, the banks, as participants 1n this
loan, would not be 1n a position to object to the pledge made by the Vaness Co.
i New York, and 1t 18 my understanding that all of the local banks knew at
that time that the New York pledge was being made

We have been unable to find, anywhere m the files of the Union
Trust Co, any notice to the participants by the trustce of this col-
lateral switch.

O P AND M J VAN SWERINGEN COLLATERAL LOAN, $4,100,000
(U-1-30)

There 1s also still due the Union Trust Co from O P and M J
Van Sweringen personally a direct demand loan in the amount of
Digitized ior 94,100,000 Interest on this loan has not been paid since July 1,
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1931, and there was delinquent on May 1, 1933, mnterest accrued of

$408,012 17 Ths loan, hke the $9,000,000 loan, arose out of ongmal

borrowings Ig the Vaness Co The Union Trust Co had loaned to
0.

the Vaness the sum of $5,000,000 on October 29, 1929, secured

by collateral having a market value of $7,295,750, as follows.

(U-20-C)
Price per | Market value
share | Oct 29 1929
32,000 shares Cleveland Rallway Co. 100 $3, 200, 000"
6,500 shares Midland Bank. - 465 , 022, 500
30,000 share, Alleghany Corporation, cormon. 2054 818, 750
6,000 shares Unmited Corporation, comxmon 2534 154, 500
3,000 units Western Reserve Investment Corporation, 6 percent preferred....... - 1100 300, 000
Total. 7,286 750
1 No market Indicated value $100.
(U-20-C, 11-A)

On October 30, 1930, when all the other financing was being done
for the Vaness Co and the 9-milhon-dollar loan was being renewed
in the name of the Van Sweringen brothers, this $5,000,000 loan
the name of the Vaness Co was refunded by a new loan of the same
amount in the name of O P and M J Van Sweringen The col-
lateral which had been pledged on the Vaness Co loan and which
had an estimated market value of $4,942,000 was released, and col-
lateral having a market value of approximately $672,000 was accepted
as security for this $5,000,000 loan to the Van Sweringens The fol-
lowing 18 the collateral accepted-

(U-11-A, U-79)
Market value
Oct 30, 1930
4,000 shares Niagara Hudson Power Corporation, common, at 12%___ $50, 000
5,000 shares Standard Brands, Inc, common, at 16%_.._.___________ 81, 250
3,000 units Western Reserve Investment Corporation, common, at 85.. 255, 000
1,400 umts Newton Steel Co , common, at 20%__ . __ ... __._.__________ 28, 700
33,000 umts Peerless Motor Car Corporation, common, at 3% _________ 123, 750
6,000 units United Corpolation common, at 22%__._________________ 133, 500
9,000 units Vaness Co , preferred, no market
16,500 units Vaness Co , common, no market
3,000 units Western Reserve Investment Corporation, no market
17,999% umts Calumet Trust certificates, no market
10,296 umits Metropolitan TUtihities, Inc , common, no market
Total. e e - 672, 200

and equity in the following, held in corporate trust department sub-
ject to previous pledge under Metropohtan Utilities, Inc $3,100,000
oan:
(U-11-4A, U-79)
100 shares Traction Stores Co, common, no market,
5,800 shares Cleveland & Youngstown R R, common, no market.

100 shares Cleveland Traction Terminal, common, no market
1,465 shares Cleveland Interurban R R Co, common, no market.

Previously in this report we have shown how the Van Sweringens
were able to substitute 97,500 shares of the stock of the Vaness Co ,
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which had no market value, for other marketable collateral, securing
the $9,000,000 obbigation Not only was this Vaness Co stock
unmarketable but practically all of the assets of the Vaness Co , had
been pledged with J P Morgan & Co

(U-II)

The ‘“switch” of collateral on this $5,000,000 loan was covered
fully by the Ohio Senate banking committee during 1ts hearings in
September 1933 In order to be sure that a clear picture of the
“switch’”’ would be printied in the daily press, the committee issued a
statement explaining the transaction Mr. W M Baldwin, formerly
president of The Union Trust, and, as we have pointed out previously
in this report, Nutt’s “Man Friday,”’ then issued a statement

(U-11)

* % * yth the desire of giving the committee more complete mformation
regarding this subject and to present more accurately the information which was
before the officers of the bank and which entered into their decision 1n approving
this transaction

In his statement, Mr Baldwin said:

(U-12, 12-B)

It was apparent to the officers of the bank that the stock of the Cleveland
Railway and of the Midland Bank, being salable only on the local stock exchange,
would not under the then conditions realize the quoted prices and that the pro-
posed arrangement with the New York banks which contemplated the use of
certain of the collateral then pledged under the Vaness Co loan and the payment
of this loan by the personal note of O P and M J Van Swenngen had the
advantage of the personal responsibihty of O P and M J Van Swenngen,
which we consider very substantial, as well as the additional collateral offered
to back up this note, which mcluded all of that then securing the Vaness Co loan
except the 32,000 shares of Cleveland Railway stock and 8,260 shares of Midland
Bank stock, and 50,000 shares of Van Sweringen Corporation stock—the latter
being an unlisted security and entirely held by the Vaness Co

(U-12, 12-B)

Although the stock of the Vaness Co pledged on this loan was not hsted, 1t
was considered to have substantial value at the time 1n excess of $7,272,000 above
stated The Calumet land tiust certificates, representing ownership in valuable
Chicago real estate, also had substantail mntrinsic value, although no market
quotations were available because 1t was not listed on any exchange

(U-12)

In his statement, Mr Baldwin claimed that the value of the Vaness
Co. stock was not difficult to estimate and that its value was a great
deal greater than that of the lsted stock that was released. dJ. P.
Morgan & Co. evidently did not agree with Mr Baldwin or they
would have accepted some of the Vaness Co. stock as collateral them-
selves and would not have demanded this other collateral that had
been pledged at the Union Trust Co

(U-5)

On December 16, 1930, Mr O’Neill, vice president, wrote a letter
to Mr Coulton, vice chairman, regarding the stock of Cleveland
Interurban Railway Co., Cleveland Tractions Terminals, and Trac-

- tion Stores Co. pledged to secure the Van Sweringen loan. Mr.
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O’Neill pointed out that all this stock was in the name of Metropolitan
Utilities, Inc, and that there was no authorization for the Van
Sweringens to use this stock  He stated 1 hisletter

(U-5)

I talked to Mr Murphy on the telephone last night and he said that the Van
Sweringens had borrowed the money on our $5,000,000 loan and others, to enable
the Vaness Co to pay off certain obhigations He mentioned specifically one
obligation of $4,200,000 He also said that he thought this action warranted the
Vaness Co in allowing the Van Sweringens to pledge the stock 1n question for
the $5,000,000 loan ven this does not show what warrant there 1s for using the
asset of Metropolitan Utilities, Inc , which 1s a subsichary of the Vaness Co

Mr. Murphy then promised to obtain the proper authorization.
(U-70, 20-D)

On November 20, 1930, the Union Trust Co. loaned $800,000 to the
Vaness Co. and the $5,000,000 loan to the Van Sweringen brothers
was reduced by a hke amount—$800,000 All the collateral having
any market value at all was released from the Van Sweringen loan to
be pledged as security on the Vaness Co. loan. This collateral had a
market value on November 20, 1930, of approximately $671,450
gecuring a loan of $800,000

This loan to the Vaness Co , 1n the amount of $800,000, came about
mn the following manner KExaminers fo1 the State banking department
had found the loans to O P & M J Van Sweringen to be mn excess of
the legal lirt, which was a violation of section 710-122 of the Ohio
banking act The cxaminer evadently spoke to the ofhicers about this
matter while he was conducting the examination

(U-59)

Mr Herzog, an aide of Mr Cox, the liqudator, stated, aftet a con-
ference with D S. Barrett, a Van Sweringen representative:

U-59)

The switch of $800,000 from the debt of O P & M J Van Swerngen to an
obligation of the Vaness Co was at the 1equest of the hank The Van Swer-
mgens owed $7,800,000, which was $800,000 1n excess of the legal limit

On January 3, 1931, the superintendent of banks wrote to the Union
Trust Co and stated that on November 14, 1930

(U-23)

We note an excessive line of credit to Q P & M J Van Swermngen It 1s set
up as excessive to the extent of $2,249,455, which amount has been reduced since
NF:)vember 14 1n the sum of $2,222 500, leaving $26,955 1 excess of the loan hmit
or 20 percent of the bank’s capital and surplus

(U-80)

The above reduction of $2,222,500 1s made up of the $800,000 and
$1,422,500 loaned to Metropolitan Utalities, Inc., on January 8, 1931.
Mr. Baldwin answered the superintendent of banks, stating that:
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(U-81)

Referring again to your letter of January 3, I wish to advise that the excess loan

has been closed

Actually, the excess loan was simply transferred from the Van
Sweringens to the Vaness Co and Metropolitan Utilities, their cor-

porations

The remm.m% $4,200,000 loan, after the above $800,000 payment,

of the two Van
(U-20-D)

Vaness Co preferred §no market) . _ .
nomarket) ..o
Metropohitan Utilities, Inc , common (no market) . __.______

Vaness Co., common

weringen brothers was then secured by the following:

On January 24, 1931, the Van Sweringens paid off $100,000 of
their loan, leaving a balance of $4,100,000, which 1s outstanding today

(January 31, 1934)

APPROVAL OF BOTH 9- AND 5-MILLION DOLLAR LOANS

(Minutes of the Union Trust Co finance committee, p 6359, Executive Com-

mittee, p 941)

The agreement to participate to the extent of $2,800,000 in the
total loan of $9,000,000 to O P & M J Van Sweringen and the
agreement toloan O P.& M J. Van Sweringen another $5,000,000 was
approved by the finance committee on October 28, 1930 The action
of the finance committee was approved by the executive committee
on November 10, 1930, at which meeting there were 13 members
present, 5 of whom had attended and voted at the finance committee
meeting, and 1 of whom (J R Nutt) was personally interested in

the Van Sweringens.

(Minutes of Board of Directors, p 885)

The action of the executive committee was approved by the
board of directors on November 12, 1930, which meetling was attended
by 31 members Of these 31, the following members had voted 1n
favor of this loan with either or both the finance commttee and the

executive cormmittee

Voted
Voted Voted

Name finance | executive |Pgardof
committee | committee tors
W M Baldwin._ ---| Yes. __._. Yes..-. Yes
G A Coulton -] Yes ... Yes.... Yes
Otto Mller. Yes. Yes Yes
T P Robbins Yes ... Yes.......| Yes
F P ROO . e oo cccccccecccmcmie e e Yes ... Yes.__. Yes
Emul Joseph Yes.... Yes
J R_Kraus Yes.. Yes
K V Pamter_. Yes ... Yes
W T White.. - Yes.... Yes

In his report to Mr. Cox, liquidator, Mr. Merrifield, assistant
treasurer, speaking of the position of the Union Trust Co. as creditor,

recommended—

Securing, if possible, a rescramble of the collateral held by the various creditors,

o Fgaltlcularly obtaining the Cleveland Railway stock given up 1n 1930.
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(U-58)

To help accomplish these ends, the Cleveland banks, and 1 particular the
Union Trust, should have closer contact with the affairs of these companies

(U-35)

Ohio State bank examiners classed the loans due from the Van
Sweringen brothers as an entire loss.

VANESS CO. DEMAND COLLATERAL LOAN, 3804,188.756
(U-70)

As mentioned previously in this report regarding the $4,100,000
loan to O. P. & M., J. Van Sweringen, the Vaness Co. borrowed from
the Union Trust Co on November 20, 1930, the sum of $800,000—
the proceeds of which were apphed against the Van Sweringens’ loan.
Collateral having a market value of $671,540 was taken from the
Van Swerin%en brothers’ loan and pledged as security on this Vaness
Co. loan. Three payments have been made to the Union Trust Co.
on the principal of this loan; one on November 19, 1931, 1n the amount
of $95,222.25, when 33,000 shares of Peerless Motor Car Corporation,
common were released from the collateral, one in the amount of
$400,000 on November 31, 1931 ; and the third on December 12, 1931,
when $594 was paid The $400,000 payment resulted from the Van
Swerinien Co. borrowing from the Union Trust Co. on November 31,
1931, the amount of $400,000—pledging as collateral a $645,000 note
secured by deeds to real estate.

(U-1-30)

There remains due from the Vaness Co $304,183 75 principal
amount and interest from January 1, 1932, which, on Januarv 1,
1933, amounted to $18,979 60 The collateral securing this loan and
its market value just prior to the closing of the Union Trust Co was

as follows: Market abue

May 81, 1938
1,333 shares Niagara Hudson Power Corporation, common._..__.... $13, 330
5,000 shares Standard Brands, Ine, eommon..... . _______ 100, 000
560 shares Corngan Me¢Kinney Steel Co , voting common..__..__.. 5, 600
140 shares Corngan Mc¢Kinney Steel Co nonvoting common._ .. _._. 1, 400
6,000 shares United Corporation, common. . ... - ccoeoocooeon.. 54, 000
3,000 shares Western Reserve Investment Corporation ... _..___._ No market
8,000 units Western Reserve Investment Corporation______________ No market
17,9991 shares Calumet Trust cemtificates. ... ... ... _______ No market
1,250 shares Cleveland Baseball Co___.__ ... __._.__. No market
Total market value._ ... ... aooo.. 174, 330

(U-45)

The banking department classed this loan as having an undeter-
minable value, and Mr Merrifield stated that—

(U-62)

* * * pformation submitted by the company to date indicates that Vaness
Co securities could at no tume 1n the past 4 years have been considered satistac-
tory collateral 1n large amounts for commereial bank loans

176541—34—pT 18——16
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TERMINAL BUILDING CO AND VANESS CO, COLLATERAL LOAN, $657,000
(U-75, 67, 47)

On January 20, 1928, the Union Trust Co loaned to the Terminal
Building Co. and the Vaness Co the sum of $557,000 This borrow-
mg was made by the Van Sweringens m order that they might exercise
an option to purchase the ro;l)\?rty on which has been erected the
Nickel Plate freight termmall) o payments have been made on the
principal of this loan and imterest has not been paid since January
11, 1932, The delinquent interest to May 1, 1933, amounted to
$45,626 08

METROPOLITAN UTILITIES, INC , PARTICIPATION LOAN, $557,000
(U-74)

Metropolitan Utilities, Inc , was incorporated under the laws of the
State of Ohio on March 21, 1929, and s a wholly owned subsidiary of
the Vaness Co It has general powers to participate in every kind
of commercial, mercantile, mining, or indusirial enterprise, etc., in
the United States or any foreign country It is through the Metro-
pohtan Utilities, Inc , that the Van Sweringens own and control the
Cleveland Interurban Rairoad Co, the Cleveland & Youngstown
Railroad Co , the Traction Stores Co., and numerous other corpora-
tions owning and operating real estate in the downtown section of
Cleveland

The Metropolitan Utilities, Inc, borrowed in four separate ad-
vances—on August 14, 1930, September 15, 1930, November 26, 1930;
and December 15, 1930—the total amount of $4,500,000. These were
participated in by three Cleveland banks, as follows:

(U-74)
The Uniton Trust Coo o oo e mceecemem $2, 100, 000
The Guardian Trust Co.._. . ___.._ 1, 400, 000
The Midland Bank . _ . ____ ... 1, 000, 000
Total el 4, 500, 000

(U-74, U-69-1, J)

This total loan was secured by the following collateral:

(a) $4,331,444.72 note of the Cleveland Interurban Railroad Co.

(b) $989,069 86 note of the Cleveland Traction Terminals Co.

(¢) $73,569 95 note of the Traction Sfores Co

(d) 1,465 shares of the Cleveland Interurban Railroad Co.

(¢) 100 shares of the Traction Terminals Co , capital stock.

No payments have been made on the principal of this loan, and
there was delinquent interest due on the Union Trust Co.’s partici-
pation of $2,100,000 from November 14, 1932, to May 1, 1933, in
the sum of $229,799.24.

Regarding the value of the collateral pledged to secure this loan, a
memorandum in the confidential files of the liquidator states-

(U-69-1, U-63)

‘“While there does not appear to be any possibility of Metropolitan
Digitized for 4ilities and its subsidiaries earning sufficient money to pay interest
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on the above bank loans, the collateral securing the bank loans un-
doubtedly has some value because of the necessity of maintaming the
Cleveland Interurban Rairoad for the present need and further
development of Shaker Heights ”

THE DAISY HILL CO., DEMAND LOAN, $487,000
(U-76)

The Daisy Hill Co , as we have mentioned before m this report, is
the corporate vehicle by which the Van Sweringen brothers own their
country estate or ‘‘farm’ 1n the Shaker Heights section of Cleveland.
On November 1, 1930, the Daisy Hill Co borrowed from the Union
Trust Co $387,000; and on January 24, 1931, borrowed an addi-
tional $100,000. This total loan of $487,000 is secured by 7,935
shares of the Vaness Co preferred stock, which has no market value

(U-1-30-A, U-69-E)

About March 7, 1930, the Van Sweringens attempted to obtain an
unsecured loan at the main office of the Union Trust Co in the
amount of $50,558 33, but were refused Upon being refused at the
main office the Van Sweringens applhed at the terminal office of the
Union Trust Co for this loan, and upon the verbal approval of
Mr Joseph R Nutt, the loan was granted

No pagment has been made on the principal of either of the above
loans n May 1, 1933, the two loans were delinquent in interest
in the amount of $48,101 58.

HIGBEE CO LOAN

(U-27)

The entire common stock of the Highee Co is owned by the Cleve-
land Terminals Building Co, which 18 a subsidiary of the Van
Sweringen Corporation (U-27-)

97—~

On November 17, 1931, five banks participated in a loan to the
Higbee Co, with the Cleveland Trust Co as trustee The five
banks and the amount of the respective participation of each was as

follows

(U-28, U-27-J)
Unton Trust Co. o ettt $317, 000
Guardian Trust Co_ . e 200, 000
J P Morgan & Co______ e iemeees 533, 000
Midland Bank e 250, 000
Cleveland Trust Co. oo 300, 000

1, 600, 000
No payments have ever been made by the Highee Co on the princi-
pal of this loan Interest has been paid to June 1, 1933.
Exhibit U-27 is a complete history of the Higbee Co. and its bank
borrowings We quote below the first two pages of this report, which
gives as complete a picture as any analysis we might make.
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CONTROL
(U-27)

Entire common stock 1s held by the Cleveland Terminals Building Co which
18 8 subsidiary of the Van Sweringen Corporation Voting control at the present
time, however, 18 entirelv vested 1n the first and second preferred stock 1ssues due
to ihe defaults 1n dividend payments This voting control 1s, of course, subject
tolthe rights of the creditors of the company who are 1n a position to dictate
policies

MANAGEMENT

Asa Shiverick, president, W T Higbee, vice president, G E Mernfield, vice
president and treasurer, E " Pierce, vice president and secretary, G P Mitchell,
assistant treasurer

(U-27)

The officers with the exception of G E Mernfield, have been with the concern
for a number of years Asa Shiverick, the president, has been with Hl%)ee’s
for more than 17 years while W T Higbee, a {former president, 1s the son of E C
Higbee, one of the founders of the business G E Mernfield became associated
with the company 1n November, 1932 and has taken charge of financial matters.
He 15 understood to be a representative of the Morgan 1nterests and has had long
experience 1n the department store field His previous associations were with
Frankhn Sumon & Co and Associated Dry Goods Co

DIRECTORS

Gardner Abbott, attorney, Tolles Hogsett & Ginn, representing Van Sweringen
interests; T E Borton, Borton & Co representl‘%g preferred stock interests;
G E Mernfield, Morgan interests; E b Pierce, T Higbee, and Asa Shiv-
ericks management

HISTORY

(U-27)

The Higbee department store business was originally estabhshed 1in 1860 as a
partnership of John G Hower and Edwin C Highee The Highee Co was
mcorporated in Delaware in May 1913, and the charter amended in March 1929.
The company has three subsidiaries Renee, Inc, and Lanpgley, Inc , organized
1n December 1929, and the Twelve Seventy Seven Euchd Realty Co, organized
in 1919 The first two concerns were organized to carry on certain phases of
the meichandising business but they discontinued operation on December 24,
1932, and their remaining assets were transferred to the Higbee Co

(U-27)

The Twelve Seventy Seven Euclid Realty Co succeeded to the business of
the Higbee Realty Co on June 9, 1932, by change of name The Higbee Realty
Co was ongmnally organized 1n 1919 as a realty holding company, subsequently
constructing a building on leased properties on Euclid Avenue at Thirteenth
Street which 1t 1n_turn leased to the Higbee Co The lease from the Higbee
Realty Co to the Higbee Co expired May 31, 1932, and was not renewed The
lease of the Higbee Realty still has some years to run but that company has no
assets other than the store property which it 18 unable to rent and has not been
m a position to keep 1ts lease 1n good standing The holder of the fee has given
notice to 1ts intention to forfeit the lease and can do so at any time The name
Higbee Realty Co was probably changed to prevent as much stigma as possible
from attaching to the Higbce name by reason of the default of this subsidiary
and the consequent default in the payment of rental on the Euclid East Thirteenth
Chester Leasehold Trust certificales which at one time were commonly known
as the Higbee Corner Leasehold Trust certificates

(U-27)

The Highee Co has been engaged in a general department store business and
for many years was a direct compehitor of Halle Bros Co with 1ts store
located at Euclid Avenue «nd East Thirteenth Street Higbee’s did not carry

L a com%lete line of men’s furnishiags, sporl goods, and similar hines but speciahzed
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in women’s furnishings, household goods, and related products As contrasted
with the Halle Bros Co reputation for quality of merchandise and service,
Higbee’s emphasized a combination appeal of price and quahty and used sales
forcing methods

(U-27)

Early 1n 1929 the Vaness Co, a Van Sweringen affiate, purchased the entire
common stock of the company for $7,500,000 The stock was subsequently sold
to the Cleveland Terrunals Building Co 1n May 1930 This change in ownership
was a forerunner of the removal of the Higbee Co from 1ts location on Euchd
Avenue to a specially constructed building 1n the terminal area where 1t 1s now
located The actual shift 1n location did not come until September 7, 1931

(U-27)

In making this change the Higbee Co occupied a store building with 1,000,000
square feet of floor space which compared with about 315,000 square feet in the
Euchd Avenue store The rental requirements were 1ncreased very substantially
as wele taxes which aze payable by the Highee Co In addition, the occupancy
of the larger floor space tended to make a larger personnel and larger inventory
necessary All of these factors combined made 1t imperative that the Higbee Co
change the character of 1ts business materially It was necessary to extend the
scope of the business with the addition of the lines of merchandise coranmonly
found 1n the modern department store, and 1n general, to 1ncrease the volume of
business to the point where the larger ovelhead and operating expenses could be

carned
(U-27)

Obwviously, the Higbee Co needed additional capital to accomplish 1ts purposes
Some financing was onginally contemplated but 1t was never carned through and
no capital was provided on a permanent basis

(U-27)

The cap:italization of the company at the present time 18 nominally as presented
below Actually the company 18 being financed by 1ts vanous classes of creditors
subject to a number of agreements establishing their respective prionties Every-
thing, however, 18 on a purely temporary basis pending the consummation of some
plan of reorgarization or permanent financing

CAPITALIZATION—MARCH 31, 1933

(U-27)
Term indebtedness (due Oct 20, 1933, renewable for a perod of one
YT e e mcmammmmmmmam——mammm——————— 81, 551, 042
First preferred stock, 7 percent ! _ . _ .o 1, 140, 000
Second preferred stock, 8 percent cumulative '__ . _ ... _._.._. 454, 900
Common stock, 100,000 shares. ..o oo ceccemmem 1, 900, 000
Profit and loss defiert. . e 3, 852, 328

CREDIT INFORMATION GIVEN OUT
(U-29, U-31)

In perusing the credit files of the Union Trust Co. we came upon
numerous memoranda stating that the Highee Co. was in a good
financaal position and that it had always been successful Exhibits
U-29 and U-31 dated May 20, 1932, and June 25, 1932, respectively,
are copies of a form letter the Union Trust used in answer to inquiries
rega,r(fl).ng the Highee Co , which stales 1n part

We know of no reason why the Higbee Co should not be cousidered at this

time as worthy of 1ts mercantile requirements The present management 18
experienced and has always been successful

1 Nodividends have been paid on either class of stock since 1931 and at the annual meeting 1n June 1933
sole voting rights will rest 1n the preferred stock by reason of the default in dividend payments and other
provisions of the preferred 1ssues
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(U-30)

On June 23, 1932, which was between the dates of the above two
letters, Mr. Kraus wrote to Mr. Frick, vice-president of the Irving
Trust Co., 1n which he states

(U-30)

Now, we are not 1n a position to give any very pretty picture of the Higbee
Co They started 1n last year before the holidays in the new location The Van
Sweringens bought the Higbee Co and paid a large price for it, bullt a buillding
on the public square and moved the company into 1t The rental 18 too high
for any store to be able to pay and show a profit

The company has lost money ever since they have been 1n business

I am giving you more than I would give to an outside inquiry, and will ask you
to treat it as confidential,

(U-30)

There must be some reorgamzation of this company, either by new capital or
i;ead,]’ustment of theiwr current debt, but how that 1s to be accomplished I don’t
oW

Mr Kraus’ letter hardly reconciles with the general form letters
that were being sent out at the same time.

CHANCES OF BANK COLLECTING
(U-19, U-21)

On September 1, 1933, Mr. Herzog, an assistant of Mr. Cox, liqui-
dator of the Union Trust, held a conference with Mr Barrett, an
associate of the Van Sweringens, regarding the ‘‘whole Van Sweringen
picture.” Mr. Herzog seems to be fairly well sold on the “Vans.”
He states in a memorandum written after this conference that

(U-19)

The two chief factors with which O P and M J Van Sweringen have to con-
tend at the present time 1n connection with their railroad operations are the
Alleghany reorganization Concernug the former, Mr Barrett said that with the
increased dividends payable by the Chesapeake & Ohio to the Chesageake Cor-
poration and the possibility of an increase 1n the disbursements of the Chesapeake
Corporation, the total income 1n all three 1ssues of the Alligehany Corporation
would be sufficient to take care of necessary charges, provided that the specific
income were not held for specific 1ssues Under these circumstances he feels that
the Messrs Van Sweringen will not have much difficulty in borrowing in New
York City to pay the interest on the Alleghany Corporation bonds due in 1950
Mr Barrett feels that the time will be reached 1n the comparatively near future
when the collateral securing the 44 and 49 1ssues will be adjudged at 50 percent of
the bonds outstanding and as a result the income impounded will be released.
This would enable the Alleghany Corporation to pay the funds borrowed with
which to meet the interest on the 50’s Mr Barrett feels that the longer the re-
organization of the Missour: Pacific can be put off the better will be the position
of the equities and 1t 18 primarily the equities in which the Messrs Van Sweringen
are interested It 18 not to the advantage of O P and M J Van Sweringen to
endeavor to rush through a reorganization at this tume

It will be noted in the above that ‘It 1s not to the advantage of O P
and M J Van Sweringen * * *” to cause an 1mmediate reor-
ganization of Missourt Pacific We have not made a study of the
Missouri Pacific’s Railroad troubles (except that we do know they
received a large loan 1n 1932 from the R F C to pay off Morgan) and
are in no position to judge, or possibly even comment, on a contem-
plated reorganization However, the general tenor of the above does
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“Tt 18 not, to the advantage of the Van Sweringens’’, no mention is
made as to what would be to the advantage of the bondholders and
the stockholders that have invested their life savings and now must
depend on the Van Sweringen bramns (which have always worked
““to the advantage’’ of the ‘‘Vans”) for a possible return of therr
investments

It will also be noted from the above quotation that, as usual, the
Van Sweringens plan on getting out of trouble by borrowmg from the
banks It hardf;r takes the power of a seer to foresee that some
one or more of the Van Sweringen corporations will rore than likely
issue bonds or preferred stock and transfer some of these bank debts
to the public  After all, the ‘‘Vans’ have been successful at that sort
of thing for more than 20 years

Warter H. SEYMOUR,
Senior Examiner.

Mr SapersTEIN I hand you a report entitled ‘The Union Trust
ga.ny——Wmdow Dressing”, and ask you 1if that report was pre-
pa.re by the members of the investigating staff of the committee
u.n er our immediate supervision
EEHAN. It was

Mr SAPERSTEIN. Mr Chairman, I offer the report, together with
the exhibits mentioned therein and which are now at the Government
Printing Office, in evidence

The CrairmMaN The report and exhibits will be received in evi-
dence and appropriately marked

(The report entitled ‘ The Union Trust Company—Window Dress-
ing”’, and exhibits mentioned therein, which are now at the Govern-
ment Printing Office, were received in evidence, marked *Commaittee
Exhibit No. 13, May 4, 1934”, and are as follows )

CoumMritTTee Exaieir No 13, May 4, 1934

“ WINDOW DRESSING”’

The purpose of this report is to present evidence that distortionary
measures termed ‘‘window dressing”’ were resorted to during the year
1931 in the operations and functions of the Union Trust Co for the
effect of presenting a financial statement of sound, liquid appearance
which would place the bank in a very favorable posmon in t}?e minds
of the depositors and stockholders

(U-9-1, 2, 8)

The superintendent of banks of Ohio issued & ‘“call”’ or demand
upon the Union Trust Co for a statement of its condition as of Sep-
tember 29, 1931 At this point it mght be well to observe that these
“window dressing’’ transactions were consummated prior to the
“call” date, as 1s shown, 1n the instance of ‘Government securities”,
b{(correspondence dated September 29, 1931, and, in the instance of

epurchase agreements’’, appearing later i this report, by bank
records dated as early as September 22 and 25,1931 These circum-
stances support the conclusion that notice was given to the Union
Trust Co. sufficiently in advance to permit them to negotiate these
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transactions for the desired effect on their published financial state-
ments of September 29, 1931 The ‘“call’”’ statement was requested
on a form of the State of Ohio, division of banks, dated October 6,
1931, establishing the date of ‘““call” as of September 29, 1931.
Following this, a statement was submitted by the bank to the State
department of banks and banking dated October 13, 1931, and a
more condensed form published 1n the Cleveland News on October
15,1931 It will be noted that the elapsed time between the earlier
transaction and the call date was 7 days

Government securities —In order to aid the Trust Co to publish
a report with a good liqud position, the Van Swermgens were pre-
vailed upon to ‘“‘lend’’ 10 million dollars of United States Government
certificates to the Union Trust Co through one of their corporations;
namely, the Van Sweringen Corporation These bonds were “loaned”’
for “window dressing’ purposes only, and the ‘‘loan’” was reversed
9 days after it was made

This “window dressing”’ transaction was arranged by letter agree-
ments between the Union Trust Co, Van Sweringen Corporation,
and J P Morgan & Co United States Government Treasury cer-
tificates and Treasury notes totaling at least 10 million dollars were
being held by J. P. Morgan & Co 1n safekeeping for the account of
Van Sweringen Corporation The Union Trust Co agreed to pur-
chase these 10 million dollars of bonds from the Van Sweringen
Corporation, crediting a special checking account of the latter with
the purchase price, and pledging the bonds as security for the ‘“de-
posit 7 Actually the whole transaction was handled through book
entries, physical possession of the bonds not changing hands, nor
was there any exchange of cash

(U-9-4)

The effect of the above transaction on the balance sheet of the
Union Trust Co as of September 29, 1931, shows an mcrease in the
assets under United States Government bonds owned by $10,000,000
and a corresponding increase of demand deposits

(U-9-7, 6, 5)

On September 29, 1931, the date of the published financial state-
ment of the bank, the Union Trust Co ‘purchased’ from the Van
Sweringen Corporation $10,000,000 of United States Government cer-
tificates and notes for $10,030,000, plus accrued interest of $82,540.98,
or a total purchase price of $10,112,540.98 Payment was made for
the bonds by a journal entry on the books of the Trust Co. crediting
an account called “Van Sweringen Corporation special account” in
the amount of $10,112,540 98.

The Union Trust Co addressed a letter to the Van Sweringen
Corporation, dated September 29, 1931, confirming this “purchase’,
stating in part.

(U-9-8)

* % * and we have today credited your checking account with the proceeds
of such sale 1n the amount of $10,112,540.98

This depostt 18 subject to demand withdrawal, and as security for such deposit
we have simultaneously transferred to J P Morgan & Co for your account the

above mentioned $10,000,000 par value of United States Government Treasury
certificates and Treasury notes.
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The Van Sweringen Corporation addressed a letter dated September
29, 1931, to J P Morgan & Co. as follows*

(U-9-9)

We have today sold to the Union Trust Co. of Cleveland $10,000,000 principal
amount of United States Government Treasury certificates and Treasury notes
now held by you for our account Please hold these subject to the instructions
of the Union Trust Co of Cleveland

The Union Trust Co also wrote a letter to J. P. Morgan & Co. con-
firming the purchase and the pledge of the bonds and asked Morgan &
Co. to—

(U-9-10)

Kindly hold these Treasury cerfificates and Treasury notes for the account of
the Van Sweringen Corporation as security for this demand deposit with us, all
1n accordance with the terms of the annexed letter

(U-9-3)

The Union Trust Co published its statement of condition on Sep-
tember 29, 1931, declaring the Government bonds as being assets of
the bank. No mention was even made in the statement that these
bonds had been specifically pledged.

(U-9-2)

Nine days after the above ‘‘purchase’” the Van Sweringen Corpora-
tion repurchased these bonds from the Union Trust Co by an ex-
change of letters and a reversal of book entries. The Van Sweringen
Corporation wrote a letter dated October 7, 1931, to Morgan & Co.
stating that the bonds had been ‘‘purchased” from the Union Trust

Co and that—
(U-9-11)

Payment of the purchase price therefor 1s to be (has been) made by withdrawal
of said deposit.

And instructing Morgan & Co. that—
(U-9-11)

Upon receipt of appropriate instructions from the Union Trust Co , please hold
these United States Government obligations for our account

The Union Trust Co. then addressed a letter to Morgan & Co.
dated October 7, 1931, and altered by hand to October 8, 1931, as
follows

(U-9-12)

We have today sold to Van Sweringen Corporation the $10,000,000 principal
amount of Umted States Government Treasury cerlificates and Treasury notes
now held by you as security for demand deposits made by the Van Sweringen

Corporation with this company in accordance with advice to you contamed in
our letter dated September 29, 1931, signed by J R Nutt, chairman of this

company. (U-0-12)

We have recerved from the Van Sweringen Corporation payment in full for the
above mentioned United States Government obhgations, and wish you would,
therefore, kindly hold them for the account of the Van Sweringen Corporation.
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It is perfectly obvious that this whole transaction was arranged
and carried through for no other purpose than to ‘“window dress”
the statement of the Union Trust Co This 1s borne out, not only
by the fact that the Unton Trust Co published its statement with

the additional—
U.8. Government bonds owned. .. ________ $10, 030, 000 00
Accrued mterest recervable. . ... ... 82, 540 98
Demand deposits.. .. ___ . $10, 112, 540 98

and then reversed the above entries 9 days later, but by the fact that
interest was not charged by the Union Trust Co to the Van Swer-
ingen Corporation for the intervening time between September 29
and October 8, 1931, the period during which the Union Trust Co
claimed ownership of these Government securities

(U-9-25, 20-A, B)

Repurchase agreements —When an agreement is entered into
between s buyer and a seller wherein the seller agrees to repurchase
the consideration at the same price as that at which it was originally
sold, and, in turn, the buyer receives whatever income accrues on the
consideration, 1t is very evident that the matter becomes one of
convenience accruing to the seller That this convenience was
resorted to by the Union Trust Co 1n order to increase its liquidity
by exchanging loan paper, under agreement to repurchase, for cash,
and thus issue a financial statement on September 29, 1931, affected
thereby, 1s shown by the fact that on September 22 and September 25,
1931, the Union Trust Co sold to certein New York banks,through
the facility of repurchase agreements, various loan instruments for
which was recerved cash totaling $12,296,422 44 and recorded on its
books as $3,555,141 19 from the Guaranty Trust Co, $6,741,281 25
from the National City Bank, and $2,000,000 from the Bankers Trust
Co, all New York banks The effect of this transaction appeared
under “resources’ on the records of the Union Trust Co , on Septem-
ber 22 and 25, 1931, as a reduction of ““Total loans and discounts”
of principally ‘“time collateral loans” and ‘‘notes and bills’’ and also
an increase of amounts ‘‘due from domestic correspondent New
York City banks ”

Again employing the post-dating policy on transactions for “win-
dow dressing”’ purposes, was the dating of the repurchase agreements
as of October 6, 8, and 9, 1931; a period of about 14 days after the
actual sale of the loans, and about 10 days after the issuance of the
call statement of September 29, 1931

The first post-dated repurchase agreement occurred in a letter dated
October 6, 1931, the part “6th’’ by handwrting, confirming the agree-
mwent with the Bankers Trust Co on a $2,000,000 loan, stating in part:

(U-9-21)

This confirms agreement made by the Unmion Trust Co, of Cleveland, with
Bankers Trust Co , of New York, upon request to repurchase from Bankers Trust
Co , at their face value, the loan and the certificate of partieipation in loans which
you have to date purchased from us 1n the aggregate of $2,000,000

On October 8, 1931, a form of agreement was rendered to the Guar-

anty Trust Co regarding the sale and purchase of a loan in the amount

Dot of, $3,520,480.63. This refers to the $3,555,141 19 transaction, the
igitized for FRA
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difference being due to adjustments and part payments during the
intervening pertod The agreement was substantially as follows:

(U=-9-22a, 22b)

An agreement dated, by hand, the 8th day of October, 1931, between Union
Trust Co , of Cleveland, Ohio, and Guaranty Trust Co, of New York, consisting
of five articles which relate to the sale and subsequent repurchase of various loans
totaling $3,520,480 63 and the hability of one party to the other

There then was a letter dated October 9, 1931, to the National City
Bank confirming the repurchase agreement on a loan of $3,387,500
This was part of the $6,741,281 25 transaction, of which $3,500,000
was repurchased on October 7, 1931, details of which are given further
on in thisreport The apparent difference, aside from the repurchased
item, was due to adjyustments and part payments The letter states
in part

(U-9-23)

Ths 1s to confirm our repurchase agreement covering Certificate of participa-
tion of the Union Trust Co, of Cleveland, Ohio, in loan to the Cleveland Chffs
Iron Co, dated September 23, 1931, payable 6 months after date, 1n the amount
of $3,387 500 ‘‘Pursuant to our understanding, which we hereby confirm, you
have agreed to resell the above certificate of participation to us and we hereby

agree to repurchase same from you on or before December 23, 1931, on a 4%
percent per annum discount 1nterest basis

These repurchase agreements were a costly convenience and only
resorted to because of the desirability of presenting a financial state-
ment of sound appearance on September 29, 1931 An 1dea of the
cost is shown in a letter dated October 7, 1931, from the National
City Bank to the Union Trust Co , as follows

(U-9-24)

Upon receipt of your telegram this afternoon with reference to the Cleveland
Chffs Iron Corporation, notes for $3,500,000 payable on March 23, 1932, we
charged your account with $3,434,666 69 under advice The notes are returned
to you herew:th along with a memorandum covering the debit to your account

(U-9-26)

The apparent difference between the larger and smaller amounts
is the discount charged by the National City Bank during the elapsed
time between the original sale and later repurchase, an amount of
$65,333 91 The payment of such discounts as this was evidently not
too much to pay m an emergency such as existed on September 29,
1931.

An lustration of the extremity of the situation was the disregarding
of the Qhio banking act, which reads as follows

SEc 710-126 No bank may borrow money, bonds, or other securities 1n any
sum exceeding the amount of 1is capital stock and surplus, except wath the wntten
consent of the superiniendent of banks, provided that the rediscount of notes,
bills of exchange, and acceptances shall not be considered money borrowed,
Every such rediscount shall be entered upon the books of the bank, and the total
amount thereof shall appear as a contingent habihty on every report of condition
made to the superintendent of banks o1 pubhshed by said bank

In accordance with this section of the law the Union Trust Co at
the time of making these sales to the New York banks should have
recorded the contingent hability of $12,296,422 44 on 1ts books and
on its published statement of September 29, 1931. That they under-
stood the law and complied with 1t later that year 1s evidenced by the
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fact that on the published statement of December 31, 1931, the Union
Trust Co showed among its liabilities “‘loans with repurchase agree-
ment, $5,772,320 63.”

(U-9-27a, 27e)

We have carefully checked the files of the Umon Trust Co. for
letters or memoranda regarding the subsequent repurchase of these
loans and could find none However, we obtained copies of the loan
ledger sheets which show the continuing reduction of the ““collateral
loans sold under repurchase agreements’’ indicating that the loans
were repurchased over an extended time

Secured deposits —The Union Trust Co as of September 29, 1931,
held on deposit certamn public funds and Unmited States Government
funds shown on the call statement of that date mn the amount of
$15,124,218 11 This total was made up of

(U-9-2, 14)
Demand deposits
United States deposit other than postal savings..._....__. $2, 081, 945 19
Public funds (except postal savings) . ____________._.._ 5, 783, 105. 39
Time deposits
Public funds. o o e 6, 363, 457 86
United States postal savings__ . oo ... .. 895, 709 67
Y PSS 15,124, 218. 11

(U-9-28a, 28m, 4)

On a statement prepared by the bank dated September 30, 1931,
entitled ‘“Bonds Pledged to Secure Public Funds”, a description 1s
given of the deposits and security for same and showing the amount
of each as of September 30, 1931 No similar record being available
as of September 29, 1931, this record was used to determine to what
extent these public and United States Government deposits were
secured by Government, municipal, or depository bonds The daily
consolidated financial statement of September 30, 1931, showed public
aud United States Government deposits totaling $15,438,276 13, and
the statement of bonds pledged to secure public funds showed bonds
pledged to be $22,237,000, which established the ratio to be 1n excess
of 100 percent It was determined, therefore, that on September 29,
1931, the same ratio applied, to be understood, as the bank agreed to
pledge securities to at least 100 percent against amount of deposit as
a guarantee of payment

(U-9-14)

Based upon the foregoing, 1t will appear that again the bank
employed a window-dressing transaction in that on the published
financial statement of September 29, 1931, the Union Trust Co did
not show 1n a total of $50,603,752 43 United States Government and
other bonds and securities any portion as having been pledged to secure
deposits of public and Government funds. To the depositors it was,
therefore, made to appear that he could look to this entire amount
of $50,603,752.43 as being behind his deposit however great or meager,
whereas 1n reahity he was being misled in this instance to the extent
that $15,124,218.11 were pledged securities.
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(U-9-2, 3, 14)

Bank buwlding and real estate —The Union Trust Co carried on 1ts
books bank building and other properties which it assumed by fore-
closure and otherwise On 1ts financial statement of September 29,
1931, it was not disclosed that there existed a mortgage hability on
the main bank buillding This resulted in the cost of the property
b understated, and by the same token the mortgage hability was
not disclosed In brief, only the equity in the property was shown
It should also be noted that the bulding values were not shown less
depreciation. This had the effect of inflating the values by the amount
of depreciation accrued to September 29, 1931. It is well to observe
that for income-tax purposes, in which case depreciation 1s an allow-
able deduction, the bank kept a subsidiary record of its depreciation,
so that it would lose no benefits from obtaimng the maximum of
deduction

A true stalement embodyimng the foregoing criticisms would show
under resources, included 1n the bank-building 1tem, the total cost of
the property (not simply the equity) less the deduction of the accrued
dgfreclation to September 29, 1931, and as a lhability the unpaid
balance due on the mortgage, as an encumbrance under the caption
of mortgage payable on the real estate

It 18 Interesting to note some details on these transactions as they
applied to the statement of September 29, 1931

(U-9-15)

The mortgage on the main bank buillding of the Umon Trust Co.
was held by the Northwestern Mutual Lafe Insurance Co, mn an
origmal amount of $6,300,000 On September 29, 1931, the balance
due on this mortgage stood at $4,200,000, bfy virtue of annual pay-
ments of $300,000 each This amount of $4,200,000, therefore,
should have appeared as a mortgage payable item under lLiabilities,
thereby disclosing the encumbrance agamst the banking property

(U-9-16, 16a)

The depreciation sustammed by the bank to September 29, 1931,
was approximately $553,764 55. This amount, as mentioned before,
was deducted on the income-tax report as an allowable deduction,
but not deducted on its statement of condition as of September 29,
1931. The resource item, bank buildings and real estate owned,
was, therefore, overstated by approximately $553,764 55, as also was
the mcome as reported to the depositors and stockholders on the

ublished statement of condition under the caption of “Surplus and

ndivided Profits”, $17,222,943 60.

See 1cport on financial history of Union Lennox Co. for details of
United Trust Co. building transactiors

Union-Cleveland corporation —There 1s an element of window dress-
g mn the transaction between the Union. Trust Co and the Union-
Cleveland corporation, in the latter’s attempt to evade 1ts personal
property tax. This 1s fully described in the report on lax evasion

Briefly, the Union Trust Co purchased from the Union-Cleveland
corporation securities of approximately $2,000,000 in December 31,

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



8222 STOCK EXCHANGE PRACTICES

1929, and $2,780,000 in December 31, 1930 The Union-Cleveland
co1poration {)ald the Union Trust Co upon the result of this sale
approximately the same amoupts 1n reduction of thewr loans, and 1t
is believed that the Umion Trust Co acqured a much better asset
for balance-sheet purposes by purchasimg securities than 1t would
have had if the transaction had not occurred, and 1t had shown as an
asset loans receivable of an affihated company

The loans by the Union Trust Co to the Uniou-Cleveland corpora-
tion were 1n the category of unsecured loans

Adyusted statement —It will be mteresting to observe the effect of
the transactions pointed out n this report had they heen properly

counsidered
(U-9-29, 30)

We have prepared a statement which offers an opportunity to com-
pare the financial statement as 1ssued by the Union Trust Co. as of
September 29, 1931, with one that shows the actual condition. It
will be readily seen to what extent certain items were misrepresented,
and to what extremes the bank went in establishing these misrepre-
sentations

(U-9-31)

Extent of distortion —An interesting exhibit appears in the special
report entitled volume IT, on the call statement o? lS)ept,ember 29, 1931,
prepared by a Mr. Robert Huston, special deputy of the superin-
tendent of banks In this report Mr. Huston shows a comparison
of the statement issued by the Union Trust Co on September 29,
1931, and a true statement showing how 1t should have appeared if
there had been included the transactions as of the correct date on the
Government securities and repurchase agreement transactions. He
also illustrates that the hqmcﬁty of the bank was distorted to the
extent of 7 55 percent. His exhibit was as follows

(U-9-31)
Statement as
published by True statement
bank
DEPOSIT LIABILITIES
Total demand deposits $124, 699, 552 90 $114, 587,011 92
Total titme deposits. . 142,136, 274 &8 142, 136, 274 58
Total all depnsits. - 268, 835, 827 48 256, 723, 236 50
Bills payable 12, 431,903 12
QUICK LIQUID ASSFT2
Cash and cash items. .. _.o....ooo_o. _eee 3,968, 080 77 3, 998, 080 77
Legal reserve, Federal Reserve bank._. 10, 685, 511 89 10, 685, 511 89
Due from banks and bankers, exchange, etc - 44,471,671 71 44,471,671 71
59, 155, 264 37 50, 155, 264 37
Laess bills payable - 12, 431 903 12
............... 46,723,361 25
T 8 Goveinment securities. ... ... - 22,117,016 83 12, 087, 016 83
81 272,281 20 58,810 378 0%
Comparison of hquidity Percent
Published stat: | S 80 45
True statement. ... . 22 90
Percentage of A1SOTtION.ceuee. concver cone c—- ——- 766
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As early as February 1930, methods were sought that would enable
the Union Trust Co to present a moie favorable appearing financial
statement It would appear that even at that early date the officers’
thoughts were bemg warped mto a channel which was so devious 1n
1ts route that they failed to see 1ts eventual return to engulf them.

On February 15, 1930, Mr Lewis, vice president, wrote a letter to
the State superintendent of banks requesting an opmion as to whether
or not they “would be cniticized for showing amounts due from bank-
ers” a resource 1tem, ‘‘and balances due to bankers’ a habihity 1tem,
‘““at their gross amounts without any deduction for compensating
balances ”  This plan “would”, to quote the supermtendeat’s reply
of February 28, 1930, “have a tendency to undue inflation of re-
sources ’ The letter of February 15, 1930, requesting the opinion,
stated 1 part

(U-9-17)

As the Union Trust Co 1s a State bank, I am wondering 1f we would be eriti-
c1zed by showing the amount due from bankers and the balances due to bankers
at thewr gross amounts without any deduction for compensating balances The
objection we find to the present practice 1s that the total amount shown on our
daily statement as due from bankers does not show the total amount invested 1n
such bank balances In our case, 1t makes a difference on the average of from 3
to 5 million dollars. 1 will be pleased to have your opinion n this regard

In a reply dated February 28, 1930, Mr O C. Gray, superintendent

of banks, pomted out the inflationary character of the plan mn a
paragraph of the reply as follows.

(U-9-18)

In reply we beg to advise 1t 18 the custom of this department, as well as of both
the national department and Federal Reserve, to have the published statements
show only the net To do otherwise would have a tendency to undue 1inflation
of resources There can be no objection to a set-up as you suggest for your own
convenience, but we respectfully request the published calls of condition be com-
piled as 1n the past

A casual observer perhaps would consider the inquiry quite imno-
cent, but viewing the matter m the hght of the {ransactiouns as illus-
trated m this report on “Window Dressing ”’, 1t 18 clear that situations
of simlar mtent could have been considered and evidently were

It 13 a matter of conjecture as to what the attitude of the depositors
would have been had they been enhghteued to the true condition of
the Union Trust Co as of September 29, 1931, but the facl remeins
that they were not adequately mmformed, nor were they given the
opportunity to form thewr own opimon.

Warter H SeyMour, Senior Eramaner.

This report based upon preliminary report and complete investiga-
tion by committeec examuner John H Winchester

Mr SapersTEIN. I hand you a report entitled “ Union Trust Com-
pany—Trust accounts”, and ask you if that report was prepared by
the members of the investigating staff of the committee under your
immediate supervision

Mr Meenan It was
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Mr SapersTeIN Mr Chairman, I offer the report in evidence,
and I believe there is no mention of any exhibits in connection
therewith.

The CaairMaN. The report will be received in evidence and ap-
propriately marked

(%he report entitled “Union Trust Company—Trust accounts”,
was received in evidence and marked ‘‘Committee Exhibit No 14,
May 4, 1934 ", and 1s as follows )

Commitree ExHiBiT No. 14, MAY 4, 1934

TrusT AccouNnTs

An examination of the estate trust department of the Union Trust
Co disclosed the fact that sales of securities to the trust clients at a
profit was not wide-spread 1t could be found in only a few isolated
cases The profits were made on 1ssues 1n which the Union-Cleveland
Corporation had participated m syndicates. Tne Union-Cleveland
Corporation sold securities to the estate trust department at a profit.
This department, in turn, sold said securities to 1ts trust client at
cost This profit between the Umion-Cleveland Corporation and the
estate trust department was passed on to the trust chent

When the Union-Cleveland Corporation participated i a syndicate,
1t incurred not only a contingent habihty for its commitment, but
also had a penalty 1mposed on 1t for all the securities of ils commit-
ment that were sold in the market before the expiration date of the
syrdicate This penalty was unposed by the underwriting house
which evidently was supporting the maiket during the syndicate

eriod This penalty would be apphed to the Union-Cleveland
(%orporatlon syndicate profit so that in some cases the penalty cut
deeply mto 1ts profit.

The Union-Cleveland Corporation sold a comparatively small
amount of 1ts securities to the estate trust department. The bulk
of 1ts sales were to small Ohto banks and the general public.

Following are specific cases in which profits were made

On January 5, 1931, J C ‘Hanna, trust no 133, and F H Moore, trust no 131,
were sold $100,000 of National Steel Corporation at $99 These bonds the

Umon-Cleveland Corporation acquired at $953, a profit of 3% points on $100,000
worth of bonds, resulting 1n a profit of $3,250 to the Union-Cleveland Corporation.

It is interesting to note that the Union Trust Co had authority
to make in vestments in these two trusts, and that 1t selected securities
it which the Union-Cleveland Corporation had a participation Due
to the fact that the Umon-Cleveland Corporation’s participation of
$1,778,000 1n this 1ssue, 1t is only logical for 1t to be mn a better position
to buy these bonds cheaper than the individual trust client.

; N(:1 evidence of any investment charges to the trust clients was
oun
Wavrrer H SEYMOUR,
Sentor Examaner

This report based upon preliminary report and complete investiga-
tion by Committee Examiner R. F, Muir.

Mr SapersTEIN Mr. Meehan, the next report on my list would be
no. 15, but I believe it is a report of which we have only one copy
and that one copy was sent down to the Government Printing Office,
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being entitled ‘“Final Report, Union Trust Co.—Union Trust’s
directorate in other concerns.” Is that the reason we have not a
coR% of that report here?

r. MEEHAN. Yes

Mr. SapersTEIN. Did you have a copy of that report, and do you
know that it was sent down to the Government Printing Office?

Mr. MegaAN Yes.

Mr. SarersTEIN. And that was a report prepared by members of
the investigating staff of the committee under your immediate
supervigion?

r. MEEBAN. Yes.

Mr. SaPERSTEIN. Mr. Chairman, I wish to offer that report, which
I believe does not have any exhibits accompanying it, and which
report is at the Government Printing Office, in evidence.

The CuarrMaN. The report will be received and appropriately
marked by the committee reporter.

(A report entitled ‘“Final Report, Union Trust Co.—Union Trust’s
directorate in other concerns’”’, was received in evidence, marked
“Committee Exhibit No. 15, May 4, 1934,”’ and is as follows )

Comumitree ExaiBiT No. 15, May 5, 1934
FINAL REPORT, UNION TRUST CO.

UnioN TrusTs DIRECTORATE IN OrHER CONCERNS

Among the business affiliations of the bank’s directors and officers,
as shown by authoritative records of directorships, are the following:

John C. Armstrong Assistant secretary, the Unmion Trust Co ; other affilia-
tions, Dreher Piano Co , Standard Land Co , Pemiscott Land & dooperage Co,
and Clardo Holding Co
John G Armstrong. Vice president, the Union Trust Co ; other affihations,
J H R Products Co, Willoughby
W M Baldwin: President and chawrman of trust committee, the Union
Trust Co ; vice president and director, Umon Cleveland Corporation, United
States Coal Co., and the Stillman Co ; presdent and director, Canfield Realty
Co, Canfield Apartments Co, Chester Realty Co, and Packard Holding Co.;
member of executive committee and director, Chesapeake & Ohio Railway Co,
Pere Marquette Railway Co, and Virginia Transportation Corporation; chair-
man of executive committee, Cleveland Clearing House; director, National Re-
fimng Co, Kelley Island Lime & Transport Co, and Monarch Fire Insurance
Co ; other affihations, J B Savage Co, Union Lennox Co, Harbor View Co.,
J. § Coal Co , Corrigan-McKinney Steel Co , Dillonvale & Smithfield Railroad,
Union Club, and Mayfield Country Club.
Ernest 8 Bark Director, the Union Trust Co ; treasurer, the Common
Brick Manufacturer’s Association of Ameneca; secreta%, the Cleveland Bulders
Supply Co ; other affihations, Cleveland Material Co., Cleveland Builders Realty
Co, and Canfield Tank Line Co
George Bartol Director, the Unmion Trust Co ; vice president and director, the
Otis Steel Co ; other affilations, Cleveland Lime & Transport Co , Beelick Knob
Coal Co, and Cleveland Furnace Co
W P Belden Director, the Union Trust Co and the Trumbull-Cliffs Furnace
Co ; fartner, Andrews & Belden; general counsel, the Cleveland-Chffs Iron Co.
and Lake Superior & Ishpeming Railroad Co ; other affiliations, Belden, Young
Veach, Piqua Handle & Manufacturing Co , Cleveland Industrial Exposition Co.,
and Low Volatile Coal Co
George P. Comey* Director, the Union Trust Co and the National Refining
Co.; other affilations, Comey & Johnson and Falls Rubber Co
Amms C Coney Vice president, general manager, and director, the Union
Cleveland Corporation; vice president, the Union Trust Co ; director, Automatic
175641—34—p7 18———17
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Votmé Machine Corporation, Union Trust Securities Corporation, Southeastern
Coal Co ; other affiliations, Southern Coal Co » Monoe Coal Co., Dodge Manu-
facturing Corporation, and Automatic Registering Machine Co , Inc

Henry W. Corming Director, the Umon Trust Co ; other affihations, Cran-
wood Lumber Co , Investment Tand Co , Standard Land Co , Lake Shore Realty
Co , and Distitlata Co.

Geo%e A Coulton (deceased) Vice chairman of board and director, the Union
Trust Co ; director, Electric Controller & Manufacturing Co , Ferry Cap & Set
Screw Co , Midland Steel Products Co , and Wheeling & e Erie Railroad Co ;
other affiliations, Cleveland Window Glass & Door Co , Union Cleveland Corpora-
tion, Cha, Falls Banking Co, Prospect and 22d Realty Co, Peerless Motor
Car Co , Teling-Belle Vernon Co , and Van Dorn Iron Works

Robert S. Crawford: Executive vice &resident and secretary, the Union Trust
Co ; other affihations, Schaaf Hillerest Co.

Willard J Crawford Jr Director, the Union Trust Co and Equity Savings &
Loan Co ; vice president and director, Herrick Co ; president and director, Craw-
ford Realty Co , Crawford Land Co., and Cleveland Reahzation Co.; other affiha-
tions, Cuyahoga Valley Realty Co, Cleveland Realt; Inéprovement Co, Craw-
ford Woodhill %{,ea.lt 0 , Driving Park Realty Co , West Sixth Street Realty Co ,
Broad Rock Co, Courtney Leasehold Co, Western Reserve Club Co, Rayon
Terminals Co , Cleveland Storage Co., Pepper Pike Club Co., Cuyahoga Co.

P E. ECCreswell' Vice president, the Umon Trust Co.; other affiliation, Rutzen

ower Co.

Henry G. Dalton: Director, the Union Trust Co., Bethelehem Steel Corpora-
tion, Central Alloy Steel Corporation, Guardian Trust Co, Guaranty Trust
Co of New York, Ohio Bell Telephone Co, Steel Co of Canada, Ltd oulégs-
town Steel Door Co, Athens Iron Mining Co, Ashtabula & Buffalo Dock Co ,
Erie Dock Co, and I;ortage Coal & Dock Co ;éaa.rtner, Pickands, Mather & Co ;
%esldent and dwrector, Interlake Steamship Co, Balkan Mining Co, Bennett

ming Co, Boston Mine Co, Detour Dock Co, Hemlock River Mining Co,
Hoyt Mining Co , James Mining Co , Mather Iron Co , Odanah Iron Co , Palmer
Mining Co, Perry Furnace Co, James Pickands & Co , Plymouth Miming Co ,
Rugby Iron Co, Sagamore Ore Mimng Co, Syracuse Miming Co, Vermullion
Mining Co, and Verona Mining Co ; president, Perry Iron Co ; semor vice
president and member executive committee, Youngstown Sheet & Tube Co 3
vice pﬁmldent and director, Biwabik Minin, Go , Corsica Iron Co , Crete Mining
Co , Hobart Iron Co, Sunday Lake Iron Co, and Youngstown Mines Corpora-
tion, chairman of board and diwrector, Interlake Iron Co ; vice president, Orwell
Iron Co, Penn Iron Mining Co, Michigan, Penn Iron Mining Co, Wisconsin,
Penn Store Co, and Mahoning Ore & Steel Co.; other affiiations, Bankers’
Trust Co of New York, New Orleans, Texas & Mexico Railway Co, Mexican
Railway Co , Missoun Pacific Rallway, and Athens Miming Co

Charles E. Farnsworth Vice president, the Union Trust Co ; other affihations,
8gnrad-Baisch-Kroehle Co, G C. Kuhlman Car Co, and Ellwell-Parker Electrne

Louis H Fisher Vice president, the Union Trust Co ; other affiliations, Park
Hill Land & Allotment Co.

Frank B. Fretter. Director, the Union Trust Co , and Canadian O11 Cos, Ltd ,
Eresident and director, the National Refining Co.; president, Canadian 01l Co,
: t% ; gtheé affiliations, Nor Oil Co., Atlas 01l Co., and Plomo Specialties Manu-

agturing Co.

Wilham H Freytag: Assistant vice president, the Umon Trust Co ; other affih-
ations, Jaffa Co.

William H Gerhauser: Director, the Union Trust Co , Construction Matenals
go' d(;ratién, Union Savings & Loan Co.; president and director, Amencan Ship

uilding Co.

Frank H. Ginn. Director, the Umon Trust Co, the Telling-Belle Vernon Co ,
the National Refining Co, the Glenn L Martin Co., the Richman Bros Co,
Industrial Rayon Corporation, Electric Controller & Manufacturing Co, the
Midland Steel Produets Co., the Otis Steel Co., the Chesapeake & Ohio Rail-
way Co, Thompson Products Co, Inc, and Pere Marquette Railway Co.;
%artner, Tolles, Hoggett & Ginn; president and director, the Ohio & Pennsylvania

oal Co.; vice president and director, the Guarantee Title & Trust Co ; secretary,
S8.M A. Corporation; other affihations, Moxahela Corporation of Delaware,
Milk Products Co., Laboratory Products Co , Murray Ohio Manufacturing Co,
Metrcg)ohtan Utilities, Inc, Covington & Ginemnaty Elevated Railroad Co,
C & O. Railway Co. of Indiana, Tillotson & Woolcotj; Co , Cleveland Southwest-
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Girdler, Tom L Director, the Union Trust Co ; other affiliations, Republec
Steel COéporatlon, Goodyear Tire & Rubber Corporation, Goodyear Tire &
Rubber Co, Trumbull Chffs Furnace, Union National Bank of Pittsburgh, and
Chase National Bank of New York

Charles B Gleason Vice Bremdent, the Umon Trust Co ; other affilations,
Wllloughléy Terminals Co, Owens China Co, University Club Co, Distillata
Co,and C T Investment Co

George C Gordon Drrector, the Umion Trust Co ; president and director, the
Park Drop Forge Co ; other affihations, Ohio Crankshaft Co , and First Invest-

ment & Realté Co
George W Grandin Director, the Union Trust Co ; other affihations, Missouri
Lumber & Mining Co , Euchd Streator Co, Tavern o ,and F H. Hill Co

Eugene R Grassell: Director, member of executive committee, member of
finance committee, the Umon Trust Co ; director, the Grasselh Chemical Co,
and Cleveland & ﬂttsburgh Ranroad Co. (Penn system)

Thomas 8 Grasselh Director, the Union Trust Co , the Wheeling & Lake Erie
Railway Co, and E I du Pont de Nemours & Co ; president and director, the
Grasselll Chemical Co ; other affiliations, Cleveland & Youngstown Railroad Co.,
Kirtland Country Club, and Grasselh Powder Co.

George F Gund Director, the Union Trust Co , the Kaffee Hag Corporation,
Realty & Leasehold Co , Kellogg Co , Gund Realty Co , Shenff Street Market &
Storage Co ; other affihations, Gund Co, Realty & Rental Co, and Cleveland
Realzation Co .

John A Hadden Dairector, the Union Trust Co ; other affihations, Andrews,
Hadden & Burton, attorneys, Mentor Marsh Co., Haven Pomt Club Co , and
Mentor Harbor Co

Howard M Hanna Director, the Union Trust Co, National Biscuit Co.,
Howe Sound Co, Hanna Coal Co , Hanna Iron Ore ¢o , and the Producers
Steamship Co ; chairman and director, the M A Hanna Co and Susquehanna
Collieries Co ; president and director, Hanna Ore Mining Co ; other affiiations,
Marting Ore Co , Jefferson Coal Co, Lower Lake Dock Co, Wheeling & Lake
Ene Coal Mining Co, M A Hanna Coal & Dock Co , Mead Iron Co , Massillon
Coal Mining Co, Ohio & Western Pennsylvania Dock Co , Tod-Stambaugh Co ,
Valley Furnace Co, National Bisewit Co, Republic Iron & Steel Co, Calumet
Transportation Co, Consumers’ Ore Co, Eastern Coal Dock Co, Hanna Fur-
nace Co, La Rue fVllmng Co, Susquehanna Ore Co, Wakefield Tron Co , and
Richmond Iron Co.

Wilham A Harshaw Director, the Union Trust Co. and the Laurel Realty
Co ; president and director, the Harshaw Chemical Co ; Other affiliation, Stibium
Products Co

Francis H Haserot Director, the Union Trust Co, Cherry Home Co , High~
land Cherry Farm, Gypsum Canning Co., and Cherry Growers Factory, Ine.;
president and director the Haserot Co

Warren S Hayden (deceased) Director, the Union Trust Co , Cleveland, Cin-
cinnati, Chicago & St Louis Rallway Co, Globe Machine & Stamping Co,
Michigan Central Ralroad Co., and New York Central Ralroad Co ; partner,
Hayden, Miller & Co ; vice president and director, Malvern Land ; also
director, Strong, Carlisle & Hammond Co, West Shore Railroad Co , White
Motor , New York & Harlem Railroad So , and Zanesville & Western Rail-
way; president and director, Cleveland Union Terminals Co.; other affiliations,
New Western Railroad, Miam1 Paper Co, Nelson Rodgers, Ine., and Iroquois
Secunities Co

Parmely Webb Herrick® Director, the Union Trust Co, National Surety Co,
Harriman National Bank, New York Joint Stock Land ﬁank, Guarantee Title
& Trust Co, and The Sun Investing Co ; president and director, Cuyahoga Co.
and Thomas Young Nursenies, Inc (Delaware); vice president and director,
Burkam-Herrick Publishing Co, Dayton, Ohio; trustee, Society for Savings,
Cleveland; other affiliations, Mitchell, Hernek & Co, Crawford Realty Co.,
Crawford Land Co , Burkham-Herrick Publishing Co., Cuyahoga Valle alty
Co, Ohio-Pennsylvama Joint Stock Land Bank, Cleveland Land & Improve-
ment Co, Cleveland Hardware Co, the Securities Co., Miami Secunties Co.,
and Anable Avenue Factory Corporation of New York.

George H Hodgson Director, the Union Trust Co ; president and director,
Cleveland Worsted Mulls Co ; vice president and director, Shenff Street Market
& Storage Co

Grover H Hull Vice president, the Union Trust Co ; other affihations, Cleve-
land & Baston Co, Union-Lennox Co, Akers-Folkman Co, Perkins Hough
Realty Co, Gerecee Realty Co , and Sterling Realty Corporation, Inc.
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John A Jackson Adwvisory board, the Union Trust Co ; other affihations,
Canfield Apartments Co, Chester Realty Co, Canfield Realty Co, Chnton Co,
Canfield Tank Line Co, and Canfield O Co

Emil Joseph Director, the Umon Trust Co; attorney, 705 Union Trust
Building; other affihations, Tippecanoe Club Co

Adrian D Joyce Director the Umon Trust Co , president and director, the
Ghdden Co ; pressdent Wood Chemical Products Co, and Owen Automatic
Spring Machinery Co , other affihations, Surkee Famous Foods Co , Chemical &
Pigment Co , Ripalin Co , Metals Refining Co , Forest City Paint & Varmsh Co,
Wisconsin Food Products Co., and Joyce Realté' Co

Ralph T King Director the Union Trust Co, vice president and director,
the Realty Investment Co

John A Kling Director the Union Trust Co, Kelley Island Lime & Trans-

ort Co, Guardian Trust Co, Century Cement Corporation, Baker, R & L

0, Lithonia Gramte Co, Northern Gramte & Stone Co, f{lmg Realty Co,
Amenecan Gypsum Co, Darhington Brick & Mining Co, and John A Khng Co ;
president and director the Cleveland Builders Supply & Brick Co ; other
affihations, Roll Manufacturing Co, Cleveland Bullders’ Realty Co, Baker-
Raulang Co, and Kelley Island Lime & Transport Co

Joseph R Kraus Vice charrman of board, chairman of finance committee, and
director of the Union Trust Co ; vice president and director, the Pittsburgh &
West Virgimia Raillway Co ; director, the Fremont Foundry Co, the Valley
Mould & Iron Co, the United States Fidehity & Guaranty Co, and Union-
Cleveland Corporation, other affiiations, Fisher Ohio Body Co , Donelshe Elec-
tne Co, General Tire & Rubber Co, Thompson Products, Inc, Rapid Transit
Land Co, Cedar Heights Land Co, Northern Ohio Reconstruction Co, and
Prudential Land & Home Building Co

Elroy J Kulas Member of executive committee and director, the Umion
Trust Co ; president and director, the Midland Steel Products o , and the
Otis Steel director, the Perfection Heater & Manufacturing Co, the
Pittsburgh & West Virgmia Ralway Co , and the Umon-Cleveland Cor}l)s?ratlon ;
other affihations, Beelick Knob Coal Co , Valley Railway Co , Parsh & Bingham
Co , Cleveland Lime & Transport Co , Cleveland Furnace Co , Cleveland Worsted
Mills Co , and National Bond & Share Co

E. A. Langenbach Director, The Union Trust Co and Furst Trust & Savings
Bank, Canton, chairman of board and director, Hercules Motors Corporation,
Canton, R V. Mitchell & Co, MeCask Recg)xster Co, and Oho Alloys Cor-
poration; %resldent and director, Allied Coal and United Electnic Co

Ernest Lenthan Drirector, the Umon Trust Co and Pittsburgh & West
Virgima Railway; president and director, Lemhan & Co ; other affihations,
Johnson & Higgins and Wilcox, Peck & Hughes, Inc

Bascom Liattle Director, the Union Trust Co ; president, the Crowell & Lattle
Construction Co ; vice president and director, the Cleveland Land & Securities
Co and Bolton Square Improvement Co ; other affihations, Cobb Realty &
Investment Co, Rellly & Monanty, In¢c, Cleveland Land & Secunties Co,
%akewo%l Land & Securities Co, Kerr Realty Co, Pigrnm Realty Co, and

avern Co.

Phiip R Mather Director, the Union Trust Co ; other affihations, Mather
Realty Co and Pickands, Mather Co

Wilham G Mather ]511'ector, the Union Trust Co, Kelley Island Lime &
Transport Co, and Cleveland & Mahoning Valley Railroa ; president and
director, the Cleveland-Cliffs Iron Co , the Lake Superior & Ishpeming Railroad
Co, Gwinn (Mich ) State Savings Bank, First National Bank of Alger County,
Munising, Mich , and Corrigan, McKinney Steel Co ; vice president and director,
Low Volatile Coal Co ; chawrman and director, the Otis Steel Co ; member of
executive committee and director, Republic Steel Corporation; other affihations,
Progress Steamship Co, Cleveland Clffs Steamship Co, Negaunee Mme Co,
Athens Iron Mining Co, Andaste Steamship Co, gresque Isle Transportation
Co, Mesaba Chffs Iron Mming Co, Chffs Corporation, Cleveland & Mahoning
Valley Railway Co, Medusa Portland Cement Co, Cleveland Industrial Expo-
aition Co , and White Motor Co

Homer D Messick Vice president, Union Trust Co.; vice president and direc-
tor, the Equity Savings & Loan Co ; secretary-treasury and director, Kalamazoo,
Allegan & Grand Rapids Railroad; director, the Dreher Piano Co. and Acme
Foundry Corporation; other affihations, Ada Holding Co , Euclid-E 100th Co,
Spencer Estates Co , and Stone Shoe Co.
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Otto Miller Drirector, the Union Trust Co, the Chesapeake & Ohio Railway
Co., the Pere Marquette Railway Co, the White Motor Co, the Globe Ma-
chine & Stamping Co , the Otis Steel Co , the Arthur G Mc¢Kee Co , the Ghdden
Co, and the Cleveland Railway Co , partner, Hayden, Miller & co ; president
and director, the Malvern Land Co ; other affihations, Iroquois Securities, Ine ,
White Co, Euehd-Streator Co, C U Q Railway Co, Covington & Cineinnaty
Elevated Railroad & Transfer & Bridge Co , Hocking fand & evelopment Co.,
Troop A Armory Co, White Motor Secunities Corporation, Whute Motor Realty
Co , Nelson Rodgers, In¢ , Hocking Valley Railroad Co , Sparks-Withington Co.,
and Cleveland & 8 W. Railway & Light Co.

Thomas Wm Miller: Chairman of board and director, the Faultless Rubber
Co ; director, the Union Trust Co., the First National Bank, Ashland, and the
F. E. Myers & Bro Co

R V Mitchell Director, the Union Trust Co ; other affihations, Mitchell
Herrick & Co, Harrnis Automatic Press Co, City National Mortéage Loan Co,
Rehance Manufacturing Co, James Leffel & Co, Oblen-Bishop Co , Thompson
Produects, Inc, Hen urnace & Foundry Co, Dull Manufacturing Co , Harns,
Seybold-f’otﬁer Co lghlo—Pem:tsylvav,ma, Jomt Stock Land Bank, Troy Sunshade
Co, Kaynee Co, ﬂoughton Elevator & Machine Co , James Leftel Co, Byers
Machine Co, Continental Shares, In¢

Herman Moss Drrector, the Union Trust Co , the Cleveland Worsted Mills
Co, and the Citizens League; general agent, the Equitable Life Assurance
Society of the Umited States

Charles A Nicola Advisory board, the Union Trust Co ; other affilations,
Nicola, Stone & Meyers Co, Northern Ohio Lumber & Timber Co , Lakewood
Lumber Co , Freehold Co , Saginaw Bay Transportation Co , and Myers-Parsons
Lumber Co

Lawrence H Norton Director, the Umon Trust Co, Oglebay, Norton &
Co, and Cuyahoga Factory Development Co ; vice president and director,
Bristol Mining Co and Commonwealth Iron Co ; treasurer and director, the
David Z Norton Co ; trustee, Society for Savings

Robert C Norton Director, the Union Trust Co, Lakeside & Marblehead
Railroad Co, Baker-Raulang Go , the Independence Steamship Co , the Cleve-
land Storage Co, The American Ship Buillding Co, the Great Lakes Towing
Co ; president and director, Troop A ory Co and the David Z Norton Co ;
treasurer and director, Oglebay, Norton & Co , Columbia Steamship Co , Castile
Mining Co , Brule Mining Co , The St James Mining Co , the Ferro Engineering
Co, Commonwealth Iron Co, Brnistol Mining Co, and Bristol Holding Co ;
treasurer, Montreal Miming Co , the Nelson Mining Co, and the Fortune Lake
Mining o ; other affihations, Troop A Armory Co, Ferro Engraving Co, and
Cleveland Storage Co

Joseph R Nutt Chairman and director, the Union Trust Co ; vice president
and director, New York, Chicago, & St Lows Railroad Co , director, the Fault-
less Rubber Co, the F E eyel1s & Bros Co, the Quaker QOats Co, The
White Motor Co , the Cleveland & Pittsburgh Railroad Co , the Goodyear Tire
& Rubber Co, and the Alleghany Corporation; other affihiations, Union Cleve-
land Corporation, International Holdings, Wyoming Pocahontas Coal & Coke
Co, F ¥ Myers & Bros Co, Corngan-McKinney Steel Co, Euchd-Streator
Co, Cleveland Electrical Terminal, Cleveland & Youngstown Railroad Co,
White Motor Securities Corporation, White Motor Realty Co, and Northern
Ohio Power & Light Co.

Wilbert J O’Neill Vice president, the Umion Trust Co ; secretary-treasurer
and director, the Damar Realty Co ; secretary and director, the Superior-Doan
Realty Co ; president and director, the Ozohzer Co ; vice president and director,
the International Holding Co ; treasurer and director, the Caston Land Co and
the Miami Valley Brewing Co ; director, the Chase Bag Co , Whitman & Barnes,
Inc, the Whitman-Barnes Manufacturing Co , and the Superior Thirty Fourth
Co , other affihations, Sterhing Realty Corporation, Inc , and Canton Land Co

arl N Osborne Director, the Union Trust Co,the M A Hanna Co, and
National Steel Corporation; secretary and treasurer, the M A Hanna Co ;
other affihations, Tod-Stambaugh Co , Jefferson Coal Co , Lower Lake Dock Co ,
Valley Furnace Co, Stambaugh Iron Co, Ohio & Western Pennsylvama Dock
Co , Mead Iron Co , La Belle Steamshl%go , Marting Ore Co , East Steamship Co ,
Virginia Steamship Co, Wheeling & Lake Erne Coal Mining Co, and Chagrin
Valley Hunt Club Co

Charles A. Otis Advisory board, the Union Trust Co ; partner, Otis & Co ;
president and director, the Otis Safe Deposit Co ; vice president and director,
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Kanawha & Hocking Coal & Coke Co ; director, Bulkley Building Co and Wilham
lgdw:ﬁds Cé). ; other affiliations, Otisito Mines Co., Waite Hill Farms Co and

uyahoga Co

enygn V. Pamnter. Director, the Union Trust Co.; other affihation, Cleveland

& Pittsburgh Railroad

James L Paton. Vice president, the Union Trust Co ; other affilation,
Wheeler Realty Co

Charles P Pimonka Vice presdent, the Union Trust Co ; other affihations,
Cleveland Home Investment Co., Arrowhead Beach Sales Co, Willobee No 3
Land Co, and Russell Realty Co

Henry J Ranft Treasurer, the Union Trust Co ; other aflihation, Umeon
Cleveland Corporation

N G Richman Director, the Umion Trust Co ; chairman of board, the
Richman Bros Co

Thomas P Robbins Member of executive committee and director, the Union
Trust Co ; first vice premdent and treasurer, the Cleveland Hardware Co ;
director, the Cleveland Hardware Co ; president, the Kirtland Mutual Co

L. J Roeder Assstant treasurer, the Union Trust Co ; other affihation,
Union Trust Securities Co

Warrer H SEYMOUR,

Senior Examiner.

Mr SarersTEIN. Mr. Meehan, I have here a report entitled ‘“The
Union Trust Company—Corrigan-McKinney Steel Co.”, and ask
you if that was prepared by the members of the investigating staff
of the committee under your immediate supervision.

Mr. Meeaan It was.

Mr. SapersTEIN. Mr. Chairman, I now wish to offer that report in
evidence, together with exhibits which are at the present time at the
Government Printing Office for the purpose of facilitating printing.

The CuatrMaN, The report and exhibits will be received 1n evidence
and appropriately identified by the committee reporter.

(The report entitled ‘“The Union Trust Company—Corrigan-
McKinney Steel Co.”, and exhibits referred to therein which are
now at the Government Printing Office, were received in evidence,
?ﬁ,rked)“Committee Exhibit No. 16, May 4, 1934”7, and are as
ollows:

CorrigaNn-McKiNNEY STEEL Co

This report relates to the interest of the Union Trust Co. in trans~
actions which transpired in the eventual purchase of the Corrigan-
McKinney Steel Co by the Cleveland Cliffs Iron Co.

The Corrigan Steel Co. was the original corporate name, having
been formed 1n 1880. In 1917 the name was changed to the McKinney
Steel Co, and then in 1926 it was again changed, this time to the
Corrigan-McKinney Steel Co. In May 1925, J R Nutt was instru-
mental in the formation of a corporation known as the “McKinney
Steel Holding Corporation”, which purchased control of the McKin-
ney Steel Co. For the purchase by the McKinney Steel Holding Co.
of a certain block of McKinney Steel Co. stock Mr. Nutt received
a commission of $130,000, which, although turned over to the bank
by Mr. Nutt 7 months after he had received it, has been a transaction
causing very much dispute and discussion. The McKinney Steel
Holding Co in 1925 1ssued $7,250,000 par value of preferred stock,
the entire issue of which was purchased by the Union Trust Co.
Subsi%uently, in 1930, the Union Trust Co, in participation with
several other banks, arranged a loan of $25,000,000 to the Cleveland
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Cliffs Iron Co in order that the Iron Co. might purchase the McKin-

ney Steel Co, stock. No payments have ever been made on these
Cleveland Cliffs Iron Co. loans.

An interesting news item appeared in the Cleveland Press of March
22, 1930, in which was given a brief history of the Corrigan-McKinney
Steel Co. and which stated in part:

The story of the Corrngan-McKinney Steel Co. is one of the most spectacular
and dramatic fights mn the history of Cleveland

0Old Capt James C Corrigan founded the firm after a battle with John D
Rockefeller here, 1n which John D. whipped the young upstart who had borrowed
from him the money to Cget control of Lake Slg)enor ore Eropertles

After this whipping Captain Corngan and Stevenson Burke founded the hittle
independent steel firm here 1n the early eighties * * * And Old Jum wrote
a will that put hus property in the hands of Price McKinney, his bookkeeper, to
hold 1n trust * * *

* * * Meanwhile the name of the Corrigan Steel Co had been changed to
the Corrigan-McKinney Steel Co, and finally to the McKinney Steel Co, the
former bookkeeper voting the Corrigan stock he held mn trust to write the name
of the founder out of the firm name and his own name 1n

* * % Then n 1925 Young Jim came back to Cleveland. He had n hus
]ﬁocket 40 percent of the stock He also had 13 percent, got from E S Burke.

e dropped 1nto a directors’ meeting, and the announcement that came out of
that session fell like & bomb 1n Cleveland circles

The name of the firm had been changed to the Corrigan-McKinney Steel Co.,
and the former bookkeeper had been ousted as president * * *

(U-15-1a)

In the spring of 1919, Mr. J. R. Nutt was elected to the board of the
then McKinney Steel Co at the request of Mr James W Corrigan.
At that time, according to Mr Nutt, the ownership of the company
was as follows:

Percent
Mr. James W. Corrigan .- - oo oo 40
Mr. Price MeKinney . o oo ceeeee e cecmmc ;e mac e 30
Mr E B Burke, Jr_ _ e 13%
Mrs Ross (Burke’s sister) ..o oo 8%
Mrs. Stevenson Burke. . ..o mc— e ——
Total. e cccmcmccmecescea—m———————————— 100

In the latter part of April 1925, Mr. E. S. Burke, Jr, called at the
office of Mr Nutt and stated that he desired to sell his 13%-percent
interest in the McKinney Steel Co , and asked Mr. Nutt to find a
purchaser for the stock. U-15-2)

On May 1, 1925, Mr. Burke addressed a letter agreement to Mr.
Nutt personally as follows:

I own 13% percent of the authorized and issued capital stock of the McKinney
Steel Co , which I give you exclusive authonty to sell for $7,000,000
alIf sold I will pay you & commission from the proceeds of sale of 2 percent of
sale price

This authority is to you personally and good until June 15, 1928, 12 o’clock
noon,

It 18 understood that you may yourself purchase or be interested 1n the purchase
of the stock, and shall, 1n that event, be entitled to the commission stated.

(U-15-3, 9

Mr. Nutt held conferences with Mr, Corrigan and with Mr. Burke
for several days. It was planned to form a holding company which
would issue preferred stock to Mr Burke in payment for his holdings
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of McKinney Steel Co On May 6, 1925, Mr Burke addressed a
letter, on the stationery of the Union Trust Co , to Mr Nutt personally
in which Mr Burke outlined the plan and then stated:

(U-15-3)

This letter will serve as your authority exclusively to represent me i this
transacdtion and is given to you personally

Finally it was agreed that the holding company would be formed
under the name McKinney Steel Holding Co. with an authorized
common stock of 10,000 shares which were issued to Mr. James
Corrigan in exchange for his 40-percent interest in McKinney Steel
Co, and an authorized preferredp stock of $7,250,000 par value con-
sisting of 72,500 shares which were issued to Mr E S Burke, Jr. in
exchange for his 13% percent holdings of McKinney Steel Co. stock.

(U-15-7)

The stock of the McKinney Steel Co. which was represented by
Corrigan’s 40 percent and Burke’s 13¥% percent was then turned over
to the Union Trust Co. to hold as trustee—

(U-15-5)

* * * for safekeeping and to assure conformmty with the preferred stock
provisions prohibiting the sale, pledge, or otherwise imposing a lLien on sad

stock, * * *
(U-15-6, 8)

Mr E. S Burke then entered into an agreement with the Union
Trust Co to sell to the bank the entire issue of McKinney Steel Hold-
ing Co. preferred stock at 89 655 percent or $6,500,000 It was from
this $6,500,000 received from the Union Trust Co that Burke paid
his 2 percent commission or $130,000 to Nutt and, evidently, it was
from the participation of the Union Trust Co instead of Nutt in the
transaction that the other directors felt the commission belonged to
the bank and not to Nutt personally

Mr Burke addressed a letter, dated May 13, 1925, to Mr. Nutt
stating that upon receipt by him of the $6,500,000 from the Union
Trust Co in cash, “I will pay you a commission equal to 2 percent
of the sale price or $130,000

(U-15-10, 13, 12, 11)

The Union Trust Co ‘‘banking department’’ purchased this entire
McKinney Steel Holding Co. $7,250,000 par value preferred stock
from E. S. Burke at 89 655 percent, or $6,500,000, paying Burke with
official check No A83087 of the Union Trust Co. The “banking de-
partment” then sold the entire issue to the ‘“bond department” at
93 percent or a profit to the ‘“banking department’’ of $242,500.
The ‘“‘bond department’ then formed several groups each of which
sold the stock as follows: Purchase group bought issue at 93; sold to
special purchase group at 95%, which sold to banking group at 96%;
which sold to se]i’fng group at 99%; which disposed of the stock to
the public at 100.
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(U-15-15)
The Union Trust Co. obtaining the following profits:
Banking department.._ .. e $242, 500. 00
Bond department. ... cmc— e ——— 238, 355. 83
480, 855 83
Plus the 2-percent commission._ .- o eeeeeam 130, 000. 00
610, 855. 83

(U-15-14, U-6-51)

Mr. Nutt received the $130,000 commission from Mr. Burke on
May 16, 1925, and it was not until 7 months later (Dec. 24, 1925)
that the check was turned over to the bank for its own account

We have heard rumors expressed around the bank that Mr. Nutt
considered this $130,000 as a personal transaction and that it did not
belong to the bank, an opinion that was not shared by the other senior
officers and directors. According to these rumors Mr. Nutt refused
to turn the $130,000 over to the'bank but on the other hand was afraid
to take it himself, with the result that he held the check for 7 months
before he turned it over to the bank. Mr. Nutt claims this is all
untrue and that he always considered that he was acting as president
of the Union Trust Co, in this transaction and that he did not
“hold” the check at all but turned it over to the bank immediately.
Further, Mr. Nutt states that it was a personal check of Mr. Burke’s
that he had and turned over to the bank. Actually Mr. Burke pur-
chaged Union Trust Co. official check no. A83106 in the amount of
$130,000 payable to the order of J. R. Nutt and gave that check and
not his own to Mr, Nutt.

Shortly after the closing of the Union Trust Co. there was evidently
some newspaper comment about this transaction and Mr. Nutt wrote
to the Conservator of the bank on April 19, 1933, stating:

(U-16-17)

* * % T welcome your most searching investigation You will find that
every transaction between myself personally, and as chawrman of the Union, with
theabove was1n accordance with the best type of banking practice, open and above
board and clean 1n every respect, and that not one dollar of profit ever went directly
or indirectly to any officer of the Union Trust Co

Mr. Nutt has prepared several memoranda and has written letters
to the liquidator of the Union Trust Co. about this $130,000 trans-
action.

In one of these memoranda Mr. Nutt states:

(U-15-16)

Mr. Burke gave me his Ipersonal check for my 2 percent or $130,000 and con-
gratulated me, supposing I had earned this for my personal account, and 1n order
that there should be no false impression I stated to Mr. Burke at the time that
% w?;l ngt el?rmng one dollar personal profit; that the $130,000 was an earning
or the ban

And then, in a letter dated April 20, 1933, to Mr. Cozx, then bank
conservator, Mr. Nutt stated:

(U-15-1a)

When Mr Burke gave me his check for $130,000 he congratulated me on
making this nice commssion. 1 stated to him that this was not corning to me
Digitized Persenally-but would go to the Union Trust Co. as earnings.
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This was corroborated by Mr Baldwin in a letter to Mr Cox on
April 21. However, Mr Baldwin attempts to explain the 7 months’
delay by stating that—

(U-15-18)

At the time the check was received, credit was deferred because we had under
consideration the creation of a pension plan for the benefit of officers and
employees * * *

The open attitude expressed in the foregoing letters might be
disarming if it were not for the facts presented in this report To
a man such as J. R. Nutt, accustomed to making important decisions
frequently and quickly, it does not appear reasonable or creditable
that it would take 7 months for him to decide whether he should
keep the commission or turn it over to the bank. It does appear,
however, that J. R. Nutt would like to create the impression of a
magnanimous gesture, whereas the elapsed time would indicate the
contrary and after much indecision.

Early in 1928 James W Corrigan died, leaving in trust his estate
for the benefit of his widow, Laura Mae Corrigan The joint trustees
were the Union Trust Co and John H. Watson, Jr., president of the
Corrigan-McKinney Steel Co. It was thought shortly after Corrigan’s
death that the stock of his company was for sale, and many inquiries
were received from various reputable houses regarding its purchase.

There was considerable correspondence on this subject, but repre-
sentative of them all was a letter from Dillon, Read & Co. to J. R.
Nutt, dated February 6, 1928, stating in part:

(U-15-19)

We are very much interested in the possibilities of purchasing all or control of
the McKinney Steel Co. and I would appreciabe your advice as to whether there
is anything that we can do at the present time to develop the situation. We
would be glad to work on this busiess with you and your associates if the oppor-
tunity presents.

Mr Nutt answered this letter 2 days later, stating that the company
was not for sale and that—

(U~15-20)

We elected Mr John H. Watson, Jr, as president of the compan¥ to suceceed
Mr. Corngan, and we have announced that the property was not for sale, nor
did we care to consider any scheme for consolidating 1t with other companies.
Our plan 18 to go nght ahead and operate the company. It is in splendid physical
condition. Our costs are low, and if there is any business, we believe we wiil
get our share of 1t and can handle it at a profit.

However, early in 1930 Cleveland Cliffs Iron Co. began negotia-~
tions toward the purchase of the McKinney Steel Holding Co Mr.
Nutt outlined this whole transaction to Mr. Cox in his letter of
April 20, 1933, as follows:

(U-15-1b)

I think it was in March 1930, as president of the Union Trust Co , representing
the Corrigan estate, I began negotiations with Mr. W. G. Mather for the sale of
the Corngan interest in the Steel Co., represented by 10,000 shares of the McKin-
ne; Steel Holding Co common stock, which, as previously stated, controlled
53% percent of the Corrigan, McKinney Steel Co. I also represented the 8%
percent owned by Mrs. Ross, or a total of 621 percent These negotiations finally
resulted 1n a sale to the Cleveland Chffs Iron Co.—the price agreed upon was to
be on the basis of $37,500,000 for the 62% percent Mrs Ross’ share amounted

- %5 250,000 and the Corrigan estate $32,250,000. The Corngan interest, how-
Digitized for Fever/-was represented by common stock of the McKinney Steel Holding Co. and
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the Steel stock was pledged as security for the preferred stock, so that from the
$32,250,000 there was deducted $7,250,000 preferred at the call price of 105, or
$7,612,500, leaving a net of $24,637,500—this amount being paid for all of the
common stock of the McKinney Steel Holding Co My recollection 15 that after
Mr Cormgan’s death the common stock of the McKinney Steel Holding Co was
increased from 10,000 to 10,100 shares—this 100 shares bemng paid to Messis
M B and H H Johnson, wmith Mrs Corngan’s consent, 1n settlement of fees
for a number of years of legal service—so that the net proceeds above mentioned
were divided with all of these common stock shareholders In the sale of Mrs
Ross’ 8% percent for $5,250,000 1t might have been perfectly legitunate and
proper to have charged her a commission or fee, but no charge of any kind was
made to Mrs Ross

(U-15-21a, 23, 24a, 25)

On March 19, 1930, Mrs Laura Mae Corrigan, widow of the
deceased Corrigan and principal participant in the transaction, in
accord with proper legal hicense, consented to the sale of all of the
common stock of the %VIcKinne Steel Holding Co. This appeared
in a letter to the Union Trust Co and John H Watson, Jr., trustees
under the last will and testament of James W, Corrigan, deceased.
In this letter, the sale price was stipulated as $29,887,500, cash to
be distributed $24,152,500 pro rata to the holders of the common
stock of the McKinney Steel Holding Co., $5,060,000 to Parthenia
Burke Ross, and $675,000 as follows

Donald B Gillies. - - o e m————— $50, 000
Henry T Harrison . oo oo e et 50, 000
James 8 MeKesson . - oo ———————— 50, 000
Edward G Resch_ ..o ————— 25, 000
John H Watson, Jr. . e ac————e 500, 000

The distribution of $675,000 to the above was for services rendered
in the management of the Steel Co. and the estate, each of the stock-
holders bearing their pro rata share of the endowment.

(U-15-22a, 26, 27)

On March 21, 1930, the Cleveland Clifis Iron Co. agreed to pur-
chase the 10,100 shares of the McKinney Steel Holding Co. and the
218% shares of the Corrigan-McKinney Steel Co., held by Parthema
Burke Ross, and pay the Union Trust Co. $29,887,500. This they
did and the Union Trust Co then distributed this sum as $5,059,-
995.62 to Parthemia Burke Ross, $675,000 endowment to officers,
and the balance o the Corrigan estate.

In the financing of this purchase the Union Trust Co. participated
in the amount of $3,387,500 in a'collateral-loan note, the aggregate

rincipal amount of which was $14,387,500 The participants in this
oan, as evidenced by the collateral loan card, were:

(U-15-28¢; 28d)

Union Trust Co, Cleveland . _ . .. $3, 387, 500
Guardian Trust Co, Cleveland _ _ - oo ______________ 1, 500, 000
Central United National Bank, Cleveland.. ... _.____________. 500, 000
Cleveland Trust Co, Cleveland. .. ____ . ______________.___. 300, 000
Bankers Trust Co, New York___________ - 7 7777777TTT0C 4, 000, 000
Continental Mhnois Bank & Trust Co, Chicago_—-__________.__._. 3, 500, 000
First National Bank, Chieago. .- - ____._ 1, 000, 000
Wilham G Mather. oo mceae 200, 000

Total . e e ——meeemem 14, 387, 500
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At the time of the Union Trust Co’s dp rticipation in this loan it

was considered by them to be well secured. This was not the opinion

of J P Morgan & Co 2 years later, however, when the Union Trust

Co. expressed a desire to sell this participation, on agreement to re-

urchase, to J P. Morgan & Co. In a letter of January 6, 1932, to
r. T. W. Lamont, J. R. Nutt stated in part:

(U-15-29)

You will note under the Participated Secured Loans that the Union Trust Co.
has an 1nterest of $3,387,500 I would like to sell this participation to you under
our repurchase agreement or with our endorsement, whichever you prefer My
thought 1s that 1f the Reconstruction Finance Corporation 1s authorized in Con-
gress, and I believe 1t will be, as soon as 1t 1s 1n operation I can place this par-
ticipation with that Corporation and relieve you of it I thmnk this 18 only a
matter of a very few weeks

In a reply dated January 13, 1932, Mr. T. W. Lamont, after pre-
senting an analysis of the security for the loan, states:

(U~-16-30a, b)

I am most regretful that the firm cannot see 1ts way clear to take over this item,
even under the repurchase agreement It falls too much 1n the category of dead-
slow stuff You know how anxious we are to help 1n any way that 1s possible.
We took over your British credit unhesitatmély We made an arrangement in
the Higbee matter that was of relief to the Cleveland banks We have noted
without objection the transfer of deposits from New York to Cleveland 1n an
undue proportion, but 1n a way that would be of aid to the Cleveland banks, but
this particular 1tem, my dear Joe, 1s beyond us

(U-15-31, 32, 33)

The reply must have been discouraging, even though J. R.Nutt
agreed with T. W. Lamont’s analysis of the security for the loan, as
evidenced in a letter-to Lamodnt from Nutt, dated January 14, 1932,
stating-

(U-156-34)

Thank you very much for your letter of the 13th. The man on your staff I
think has analyzed the Cleveland Cliffs matter correctly I am, of course, sorry
that you could not use the item in the way I suggested, but T understand the
matter perfectly Be assured I deeply appreciate the careful consideration that

you have given it.
(U-15-351)

The discouraging aspect must have been due to the anticipation
of an additional loan of $3,500,000 to the Cleveland Cliffs Iron Co.,
which occurred on March 29, 1932, and which brought the total
loans to approximately $7,000,000. No principal payment havi
been made against these loans to April 25, 1933, must have restricte
the bank’s liquidity considerably.

(U~15-36; 37)

The Union Trust Co ’s beneficent attitude toward the Cleveland
Chiffs Iron Co. changed when on June 23, 1932, a renewal of the loans
was required, a 1-percent penalty 1 the form of a commission was
applied against a total amount of $6,887,500, or an amount of $68,875.

his is repeated on September 23, 1932, in the same amount, making
a total commission charge of $137,750 for the two renewals.
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(U-15-37)

The commissions were received in the form of loans and so entered
upon a loan card  The June 23, 1932, commission was carried on the
books at full value, while the September 23, 1932, commission was
carried at zero The reason for not carrying the latter note at face
value was that by doing so the Cleveland Cliffs Iron Co. would have
loans in excess of its borrowing limit, namely 20 percent of the capital
and surplus, that limit being $7,000,000.

(U-15-38a)

It subsequently developed, as a result of a suit in court, that the
commissions were considered usurious and the bank liquidator has
been ordered to refund to the Cleveland Cliffs Iron Co. approximately
$145,000, representing excessive interest charges on loans to that com-
pany.

An interesting and pertuent point was brought out in the testi-
mony during the cross-examination in the suit to recover the interest
for the Cleveland Cliffs Iron Co, when W. J. O’Neill, a vice presi-
dent of the Union Trust Co , was questioned by A Kollin, an attor-
ney, wherein it was established definitely that the bank knew the
commissions were usurious from the beginning. The testimony was
in part as follows:

(U-15-39d)
Mr Koruin But you had your doubts—not only a doubt, but you thought

1t was a usurious rate?
Mr O’NeiLL I did not have any doubt at all I was certain 1t was usurious

(U-15-40)

Regardless of the knowledge of usury, the bank, nevertheless,
%ledged these commission notes on a loan from the Reconstruction

inance Corporation. The Reconstruction Finance Corporation,
however, was informed of the usury after the loan was procured, in
a letter dated August 8, 1933, to F S Collander, acting manager,
Reconstruction Fmance Corporation, from Oscar L. Cox.

(U-15-41, 42, 43, 44)

If only as a matter of record, it is interesting to note that after
the ba,nlz7 closed, some of the stockholders gave considerable atten-
tion to J. R. Nutt’s participation in the sale of the steel company
stock when, on April 19, 1933, a firm of attorneys, Snyder, Thomsen,
Ford, Seagrave & Roudebush, of Cleveland, Ohio, requested that
Oscar L. Cox, conservator of the Union Trust Co , bring suit against
Joseph R. Nutt on behalf of Zella S. Olmstead and other owners of
a large number of shares in the Union Trust Co., basing the suit on
the understanding that J R Nutt received a sum of nearly $1,000,000
for his part in the sale of the stocks of the Corrigan, McKinney Steel
Co. an«f the McKinney Steel Holding Co.

(U-15-45)

The fact remains that the attorneys were not in possession of a
perfect understanding of the situation Several exhibits are offered
substantiating this, which were brought out when Mr. Cox investi-
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gated the facts. These exhibits also present the opinions of several
people regarding the Corrigan, McKinney transactions.
oncluding, it can be stated that the Corrigan, McKinney trans-
action was a profitable one for the Union Trust Co. This, no doubt,
was the foundation for the leniency in the credit extension to that com-
pany which later developed into the frozen liquidity which prevented
the depositors from a realization of approximately $7,000,000.
That J. R. Nutt did not relinquish lljlis commission of $130,000 as
a ‘:lgra,nd gesture’’ but only upon pressure or for fear of ‘“losing face.”
hat even under the protection of a repurchase agreement ‘Dear
Lamont” could not see his way clear to help ‘“Dear Joe” on the
Cleveland Cliffs Iron participation loan, it was that poorly secured.
And last, but not least, appeared the descension of the Union
Trust Co. Into usury, in an attempt to recover on their mistaken
judgment.
Warrer H. SEYMOUR,
Senior Examiner.
(U-13-1, p. 1)

Mr. SaPERsTEIN. Mr. Meehan, I hand you a report which I under-
stand was prega.red by members of the investigatin% staff of the
committee under your immediate supervision entitled ¢ Painter-
Bradley-Nutt Van Sweri.ngen Syndicate”. Will you please state
whether that was prepared by members of the investigating staff
under your immediate supervision?

Mr. MeesAN, It was.

Mr. SapeErsTEIN. Mr. Chairman, I offer the report in evidence,
together with exhibits referred to therein and which exhibits are now
at the Government Printing Office.

The CrairMaN. The report and exhibits will be received in evi-
dence and appropriately identified by the committee reporter.

(The report entitled  Painter-Bradley-Nutt Van Sweringen Syndi-
cate”, and exhibits referred to therein, which exhibits are now at the
Government, Printin%\I Office, were received in evidence, marked
“Committee Exhibit No. 17, May 4, 1934,” and are as follows:)

CommiTTEE ExHiBiT No. 17, May 4, 1934

PAINTER-BRADLEY-NUTT-VAN SWERINGEN SYNDICATE

An illustration of the long and close relationship which existed
between K. V. Painter, director and largest stockholder of the Union
Trust Co., and J. R. Nutt, chairman of the board, is corporate trust
no. 2975. There is nothing unusual or unethical about this trust.
We are simply reporting it to further illustrate this close relationship
which did exist, and had existed for a long time, between these certain
individuals who controlled the Union Trust Co.

On August 5, 1915, an agreement was entered into between O. P.
Van Sweringen, J. R. Nutt, K. V. Pamter, and C. L Bradley, to
purchase and develop certain residential property in Cleveland
Heights and on July 15, 1919, another similar agreement was entered
into between the following: O. P. Van Sweringen, Van Sweringen Co.,
and Citizens Savings & Trust Co. (now the Union Trust Co.).
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The Van Sweringens and their associates were desirous of develop-
ing and marketing the properties covered by the two agreements
mentioned above, and on April 14, 1920, the beneficiaries of the two
agreements conveyed their interests to a new sindicate, or trust,
consisting of the following: K. V. Painter, C. L. Bradley, F. E.
%/Iyers & Bros., Citizens Savings & Trust Co., trustee, Van Sweringen

0.

(U-3-4, 5)

This agreement of April 14, 1920, provided that the Van Sweringen
Co. Wouﬂ take the property over under an option at an aggregate
price of $1,000,000, with interest from January 1, 1920, at 6 percent
for the benefit of the beneficiaries. The Union Trust Co., as suc-
cessor by consolidation to the Citizens Savings & Trust Co., was
appointed trustee. Certificates of equitable ownership in the allot-
ment property were issued to the respective beneficiaries and the
distribution was directed by O. P. Van Sweringen and C. L. Bradley
as supervisors. Exhibit U-3-8 is a statement showing in detail how
much each of the beneficiaries received from the corporate trust for
the years 1924 to 1932, inclusive, summarized as follows:

(U-3-6, 8,1, 2, 8)

Name Percent | Amount

Van Swenngen Co 20 | $160, 600

C L Bradley } a0 | 150,800

Alva Bradley 18, 800
Estates department, the Umon Trust Co

J R _Nuit 20| 169,600

K V Painter 20 169, 600

Estate of F E Myers (J C Mpyers, admmstrator) 20 84, 800

P A Myers. 84, 800

Total. 848,000

Warter H. SEYMOUR,
Semor Examiner.

Mr SapersTEIN Mr Mechan, I show Lﬁ;)u a report entitled ‘“The
Union Trust Company—The United Milk Products Corporation ”
Will you please state whether that report was prepared by the mem-
bers of the investigating staff of this committee under your immediate
supervision?

Mr MEeesan. It was

Mr SapersTEIN. Mr Chairman, I wish to offer the report in
evidence, together with the exhibits referred to therein and which
exhibits are now at the Government Printing Office for the purpose
of facilitating printing.

The CrairmaN. The report and exhibits will be received and
appropriately identified by the committee reporter.

(A report entitled ‘“The Union Trust Company—The United
Milk Products Corporation,” and exhibits referred to therein, which
exhibits are now at the Government Printing Office, were received
in evidence, marked ‘“ Committee Exhibit No. 18, May 4, 1934,” and
are as follows:)
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ComuiTTEE ExHIBIT No. 18, MAY 4, 1934
(U-13-1,p 1)
Tae Unxitep MiLx Propucts CORPORATION

The United Milk Products Corporation was incorporated in the
State of Delaware in December 1925. Its organization represented
a consolidation of 11 companies operating between 40 and 50 plants
located in New York, Ohio, Indiana, Ilhnois, Michigan, Wisconsin,
and California. These plants were engaged in the production, con-
densation, and canning of milk, the principal and largest plant being
the Western Reserve éondensed Milk Co of Cleveland, Ohio.

The corporation had an authorized capital consisting of: 250,000
shares $100 par value preferred and 250,000 shares no par value
common.

All the common stock has been issued and there was originally
issued 134,044 shares of the preferred, making the original capitalza-

tion—
(U-13-1,p 1)
7 percent cumulative preferred stoek_ ... ________ $13, 404, 400
No par value common stoek shares) .. ________________________ 250, 000
(U-13-4)

Mr J R. Nutt and his wife were stockholders of the Western
Reserve Condensed Milk Co, one of the companies acquired at the
organization of the United Milk Products Corporation. Shortly
after the formation of the Umted Milk Products Corporation, J. R.
Nutt was given the opportunity of purchasing 25,000 shares of its

referred stock at par of $100 per share with 1 share of common stock

eing given as a bonus with each share of preferred purchased Mr,
Nutt took up some of the stock himself and interested certain of his
friends in this deal and sold some of the stock to them at the cost

rice to him. He then interested several of the employees of the
Eank in the stock; sold some to outside customers of the bank, and
sold the remainder to the individual trust estates of the bank.

In order to bring about these purchases the Union Trust Co. loaned
money to certain of the individuals and to the trust estates, taking
as security for the loans the stock of the United Milk Products Cor-
poration. Most of the loans were made in the amount of from 89 to
100 percent of the par value of the stock and practically all of the
loans were made on the approval of Nutt

Subsequently Mr Nutt, and probably most of his close friends,
disposed of the greater part of his holdings. However, no warning
was given to the small investor and he was caught ‘“holding the bag.”
The market on the stock dropped very badly. The Union Trust Co.
still has several loans unpa%f with the principal collateral being the
stock of United Milk Products.

(U-13-1 and 2)

The charge has been made time and again that J. R Nutt and his
associates organized this company for no other reason than their own
personal profit. No statements of the company were published, in
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spite of continued requests, until some 2 or 3 years after it was formed
and the stock had been sold. When it did issue statements the infor-
mation given was grossly misleading. The liquidator of the Union
Trust Co detailed a Walter G. Mitchell to make a study of the matter
and report on it. Mr. Mitchell completed his examination and sub-
mitted two reports, one dated September 27, 1933, and the other on
November 17, 1933 We have obtained copies of the narrative sec-
tions of both of these reports

Mr Mitchell summarizes his findings in his supplemental report as
follows*

(U-13-2, p. 1)

Placing the worst construction on all circumstances which have been indicated
by this investigation, 1t may be assumed that the entire deal was a scheme to
organize and float the United Milk Products Corporation for the personal benefit
and profit of J R Nutt and/or other persons connected with the bank

The first indication in the bank’s files of the existence of such a com-
Eany consists of a telegram in the credit department, dated Novem-

er 2, 1925, in answer to an inquiry from J. H Skinner, vice president,
Bank of Italy, San Francisco, the contents of the telegram being the
following:
(U-13-3)

Unable to get trace of comFany mentioned your night letter Can you furnish

address or names of principals

This telegram was followed by a confirmatory letter to Mr Skinner
signed by W. F Copeland, assistant vice president of the bank in
which he stated: (U-15-5)

This concern 18 unknown to all of those with whom we talked including the
leading milk companies, dairy supply houses, and brokers in the evaporated milk
business

In the short interval of only 1 month and 2 days Mr J R Nutt
was sufficiently familiar with this corporation to prepare what amounts
to a ‘““sales letter” for the stock to be distributed, and to have an
intimate knowledge of its financial condition to the de%ree that he
wrote Mr Kraus, then vice president of the bank, the following on
December 4,1925:

(U-13-6)

I have never seen a deal quate hike 1t .In my hfe  Most new corporations of this
kind want a lot of new money, but this company does not need nor want any,
and they have had apphcations for eight and a half times the amount of stock they
can prudently let out In fact any stock sold 1s that amount additional of new
cash 1n the treasury which 1s not needed

Mr Kraus in a letter to C. S Castle, president of the Standard
Trust & Savings Bank of Chicago, used Mr Nutt's letter almost
verbatim to inform Mr Castle that the available supply of the stock
was very limited and

(U-13-7)

If you are allotted any of this stock, 1t will be on account of personal friendship
of some one of the crowd. &
Whether or not Mr. Nutt’s statement concerning the applications
for eight and a half times the amount of stock available is true or
not is unknown.
176541—84—rT 18——18

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



8242 STOCK EXCHANGE PRACTIOES

There was no actual underwriting, nor were there any circulars or
advertisements issued in the distribution of the stock.

(U-13-24a)

On December 31, 1925, Mr. Nutt subscribed to the 25,000 shares
of preferred stock. The cash records of the United Milk Products
show that Nutt paid for these 25,000 shares on January 2, 1926.
Incidentally, Mr. Nutt’s $2,500,000 subscription was the first cash
receipt by the corporation according to its records. On January 18,
1926, the certificates for 25,000 shares of the preferred and 25,000
shares of common were delivered to C. W. Carlson, vice president of
the Union Trust Co. All of the close friends and business associates
of Nutt were included in the list of persons receiving the stock. How-
ever, in the name of Nutt there appears to be only the following:

(U-13-9)
R.H Nutto oo i eccccmcemcccccccacaan 500 shares of each
Mrs. Helen F. Nutboo oo oo eeee 50 shares of each

Approximately 8,000 shares were in the name of Carlson, however,

and, as will be shown later, he acted as nominee for a group.
Mr. Mitchell points out in his report that—

(U-18-1, p. 2)

It appears that a la.r%e gart of the opening capital of the Umited Milk Products
Corporation was furnished by the Union Trust Co through the estates trust and
collateral loan departments

(U-13-1,p 2)

As of December 31, 1932, pursuant to a reorganization agreement, the Umted
Milk Products Corporation was dissolved and the United Milk Products Co.
organized as a successor This resulted 1in an exchange of stock as follows

(U-13-1,p 2)
Umted Milk Products Corporation Exchanged for Umtedtolétkl.)lk Products Co (new
8
1 share (preferred) ..« e v o 8/10 share (preferred) and $3 cash.
1 share (common___ ... oo 1/6 share common).
(U-13-1, p. 2)

The preferred stock held as collateral to Union Trust loans has all been exchanged
for stock 1n the new co:l'i)oration with the exception of 100 shares held as security
toaloan to W.J. O’Neill.

(U-13-1,p 4)

Mr. Mitchell then lists the total amount of loans which were based
on the stock of United Milk during the first 6 months of 1926. These
loans total $2,163,206.74. Mr. Mitchell then states that:

(U-13-1, p. 4)

In the period from January 2 to June 30, 1926, covered by schedule I, numerous
loans appear 1n which an apparent excessive amount wasloaned  Certain borrow-
ers depasited a small amount of other collateral, but the following tabulation is
submitted covering loans on which 80 to 100 percent of par value was allowed,
solely upon Umited Milk preferred stock as collateral (in each case ¢par value’’
refers to the preferred stock, with an equivalent number of common shares which
were given as a bonus) ;
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(U-13-1, pp. 4, 5)

Percent-
Amounf of

Borrower Approved by— age of

loan  |oar” value

Matilda B Dowlng. $856 00 8534
‘C N Osborne 20,000 00 100
Ralph H Sharpe. 4, 500 00 90
John R Killits 9,000 00 90
EN Wasley.-. 4, 500 00 90
Leshe O Carr, Jr. 4,000 00 80
Robert A WeppnerandJ E Weil 9, 000 00 90
E R Fancher. 9,000 00 90
L H Stofer. o] 4,400 00 88
C B _Anderson 4, 500 00 90
Sam W _Emerson. . do-. 200, 000 00 80
Maude H_Bruce. do.. 8, 500 00 85
n 8 Miller. JRN_ .. 90, 000 00 85
‘0 L Bartshe C WO 25,000 00 100
C L Ayerst JRN 125, 000 00 +-92
QGrace D and Chas K Arter. Ow¢?Ge 25,000 00 100
"Matilda B Dowlng. WMB 850 56 85
Hurst. oOwWC 5,000 00 100
A M Kelly. do 5,000 00 100
R T Taylor do 5,000 00 100
£ T Nixton do. 5,000 00 100
W L Fox do 5,000 00 100
H M Jones do 5,000 00 100

(U-18-1, p. 6)

1 Attention 18 mvited to theloan to O L Ayers, above noted, in the sum of $215,000, made March 8, 1926,
approved by J R Nutt, secured by 1,350 shares preferred and 1,000 shares common stock of Unmited

On this loan the bank suffered a large loss, having charged off $102,000 to reserve for losses, as follows Nov 8,

30, $25,000, Dec 30, 1930, $10,000, Dec 30, 1931, $67,000, total $102,000

(U-13-1, p. 6)

In addition to the loans above noted at over 80 percent of par value,
there were also $590,000 of loans secured by United Milk Products
at 100 percent of its par value. These loans carried the endorsement
of Mr. C L Bartshe, president of the corporation. Mr. Crawford
and Mr. Nutt were the bank officials who approved these loans.

From the above it can readily be seen that while individuals were
the nominal purchasers of this stock, the acquisition was made
possible by the Union Trust Co ; and by the pursuance of a lenient
credit Plgxl-lLfy’ the depositors’ money being risked

The st Co. officials were very “bullish” concerning the future
of the corporation, but in their rephes to requests for factual informa-
tion the statement is frequently made:

(U-13-12)

No statements of the company are available, but some of our officers have seen
the company’s statement, which we understand shows an excellent financial
condition, the company having large cash balances, with no debt.

(U-13-14)

Mr. Nutt prepared a memorandum dated May 6, 1926, from which
it appears most of the answers to imnquiries were written. This memo-
randum has a notation on the bottom addressed to Mr. Tonks, vice
president, as follows. ““The above to be used by your department
with discretion.”

The first financial statements available to the public were those as
of December 31, 1928, some 3 years after the formation of the cor-
poration. During this period, investors and those extending credit
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to the corporation were forced to accept information furnished by the
bank’s officials. Below are some excerpts of letters which are rep-
resentative of the information disseminated by the Union Trust Co.

(U-13-10)

As yet the company has 1ssued no financial statements, although we are told
that one 18 to be 1ssued some time soon. We understand the company 15 1n a
good financial position, with around $6,000,000 of cash and practically no debts

(U-13-11)
Letter dated April 9, 1926, Mr. Tonks to Mr. W. K. Adams

The company 1s 1n strong cash position, and we hold the management of the
company 1n very high regard, and feel that the people associated with 1t represent
the best experience 1n the milk business 1n this country.

(U-18-13)

Letter dated January 27, 1928, Mr. J. P. Harris to D. B. A Richard-
son.

Your inquiry 1n regard to United Milk Produets Corporation has been handed
to me 1 view of my knowledge of that situation, I am very sorry to report,
however, that I cannot send you a financial statement of this company, although
the company’s operations are known to us rather intimately As yet, the com-
pany has not seen fit to 1ssue any statements of any sort, but 1t 18 not at all 1m-
possible that in the not distant future they will decide that the time has arrived
when the complete statement may be given out to all stockholders In general,
however, I may say that the company 1s very highly regarded by us here, that we
have the highest respect for the quality of the mana%ement, which to our minds
18 one of the best 1n the industry 1n America, and that we know the company
to be doing very well As you probably know, they do not owe a dollar to anﬂ
one, and are 1n the habit of discounting all bills They are 1n a very strong cas!
posttion, while their eurrent position generally 18 exceptional

An effort by the liquidator to determine under what circumstances
the borrowers from the collateral-loan department were mduced
to purchase the stock, brought to light the following:

(U-13-1, p 17)

In connection with the latter point, an interview was had with Mr Charles L.
Bethel, formerly assistant treasurer, in charge of the Detroit-Cook office, and
now employed 1n the main office Mr Bethel, together wath his wife, Ida M,
appears as a borrower 1n the collateral-loan department, his loan still being open
as of July 15, 1933, with 56 shares of Umted Milk Products preferred and 3%
shares common (formerly 70 and 20 shares, respectively, of the old company) as
part collateral Asked as to the circumstances under which he was induced to
purchase this stock, Mr Bethel stated that he was on the list of those invited to
subseribe for the original 1ssue of stock, receiving 20 ghares of the preferred with
a bonus of 20 common This was financed by Mr Bethel’s payment of $500,
and a bank loan of $1,500, dated February 1, 1926

(U-13-1, p. 17)

About a year later, Mr Bethel states he had sold his residence and having some
cash available from the proceeds, Mr Nutt advised his wife, Ida M. Bethel, to
purchase an additional 50 shares Umted Milk preferred, stating at the time that
he would personally guarantee that she would never suffer a loss through this
purchase Acting upon this advice, Mrs Bethel purchased the stock recom-
mended Needless to say, Mr Nutt’s guaranty was never made good.
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Other pertinent information concerning the collateral loans is
obtained from the liquidator’s confidential report, as follows*

(U-13-1, p. 11)

In an attempt to secure additional information not revealed in the bank’s
records, a discreet interview was had with Mr Brown, resident partner of Horn-
blower & Weeks, who was known to have had some knowledge of the affairs of
the company, this information having come to hght at the time the J. P Harns
account was analyzed Mr Brown stated that shortly after the organization of
the Umted Milk Products Corporation, he noted that the stock was drfting n as
collateral to Hornblower & Week’s accounts He was highly opposed to this as
collateral and ordered 1t cleared from all accounts as rapidly as possible

His objection to this security was based upon the following.
(U-13-1, p. 11)

1. In his opinion the company was grossly overcapitalized and the set-up
would not have been accepted or approved by s

2 No figures as to earnings were obtamnable from the company’s officers

3. Future earmings were very speculative

The Union Trust Co , through its estates trust department was also
qhuite active in the distribution of these shares, for in the period from
the corporation’s organization to the end of 1932, a total of 18,902
?hﬁ.res of preferred stock were placed in individual trust estates as
ollows:

Shares Shares
January 1926_ . _ .. _..._.__. 3,990 | November 1926 ____.___.__... 430
February 1926______________ 2,640 | December 1926._____________ 50
March 1926 . ... _._. 140 | Year 1927. - 2, 948
April 1926 __ ... 654 | Year 1928 _ _ . ___.... 2, 340
ay 1926 _ _ ... ____.______ 431 | Year 1929_ . __ . ___._.. 3, 062
June 1926 . oo 422 | Year 1930 - oo 250
July 1926 .o 446 | Year 1931 _ ... 6819
August 1926. __ __ . _____._ 1756 | Year 1932_ . o .. 305
September 1926__ . ________________
October 1926. . oo Total o e 18, 902
And as Mitchell has pointed out in his report:
(U-13-1,p 7)

At May 5, 1933, the following Breferred stock, representing shares 1n the
reorganized company, was still 1n the estates trust department Shares 10,094;
carrying value, $782,487 11; market value May 5, 1933, $181,692

Of this total, 1,760 shares belonged to the Nutt family trusts, leaving a balance
of 8,334 shares 1n the names of holders outside that family

Bank officials interested: Of the officers and directors of the bank
who appear as rincipals in the transactions undeq review are thp
following: J. R. Nutt, president;' C. W. Carlson, assistant vice presi-
dent; ! Otto Miller, director ! ) .

Mr Nutt originally subscribed to 25,000 units consisting of 1 share
preferred and 1 common at $100 per unit, and records of the corpora-
tion show a receipt of $2,500,000 in cash. These shares were then
sold by Mr Nutt to officers and employees of the bank, ‘“‘insiders”,
business associates, and the estates trust department of the bank.
Apparently, Mr. Nutt derived no profit from these transactions.

(U-~13-15a, 16b, 16¢)

From Mr Nutt’s personal ledger we found that the total invest-
ment made by Mr Nutt personally was $204,000 in United Milk
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Products stock, which he disposed of at various times during the 2
years following its acquisition, at an indicated profit of $23,679 60.
All of this profit was earned early in 1928 through the sale of 520
shares of common stock, the preferred having previously been sold
out at the cost price. Although the above is the only prefit Mr.
Nutt’s books show, we learn from his 1928 income tax return that he
reported a total profit from the sale of United Milk stock in that
year of $85,613 80.
(U-13-1,p 14)

Mr C W. Carlson, vice president of the bank, had in his name at
one time in 1926, 12,972 shares of preferred and 10,190 shares of
common of United Milk stock Mr Carlson, upon receipt of the
dividends on the preferred stock, usually purchased official checks
from the bank and disbursed these dividends to the actual ewners of
the stock Apparently, he was acting only as a nominee for others,
amongst whom Mr Nutt appears to be the owner of some shares.
From the distribution of dividends, it appears that Mr Carlson had
in his name 3,020 shares from which Mr Nuftt derived the income, so
it follows that he (Nutt) was the actual owner

Market price of stock.—The market prices of the stock of United
Milk Products Corporation showed wide fluctuations, particularly
in the common, as evidenced by the following tabulation obtained
from Standard Corporation records-

(U-13-21)
Preferred Common Preferred Common
Year Year
High | Low | High Low High | Low | High | Low
1027 o e 04 86 80 86 1930 65 “ 6 8¢
1028, .« et )| 76 42% 14 1931 37 16 274 3%
1929, e 80 50 21 214 | 1932, 12 10 1 15

Figures for 1926, the first year of the company’s existence, are not
available from public sources. Howover, from the liquidator’s con-
fidential file we obtained the following:

(U-13-1, p. 16)

Sales were made 1n January 1926 at prices ranging from 110 to 115

Other information pertaining to the market values of this stock
from the liquidator’s file is presented herewith:

(U-13-1, p 16)

‘With reference to market prices for Umted Mill stock, another set of circum-
stances 18 noted, which may ‘fosmbl%be of interest 1n eonnection with the hold-
mgs of the bank’s officers ne H Collin, connected with the brokerage firm
of Collin, Norton & Co of Toledo, Oluo, was a trustee for the stockholders of
the National Dairy Co, with a plant at Morenci, Mich, one of the properties
acquired by United Milk at organization The consideration therefor was 10,000
shares each of preferred and common stock of the Umted Milk Co, which was
duly 1ssued to Collin and his cotrustees, of which 7,000 shares of each class of
stock were at once transferred to Campbell, Starring & Co., a New York broker-
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In addition to the stock above issued, Collin was given an option to purchase
an addrtional 20,000 shares of common stock at prices ranging from $45 to $90
per share. This he exercised to the extent of 9,000 shares, paying therefor
$485,000 1n cash

(U-13-1, p 16)

An immediate market was created for United Milk common stock, resulting
in a price range from 110 to 115 during the month of January 1926 at the same
time the preferred was being offered at 91 The officers of the company disclaim
any responsibility for the high price for the common, stating that they were not
interested in the market and did not profit thereby They do state, however,
that they believe Collin was responsible for creating this market in order to dis-
Fose of his common holdings at a profit This 1s based partly upon the fact that
etters have come to their attention dated about the time of orgamzation, cir-
culating various rumors calculated to enhance the value of the common stock,
and also the fact that Collin at that time was attempting to sell umits of 1 share
preferred and 1 common at $150, 1n the face of the company’s subseription price
of $100 for the same umt.

Financial position of compaﬂ.—We shall quote Mr. Mitchell’s
comments regarding the financial history of the company, in full:

(U-13-1, p. 9B)

Fanancial posshron of company —As previously stated, the company furmished
no statements and did not make public any record of 1ts earnings prior to those
for the year 1928 Durning this year the files of the credit department seem to
indicate that stockholders were becoming uneasy as to the affairs of the company
probably due 1n large part to the low market price of the stock, resulting in numer-
ous letters of inquiry to the bank. Rephes thereto, usually by Mr J P. Harrs,
stated that the bank was using pressure to secure the 1ssuances of publhe state-
ments Whatever the cause, a statement, certified by Messrs Arthur Young &
Co., was 1ssued for the year ending December 31, 1928.

(U-13-1, p 9B)

The credit files contain an analysis of the company’s operations for the years
1926, 1927, and 1928 The source of the figures for the first 2 years 18 not indi-
cated and they may not be relhable, but are set forth below, together with the
certified figures for the following years

(U-13-1, p. 9B)

Net operating
Net operating

Year Meome or loss Dividends paid| cre%ts mge

1026 $1, 285, 543 55 204 00 $360, 339 55
1027 653, 626 04 718,744 25 265,118 21
1928 604,402 84 1,855 00 32,837 84
1929 528, 554 98 521,095 75 5,450 23
1030.. ., 1134,733 15 510,170 50 2 644,903 65
1931 1107,336 68 2107, 336 68
1932_ 57,328 45 57,328 46
Total 2,885,476 03 | 3, 246,869 50 361,393 47

! Loss 1 Charge

In addition to the above operating income, the company created a ‘‘profit”
through the repurchase of 1ts preferred stock at a discount, and obtained certain
other nonoperating income set forth below

2 e e ———————————————————— $439, 336 00
1928, T 148, add 12
1929 . e m——m——————— 63, 278 00
1930 e eccremeccmm———————————— 173, 128 58
1931 e ecremm— e ————————— 24, 835 00
Digitized for FRRGRER==== === === === = e e oo $849, 021 70
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(U-13-1, p. 10)

Profit on sale of plants, sale of Liberty bonds, setting
up cash surrender value of life-isurance policies
and other nonoperating income

1927 e $84, 743. 96
1928 TIIIIIIITII T 8,029 18
1929 .
1980 TITITIIIIIIIIIIIIIIIIIIIE 33,122 07
1931 T
1932
T 145, 895. 21
994, 916 91

An analysis of surplus for the above period indicates the following
¢Profit” on repurchase of—

Company’s preferred stock . oo coo oo ___.__ $849, 021. 70
Other nonoperating 1ncome._ . __ ___ oo _e_o__. 145, 895 21
994, 916 91

(U-13-1, p. 10)
Less (excess of dividends paid over operating Income) ... 361, 393 47
Surplus, Dec 31, 1932 _______ e 633, 523 44

It thus appears that a large part of the dividends paid were derived from the
<iscount on stock repurehased——m reality & return of capital

With reference to the company’s balance sheet, a certain 1tem deserves con-
sideration 1n relation to the transactions with the bank. To llustrate this point,
the balance sheet at December 31, 1932, 1s set forth 1n brief form below

(U-13-1, p 11)

Assets
Current. .o oo $1, 996, 993. 20
MUK SUPPLY e e e mccc—cm—cm—em 4, 364, 662. 08
Deferred. oo e 79, 275. 70
Permanent, less reserves_ . - o eeoas 1, 929, 996. 88
Brands and trade marks. . .o ... 10. 00
Total assets .o oo e ———em 8, 370, 937. 86
Liabihities
Current_ . e cecemm——eea 259, 446. 05
Capital stock (preferred) outstanding.._.________________ 8, 940, 500. 00
Capital surplus, represented by 209, 394 shares no-par com-
mon stoek outstandwng.___ L __._._ 537, 468 37
Earned surplus_ . _ . _________ o ________ 633, 523 44
Total habihttes. _ . _ . ____.__. 8, 370, 937. 86

It will be noted that a.mon the above assets of the corporation is an
item of ‘“‘milk supply” in the amount of over $4,000,000. We are
convinced that anyone, accou.nta.nt or not, studymg the balance sheet
‘of the company would be led to believe that this particularitem, carried
<on the statement of a corporation engaged in the canned milk busmess,
was one of inventory Actually this 1tem is nothing but—goodwill.
However, no mdication of this fact is disclosed I\'%tchell made an
analysis of this account from the books of the United Milk Products
Corporation and in his report states:
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(U-13-1, p 18, 19)

* % * {the account represents only the difference between the consideration
paid for the various companies acquired at orgamszation and the apprased
value of their respective physical assets The greater portion of the account 1s
concerned with the Western Reserve properties due primanly to the exchange
of shares on a 2% for 1 basis A brief summary of the account follows*

Set up 1n connection with valuation of assets of—

(U-13-1, p 19)
Western Reserve Condensed Milk Co, Jan 1, 1926 ... ... $2, 098, 436. 01
National Dairy Co, Feb 26, 1926_ _ . . ... 300, 000. 00
All plants, Dec 31,1926_______________________________ 1, 716, 401. 07
4, 114, 837. 08
Less (value of milk supply apphicable to Standish plant sold
during 1927) . - _ e —— 175 00
4, 114, 662, 08
Milk supply account set up on books of subsidiary, Unmted
Mk Products Corporation of Calforma, representing
difference between value of physical properties and eash
paid Libby, McNeil & Libby for Loleta plant_._________ 250, 000 00
Milk supply aceount per consohdated balance sheet, Dee. .
31,1932 e 4, 364, 662 08

In connection with the above valuations, Mr P L Haymes, of the company,
advises that as a general rule, appraisals of physical assets were placed at as low
a figure as possible in order to reduce the burdens of local taxes upon their
numerous plants This would naturally result in a correspondingly higher
figure for intangibles.

(U-13-18, 17a, 19)

J. RB. Nutt loan —On June 2, 1926, Mr. Nutt borrowed $500,000
from the United Milk Products Corporation. He had also borrowed
on April 15, 1926, the sum of $25,000 from the same source We do
not know what use was made of the $25,000 but we do know that
Nutt used the $500,000 he borrowed on June 2 to purchase Southern
Baking Co., 5,000 shares 8 percent preferred stock; 1,250 shares
no-par common stock.

(U-13-20a)

On the same day Mr. Nutt sold one fifth of this purchase, or 1,000
shares preferred and 250 shares common to C. L. Ba,rtshe, president
of United Milk Products Corporation, at cost, or $100,000 During
the year 1927 Mr. Nutt disposed of the remainder of this stock at
a loss of $8,636.20.

Corporation management.—Concerning the character of the manage-
ment, which the Union Trust Co officials thought was of the highest
type, no concrete evidence is at hand which would permit a definite
opinion,

However, the filing of suits charging fraud on the part of the
management of United Milk Products Corporation creates, at least,
a doubt in one’s mind of the integrity and character of its officials.

Certain of the officers, principally C. L. Bartshe, chairman, and
P. L. Haymes, vice president, have been sued at various times by
stockholders because of their acts, A stockholders’ protective com-
mittee was formed and made an investigation of the corporations”
affairs, after which the committee wrote
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(U-13-22, 23)

As a result of the investigation of the accountants thus made available, 1t is
disclosed that the corporation received no money or property for all of 1ts 250,000
shares of common stock, although at the time when the stock was issued the
shares were selling and were purchased by many stockholders in the open market
in New York at prices in excess of $100 per share. It appears quite clear that
certain persons then in control of the corporation profited improperly at the
expense of the corporation and 1ts stockholders.

A suit was discharged in court because the statute of limitations
prevented any redress.

The following is an excerpt from the Cleveland News of September
22, 1932:

An injunetion swit seeking to block the officers and directors of the United Milk
Products Corporation from ecarrying out a proposed reorganzation plan was filed
in common pleas court late today by F W. Lovell, of 2945 Eaton Road, Shaker
Heights Lovell, who says he owns 100 shares of preferred stock, charged that
the proposed reorganization would be detrimental to the preferred stockholders
and beneficial to the owners of common stock He declared the officers and
directors own 51,890 shares of common stock and 1,425 preferred

The disposition of this suit is described in an item in the Cleveland
Plain Dealer of February 24, 1934, which in part is as follows:

Five directors and officers of the United Milk Products Corporation yesterday
were held to have committed fraud against preferred stockholders of the company
in having proposed and obtained a reorganmzation with a view to enriching the
value of the company’s scommon stock

Federal Judge Samuel H West handed down an opinion holding that each
petitioning holder of the company’s preferred stock was entitled to $49.66 in
-damages for each share held.

The judgment involved 925 shares, or about $46,000 plus interest from January
1, 1933. 1t was awarded a%‘amst G E Bartshe, president; C P Lindhal, secre-
tmg; W L Fogx, treasurer; Philip L Haymes, former director and vice president;
and James L. Harris, director and vice president, all of whom were found to have
participated 1n the fraud, and Sam Emerson, director, and W. A. Bartshe
vice president, who, the court held, were responsible because of their breach of
trust as directors.

Any management that is required to spend the amount of time and
money necessary to defend itself against the charges above described,
cannot be above suspicion, and it would seem that a properly con-
ducted business would not be compelled to defend its actions to the
extent that this company has experienced. .

The company went through reorganization in 1932, which probably
was due partially to the economic crisis, but basically the result of
the heavy burden of preferred dividends placed on its earning power.

WaLTerR H. SEYMOUR,
Senior Examiner.

Mr. SapersTEIN. Mr, Meehan, the next report on my list, No. 19,
Loans from the R.F.C. Will you tell the committee about that?

Mr. MeEHAN, The report in regard to loans from the Reconstruc-
tion Finance Corporation was sent to the Government Printing Office
to facilitate printing. There being only one copy of that report we
were unable to bring one here this morning. I ask, however, that that
report be considﬁ as offered in evidence at this time, the same as
was done in regard to the report entitled “‘Union Trust’s Directorate
in Other Concerns.
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Mr. SarersTEIN. Mr. Chairman, I should like to offer the report
referred to by Mr. Meehan, together with the exhibits which are also
in the possession of the Government Printing Office in order to facili-
tate printing.

The CaairMaN. The report and exhibits will be considered as in
evidence, and will be appropriately identified by the committee
reporter.

(The report entitled ¢ Reconstruction Finance Corporation Loans”,
together with the exhibits mentioned in said report, which exhibits
are now at the Government Printing Office, were received in evidence
?nﬁi ma.l)'ked “Committee Exhibit No. 19, May 4, 1934”’, and are as

ollows:

CommitTee Exaisir No. 19, Mavy 4, 1934

ReconsTrUcTION FINANCE CORPORATION LiOANS
(U-19-1a)

Shortly after the formation of the Reconstruction Finance Cor-
poration, and at a time when the Union Trust Co had borrowed ex-
tensively from the Federal Reserve Bank, New York City banks, and
National Credit Association No. 1, an application was filed on March
10, 1932, with the loan agency of Reconstruction Finance at Cleve-
land, Ohio, by the Union Trust Co. after bein% duly authorized by
the board of directors on March 8, 1932, for a loan not to exceed in
the aggregate $12,000,000 to mature in 6 months, or on September
10, 1932

The extent of the borrowings of the Union Trust Co. can be ap-
preciated if one refers to the comparative statement of condition as
of February 29, 1932, which reflects total borrowings of $31,587,000.

The files of the Union Trust Co are not complete concerning the
loans obtained from the Reconstruction Finance Corporation, so that
complete information pertaining to the collateral cffered for the loan

is not available
(U-19-2a, 3)

The application of March 10, 1932, in amount of $12,000,000 was
amended and redated April 15, 1932, and the amount increased to
$14,000,000. The latter application was approved on April 27, 1932,
and cash received amounting to $13,947,106 on April 29, 1932

For some reason not disclosed by the files, the application of April
15, 1932, offered as collateral for the loan of $14,000,000, $27,843,-
928 53 of real-estate mortgages No information is available as to
the location or type of property loaned upon, nor the status of the
individual loans The application of March 8, 1932, offered as
collateral, bonds and other secunties, secured and unsecured notes
and real-estate mortgages, the latter being the smallest item in amount
of the group This collateral totaled in value $19,233,188.01 Just
why the collateral was changed from nvestments and short-term
loans to real-estate mortgages 1s not readily determined, unless it
was that the better type of collateral could always be borrowed upon,
whereas the loans with real-estate mortgages as collateral would have
to be obtained from the Reconstruction Finance Corporation.
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(U-19-2a)

The purpose of the loan as stated in the application was ‘‘to pay
‘other bills payable’ which have been outstanding, for some time ’’

Examination of the loans payable ledger discloses that the following
payments were made on April 29, 1932, the day the cash actually
was received from the Reconstruction Finance Corporation:

Irving Trust Coo e oo —— $4, 156, 275
National City Bank. ... oo 38, 786, 000
Bankers Trust Co_ o e 650, 000
Chase National Bank __ . _ . o e 700, 000
First National Bank____ e 800, 000
Federal Reserve Bank . . oo 4, 000, 000

14, 092, 275

so that the proceeds of the loan were used to liquidate obligations
to other financial institutions

As of June 20, 1933, the balance owed the Reconstruction Finance
Corporation on this loan amounted to $11,253,19581 The files
indicate that this loan originally matured on October 15, 1932, and
was renewed to mature April 15, 1933 No further extension 1s
found in the files; however, some arrangement was undoubtedly
made for future payment.

(U-19-4a, 5)

In addition to the above loan, an application dated June 30, 1932,
in amount $1,500,000, was also filed The files of the Union Trust
Co show that this application was approved, and $1,475,297 21 in
cash was advanced on August 2, 1932

The purpose of this loan was also for ‘“paying loans payable”,
which at the date of the application amounted to $24.115,560 88,
including the loan of approximately $14,000,000 from the Reconstruc-
tion Finance Corporation, previously described.

The security for this loan is real-estate mortgages in amount $3,002,-
140.09 No detail was available to determine whether these mortgages
fvere on business or residential properties, nor the condition of the
oans

The original maturity date was December 30, 1932, which was
Eiztended to June 30, 1933 No further extension is found in the

es

(U~19-7-3)

The balance unpaid on this loan as of June 2, 1933, amounted to
$1,397,477 62
(U-19-6)

An application was also filed on July 16, 1932, for a loan of
$2,000,000 from the Reconstruction Finance Corporation. This was
approved and cash received, in amount $1,967,461 76, on August 12,
1932

The purpose of this loan also was ‘‘payimng bills payable.”

Collateral for this loan was $4,002,574 30 in real-estate mortgages,
but no detail is available to ascertamn what type of property was
involved nor the intrinsic value of the loans

The orginal maturity date of this loan was January 16, 1933, which

was renewed so as to mature July 17, 1933. No further extension is
Digitized for FRASER
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noted This, however, was undoubtedly obtained as the unpaid bal-
ance on June 2, 1933, was $1,831,565.43

The following is a recapitulation of the loans obtained from the
Reconstruction Finance Corporation during the year 1932 directly by
the Union Trust Co :

Amount eash ‘Value of June 1933
Loan no Date recerved collateral unpaid
W-114. Apr 15,1932 | $13, 047,106 00 | $27,843,928 53 | $11, 253, 195 81
W-504. June 30, 1932 1,476,297 21 3,002, 140 09 1,307,477 62
W-518. July 16,1932 1,067,461 76 4,002, 574 30 1,831, 565 43
Total... 17,391,864 07 | 34,848,642 92 | 14,482,238 86

(U-19-12, 13, 14, 15, 16)

Mr. Kraus, vice chairman of the bosrd of directors of the Union
‘Trust Co., was apparently quite influential in matters pertaining to
the Reconstruction Finance Corporation. His assistance was asked
in an effort to obtain loans for ‘‘patrons’ of the Union Trust Co.

Information concerning the effectiveness and results of his efforts
is not available.

WESTERN RESERVE MORTGAGE CO.

In February of 1933 the Cleveland banks comprising the Cleveland
Clearing House Association caused the formation of a corporation
known as ‘““the Western Reserve Mortgage Co.” This corporation
was incorporated in Ohio for the “purpose of handling and dealing
in and with mortgages, mortgage notes, and all forms of securities”’,
however, the true purpose of its formation appears to be to aid the
‘Cleveland banks in obtaining loans indirectly from the Reconstiruc-
tion Finance Corporation without the general public being informed.

The Western Reserve Mortgage Co. 1ssued a total of 32,336 shares
of stock, par value $100 per share, or a total capital of $3,233,600,
of which the Unmion Cleveland Corporation purchased 18,541 shares,
or an investment of $1,854,100 0 consummate this purchase the
Union Cleveland Corporation borrowed from the Union Trust Co.
$1,854,100, secured by the capital stock of the Western Reserve
Mortgage Co. The proceeds of this subscnption, to the extent of
$1,844,642.47, was invested by the Western Reserve Mortgage Co.
m mortgages purchased from the Union Trust Co. Following this,
the Western Reserve Mortgage Co. purchased from the Union Trust
$46,330,410.76 of real-estate loans In payment of these loans the
Western Reserve Mortgage Co gave its notes to the Union Trust
Co. for the same amount, which notes were secured by a pledge of
the mortgages so purchased.

The mortgage company then borrowed from the Reconstruction
Finance Corporation $21,162,626 and pledged mortgages so prchased
as collateral for the loan, the Union Trust Co waiving its lien on said
mortgages in favor of the Reconstruction Finance Corporation. The
proceeds of this loan were then applied by the Western Reserve Mort-
gage Cé). as a reduction of the respective notes given to the Union
Trust Co.
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From the above it can be seen that the real-estate loans with mort-
Fages as collateral had been replaced with an asset which was col-
ateraled with the same security, but subject now to the prior lien of
the Reconstruction Finance Corporation. The proceeds of the loan
were used to liquidate bills payable to the Federal Reserve bank and
other banks

These transactions were made just 3 days prior to the restricted
withdrawal status of the bank, which was in force beginning the morn-
ing of February 27, 1933 No substantial withdrawal of cash is
noticed during the period in which the loans were made, nor immedi-
ately following the receipt of the cash While this transaction im-
proved the financial condition of the bank, in that it reduced the: bilis
payable liability, no benefits are apparent which appear favorable to
the depositor

LOANS OBTAINED BY THE UNION TRUST CO. FROM NATIONAL CREDIT
ASSOCIATION NO 1

The National Credit Association No.1 was organized by the clearing-
house banks of Cleveland on November 2, 1931.

This association was one of a group organized by member banks
of the fourth Federal Reserve district for the purpose of borrowing
from the National Credit Corporation, a Delaware corporation, which
was a governmental-financed institution and the forerunner of the
Reconstruction Finance Corporation

(U-19-8)

The Union Trust Co. subscribed for $3,500,000 of gold notes of the
National Credit Corporation on December 17, 1931, of which $1,050,-
000 was paid in cash during January 1932. This was refunded to
the extent of 95 percent, or $997,500, leaving an investment of
$52,500 on the boolgs of the Union Trust Co.

(U-19-8)

On January 18, 1932, the bank borrowed from this association
$3,000,000 with collateral of certificate of participation in loan to the
Cleveland Cliffs Iron Co. in amount $3,387,500.

(U-19-10)

This association reported that all loans were paid in full as of
December 13, 1932
The Union Trust Co ’s loan was paid September 20, 1932
Wavrter H. SEYMOUR,
Sentor Examiner.

This report based upon preliminary report and complete investiga-

tion by Committee Examiner.
J. J. SINNoOTT.

Mr. SaPERSTEIN. Mr. Meehan, I show you a report entitled *The-
Union Cleveland Corporation”, and ask you whether or not that
report was prepared by the investigators on the staff of the com--
Digitized o, Toltte Runder your immediate supervision.
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Mr. MeEBAN. It was.

Mr. SarersTEIN. Mr, Chairman, I now wish to offer the report in
evidence, together with the exhibits referred to therein, which exhibits
were sent to the Government Printing Office in order to facilitate

printing,
TE:%HAIRMAN. The report and exhibits will be received in evi-
dence and appropriately igentjﬁed by the committee reporter,

(The report entitled ““The Union Cleveland Corporation”’, together
with the exhibits referred to therein, were received in evidence,
?iairked)“Committee Exhibit No. 20, May 4, 1934”’, and are as
ollows:

Commrrree Exmisir No. 20, Mavy 4, 1934
THE UNION-CLEVELAND CORPORATION

The Union-Cleveland Corporation, although not a bank subsid-
iary, was a component part of the Union Trust Co’s operations It
was created primarily ‘“for the organization and operation of a
securities and investment company’’, and to relieve the Union Trust
Co of some of its investments which it (the Union Trust Co ) could
not legally hold

It was incorporated in the State of Ohio on July 20, 1929, and
began operations with $2,285,000 in cash contributed by the stock-
holders of the Union Trust Co Its capital struciure consisted of
228,500 shares of common stock without par value allocated as
follows: $2,000,000 capital stock, $285,000 paid-in surplus

(U-16-1)

Its first transaction occurred on August 20, 1929, and consisted of
the purchase from the securities and mmvestment department of the
Union Trust Co of a group of secunties aggregating $407,202 51, the
list being composed principally of veal-estate mortgage bonds, rail-
road and industrial corporation bonds, and foreign government bonds,
with coupon yields of 4} percent to 7 percent

The functions of this corporation were:

. (a) Participating in the underwriting and distribution of security
issues.

() Purchases and sales of securities for the convenience of bank
customers.

(¢) Also commitments were made for securities to be held by the
corporation for investment and income

The first mentioned above was its chief function, and involved the
merchandising of first mortgage bonds to a large degree, and preferred
and common stocks to a somewhat slighter degree.

The corporation’s record of net earnings from its inception to Octo-
ber 31, 1933, is as follows:

(U-16-2, 3, 4, b)
Loss (4 months ended Dee 31,1929) . o - oo o $87, 477. 70
Profit (year ended Dec 31, 1930) _____ . ________________.____ 311, 687. 80
Loss (year ended Dee. 31, 1931) . o oo 25, 390 25
Loss (year ended Dee. 31, 1932) - _ oo ccccccccecnaea 168, 784. 99
Loss (year ended Oct 31, 1933) .- eoen 72, 241, 37
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(U-16-12)

The principal source of income during the years 1929, 1930, and
1931 was in the underwriting and wholesale distribution of securities;
however, losses were sustained from inventory depreciation resulting
from write-downs from book value to market value, and sales of securi-
ties at prices less than cost or ledger value. These losses have created
a deficit of $1,960,999 14 at October 31, 1933, which have completely
wiped out ‘“paid in surplus account” and impaired the capital of the
corporation to the extent that the stockholders’ equity in the corpora-
tion 1s, at October 31, 1933, only $35,793 90, with the likehhood that
further write-offs will be necessary.

(U-16-6)

During the years of its existence the Union-Cleveland Corporation
depended entirely upon the Umon Trust Co for its financing. This
was in the form of both unsecured and collateral loans which were
payable on demand and were at the rates of 5 and 6 percent per annum,
with the exception of one (no. 12985) made on May 1, 1930, in the
amount of $650,000, which was at 3 percent per annum, and was made
to faé:ﬂitate purchases of the capital stock of the Chagrin Falls Bank-
ing Co

he loans outstanding at October 31 in the years 1929, 1930, 1931,
and 1932 were as follows (these dates have been chosen because they
more clearly reflect the extent of the borrowing than the last day
of the year, as in 1929, and 1930, loans were liquidated for tax evasion
puiposes  (See special report )

(U-16-7, 8, 7-9, 10-11)

Oct 31, 1929 $2, 050, 000 00 None

Oct 31, 1030. None $3, 500, 000 00
Oct 31, 1931 2, 675,750 00 840, 000 00
Oct 31, 1932 2,395,023 48 893,426 64

On October 31, 1933, the corporation’s financial statements reflect
the debts to the Union Tiust Co as notes payable:

(U-16-12)
Seeured . - e ccccceees $3, 580, 767. 11
Unsecured - _ - o e 984, 361 36
7 4, 565, 128, 47

From the above figures it can readily be seen that the depositors’
funds of the Union Trust Co were used to finance the security
affilhate’s operations, and the loans now owed contributed to the
situation now existing.

(U-16-13)

Also, the superintendent of banks in his report of January 20, 1933,
(}uestlons the value of the collateral securing the notes, and 1s doubtful
if the securities posted as collateral would ever be sold at prices equiva~
lent to the extent upon which they have been borrowed. Some of the
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securities posted as collateral are in defult and the issuing corpora-
tions in receivership. Notable among those in this position are the
Construction Materials Co. and the Sensibar Transportation Corpora-
tion Also among securities owned and posted as collateral is the
capital of the Chagrin Falls Banking Co., now in the process of liqui-
dation, which is without value and has attached to it a double liabi‘iity
contingency

These loans were apparently granted almost automatically upon
application, and with little or no consideration give as to the ability
to repay or to the sufficiency of the collateral.

The amount borrowed from and owed to the Union Trust Co.
frequently exceeded the capital and surplus of the security affiliate
by more than 100 percent This arrangement can be severely con-
demned, especially if one considers that the funds of the depositors
were being loaned almost promiscuously to finance transactions of a
specualtive nature, wherein the benefits derived would inure to the
stockholders of the corporation, who were identical to those of the
bank, and with hittle or no risks assumed by those destined to profit
from the transactions. Certainly the corporation, were it not for its
affiliation with the bank, could not have (l;gtamed financing with such
ease as it enjoyed.

ACQUISITION OF CHAGRIN FALLS BANKING CO
(U-16-23)

On September 26, 1929, the Union-Cleveland Corporation began
acquiring the capital stock of the Chagrin Falls Banking Co at $650
per share, plus accrued dividends Since the files and records con-
cerning this deal are practically sans any evidence which would tend
to indicate the purpose of the acquisition, the greater portion of this
report 1s assumption

This much 18 certain: The Union-Cleveland Corporation was
merely an instrument through which the Union Trust Co could ac-
gulre control of the Chagrin Falls Bank without violation of the

tate law which prohibited a State bank from owning a similar

mstitution
(U-16-23, 24)

Though we were unable to locate any form of agreement concern-
ing the price of $650 per share, 1t is fairly certain that such an agree-
ment was made, as the Union-Cleveland Corporation not only paid
that price 1n September of 1929 but continued to do so until as late
as November 1931 some 2 years after the market ‘“crash”’ Cer-
tamnly that price would have never been mamntained unless the cor-
poration was obligated to fulfill a contract at that price

Among the larger stockholders of the Chagrin Falls Banking Co.,
prior to the purchase by the Union-Cleveland Corporation, were the

followmmg

Shares Sheres
Mary J Frazer_ oo ____ 170 | S P Harms. o oo ooeeeeeeee e 60
Austin H Chureh. ..o __.. 701 A C Brewster_._..__.____.___._. 50
M F Brewster.._ . __.___._.__ 60| John A Chureh._ . oo .. 50
John W Stoneman__.._._______._ 60

175541—34—pPT 18———19
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These individuals were apparently all local persons of the com-
munity in which the bank was located, and appear to have no con-
nection of any importance with the Union-Cleveland Corporation or
the Union Trust Co. However, the Chagrin Bank did use the Union
Trust Co as its principal depository, and during the years subsequent
to its purchase borrowed frequently from the Union Trust Co.

(U-16-23, 24)

The funds necessary for the acquisition of Chagrin Falls Banking
Co. were, as stated above, obtained by the Union-Cleveland Corpora-
tion from the Union Trust Co., and the fact that this $650,000 loan
was made at the rate of 3 percent per annum tends to prove that the
acquisition was at the suggestion of the Union Trust Co. At the
time of the purchase the Chagrin Falls Banking Co. was paying a
dividend at the rate of $18 per share per year. This amounted to a
return of 2 77 percent on the $650 per share investment of the Union-
Cleveland Corporation, and probably accounts for the interest rate
of the loan from the Union Trust Co (3 percent).

From conversation with Mr O C Morton, a former Union Trust
Co. employee, and at present a member of the liquidator’s staff, we
were led to believe that the purpose of the acquisition was the first
step of the creation of a State-wide banking chain, and at the time of
purchase agitation was prevalent to change the State laws so as to
permit State-wide branclrl) banking.

(U-16-256)

It is, however, interesting to note that in 1931, Mr. B. L. Jenks, a
Van Sweringen associate was indebted to the Chagrin Falls Banking
Co. to the extent of $269,914.83, which appears to be a large loan for
an institution of $100,000 capital. No information is available to
judge just how good this loan was or if it is existent today and con-
tributed to the faillure of the Chagrin Falls nstitution to obtamn a
hcense to reopen after the national bapking holiday. Whether or
not this is the only loan which Mr. B L. Jenks had at this bank is
also unknown.

(U-16-26)

The price of $650 per share seems to be exceedingly generous even
for the prosperous days of 1929. The indicated book value as ascer-
tained from the only financial statements available was $365 92 per
share as of September 23, 1929. The indicated earnings per share were
in 1928 and 1929 $60.09 and $69.50 respectively. The last figure 1s
an estimate based on the first 6 months’ earnings.

(U-16-26)

The deposits of the institution totaled $3,335,222.18 at the original
date of purchase, of this amount $1,200,000 are shown as ‘“‘pubhe
funds’’ which should be secured 100 percent by Government or surety
bonds However, the balance sheet as of September 23, 1929,
showed only $978,289.31 as total investments, which included corpora-
tion and foreign bonds in the amount of $492,704 24,
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(Minutes of meeting of executive commuttee, p 1138; Umon Trust Co,
U-16-27)

In December of 1932 the Union-Cleveland Corporation borrowed
$100,000 from the Union Trust and contributed it as additional
capital to the Chagrin Falls institution This was necessary as a
result of the write-downs on the book value of certain properties of
the banking company which the superintendent of banks ]Ela(f ordered.
To prevent this depletion of surplus being reflected on the books and
statements of the Chagrin Falls institution, this contribution was
made with the instruction that it should be shown on the books and
statements as surplus

(U-16-29, 30, 31)

Soon after the capital stock had been acquired by the Union-Cleve-
land Corporation, it sold five shares each at $650 per share to seven
gentlemen, chosen to be directors. These individuals borrowed
$3,250 each from the Chagrin Falls Banking Co to pay for their
directors’ qualifying shares. For some reason not disclosed by the
files, but probably due to criticism from the bank examiner, these
notes were sold to the Union-Cleveland Corporation on September
20, 1932, and are now carried as accounts receivable on that corpora-
tion’s books and statements. In conversation with Union-Cleveland
Corporation’s employees, information was obtained to the effect that
suits have been filed to force payment of the notes It is quite
obvious that these directors never intended to pay for these shares,
but were merely acting as agents for the bank in aiding it to comply
with the law pertaining to stockholders and directors Mr Allard
Smith, when billed for interest on his note on May 3, 1933, wrote
across the face of the invoice: ‘This is for Chagrin Falls Bank stock
and I do not owe any interest.” 'What he was endeavoring to convey,
evidently, was that he had no personal interest in that bank, conse-
quently, was not going to pay any interest on a loan which he directly
had little or nothmg to gain from by its creation Other evidence
that the directors were only figureheads is present in the option that
each director gave to the Union-Cleveland Corporation offering to
sell to the corporation at $650 per share at any time up to and in-
cluding 30 days after his resignation as director

The Chagrin Falls institution 18 now 1n the hands of the conserva-
tor, and information concerning its progress is not available In con-
clusion, this acquisition appears to have been handled verbally so
that it is impossible to report specifically as to its merits or demerits
as an investment financed by the Unmion Trust Co ’s depositors.

OTHER ACTIVITIES OF UNION-CLEVELAND CORPORATION
(U-16-18, 19)

The directors and officers of the Union-Cleveland Corporation were
either former officers or directors of the Union Trust Co., as a result
of which the policies of the corporation were dictated and prearranged
by the bank officials, and the officials of the Union-Cleveland Corpora-
tion acted in more or less of a perfunctory capacity. At least in one
instance the minutes of the directors’ meeting were drafted in advance
and ratified without discussion or comment
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Principal issues involving larﬁe sums in which the corporation was
the house of issue or took a substantial position in the flotation, are

as follows:
(U-16-14, 15, 16, 17)
'
Umon-

Cleveland

Date of 1ssue Name of 1ssue Totalissue| Corpora-
N tion par-

tieipation
Mar 15,1933 | Construction materials, 2 year 6 percent $1, 500, 000 $625, 000
Feb 1,1930 | Dow Chemical Co , 10-year 6 percent notes. . 3, 500, 000 , 400,
Mar 30,1931 ; Senstbar Transgortatmn Co 6-percent bonds. 1, 650, 000 660, 000
Jan  1,1930 §| Newton Steel Corporation, 2-year 6-percent notes..c.oocoeecen—_ 3, 000, 000 1, 200, 000

The corporation also participated in the flotation of numerous
other issues which were sponsored or originated by New York or
Chicago houses wherein its profits were relatively nominal. Among
the houses with which it joined in marketing securities were: J. P.
Morgan & Co., Kuhn-Loeb & Co, Halsey Stuart & Co., Harms,
Forbes & Co , Guaranty Co. of New York.

The Union-Cleveland Corporation also purchased in the open
market common stocks of some of the national and well-regarded
industrial corporations. Among the issues so traded were: American
Telephone & Telegraph, General Electric, United States Steel, New
York Central, Electric Auto Late.

A commtment of $500,000 was made in 1930 for this type of secur-
ties Mr Hayden, a director of both the bank and security affiliate,
criticized the practice of trading on the board and stated

(U-16—-20-¢)

% * * while 1t was 1nevitable that the corporation at times suffer inventory
losses 1n the course of merchandising and underwnting, he thought that the
shareholders of the Trust Co , who of course were 1dentical with the shareholders
of the corporation, would be unhappily affected if 1t appeared that the corporation
as a matter of customary policy were buying and seling on the board merely as
a chent of brokers It would be his inclination to advise against trading of this
sort as a part of the regular business of the corporation e would not say that
such operations should never be engaged in. In fact, in the immediate case, as
an example, he would find 1t difficult to oppose buying some of the sound shares
for which orders had been placed. Nevertheless he thought that all must recog-
nize the seriousness of the risk; that if there were a rule generally forbidding
trading on the board as a recognized policy, and exceptions to that rule were
allowed, 1t would not be too much to say that the rule would almost certainly be
drowned by the exceptions.

(U-16-20)

Mr. Baldwin, a director and officer of both companies, while opposed
to trading on the board as a customary policy, was of the opinion
that after considering the present investment and materal loss, 1t
would be advantageous to make this commitment m the hope of
obtaining a profit from the market appreciation m this hist of securi-
ties. The thought, as expressed by Mr Baldwin, was that at this
time, there was prevailing a low price level for sound stocks, and this
tdt;idjng would offer a solution to financial situations confronting the

irectors
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(U-16-20-¢)

To which Mr. Hayden remarked:

* * * {0 smaock a little of the quahty of the classic prayer of the sinner:
“0, Lord, let me sn just {his once more ”’

The funds necessary to finance this speculative venture were, of
course, obtained from the Union Trust Co., and the losses sustained
merely increased the total hability of the corporation to the bank,
while 1t became a frozen loan with insufficient collateral from the
standpoint of the depositor. It would seem that this practice, while
not continued (possibly due to the continued decline of the market)
can be severely criticized for its use of the bank’s funds for general
market transactions which more properly are the functions of a
professional trader

The Union-Cleveland corporation, while still in existence, is now
in the process of liquidation, and is primarily engaged in the disposal
of its security portfolio, the proceeds to be paidg on the loans at the
Union Trust Co. It appears to be a matter of conjecture whether or
not the corporation wﬂ]i ever be able to completely liquidate its loans
at the Trust Co. Some improvement in their financial condition has
been noticed, resulting from an enhancement of the value of their

investment inventory.
(U-16-21, 22)

On December 31, 1933, the book value of the securities inventory
amounted to $4,603,185 63, and the notes payable due the Union
Trust Co. as of that same date were $4,552,844.31. The Union-
Cleveland Corporation security inventory as of December 31, 1933,
includes a column captioned, ‘“Market value,” which adds to a total
of $3,806,169.71. This figure ($3,896,169.71), however, includes
$727,286 48 representing the cost of the stock of the Chagrin Falls

anking Co. which is of virtually no value, and also $1,854,100 of
Western Reserve Mortgage Co. stock of which the value is entirely
dependent on the mortgages now up as collateral for loans from the
Reconstruction Fina.ncea%orporation. In addition to these items,
$98,061.25 of Construction Materials Corporation’s 6 percent notes
due March 15, 1933, are carried at cost in the ‘‘Market value”
column. This latter company is in default as to principal and interest
as to this issue. Eliminating the above-mentioned items from con-
sideration and the ‘ Market value’’ figure, there remains $1,216,721.98
market value of securities as of December 31, 1933, which if sold at
the prices prevailing that day could be used to liquidate the loans for
which they are collateral

Wavter H. SEYMOUR,
Senior Examiner.

This report based upon preliminary report and complete investiga-
tion by committee examiner J. J. Sinnott.

Mr, SaPERSTEIN. Mr. Meehan, I show you a report entitled
*“Union Cleveland Corporation—Market Activities in Trust Company
Stock”, and ask you if that is a report prepared by the investigating
staff of the committee under your immediate supervision.

Mr. Megnan. It is.
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Mr. SapERsTEIN. Mr. Chairman, I wish to offer the report in
evidence, together with the exhibits referred to therein and which
exhibits have been sent to the Government Printing Office in order to
facilitate printing.

The CuarMaN, The report and exhibits will be received in evi-
dence and appropriately identified by the committee reporter.

(The report entitled “Union Cleveland Corporation—Market
Activities in Trust Company Stock”, together with the exhibits
referred to therein, were received in evidence and marked “Committee
Exhibit No. 21, May 4, 1934,” and are as follows:)

Coumuirres Exaisir No. 21, May 4, 1934

MAagrkET AcTiviTiEs IN TrusT CoMPANY STOCK

The Union-Cleveland Corporation, secunity affiliate of the Union
Trust Co , did not actively trade through any pool participation in
the stock of the bank From the time of its formation in August
1929 to December 1932 the Union-Cleveland Corporation purchased
and sold Union Trust Co. stock as follows:

1,416 shares purchased direct and sold to employees
1,363 shares purchased 1 the market and sold to employees

9,320 shares purchased and 3,590 shares sold in the market, leaving a
balance of 5,730 shares still owned.

(U-18-1a, 1b)

When the Union-Cleveland Corporation was formed in August
1929 it purchased direct from the Union Trust Co., 1,416 shares of
the Trust Co.’s stock at a par of $100 per share Between August
1929 and August 1931 this full block of 1,416 shares was sold to the
employees of the Union Trust Co. at the cost price of $100 per share.

(U-18-2, 4)

During 1931 the stock of the Union Trust Co. had dropped to
approximately $60 a share and the Union-Cleveland Corporation
purchased in the open market from May 20, 1931, to July 1, 1933,
1,363 shares which were sold to the employees of the Union Trust Co.
on the installment plan at $60 per share. In his letter to the em-
ployees, offering the stock, Mr. Allard Smth, executive vice presi-
dent, stated:

It 18 our wish that you continue to hold the stock as an investment and not
purchase with the 1dea of selling 1t again 1n the immediate future.

Practically all of the stock was taken up by the em{)loyees, as on
October 31, 1933, the balance sheet of the Union-Cleveland Corpora-
tion reflects only $475 06 as accounts receivable employees stocks
subscription

As stated above, in addition to the stock purchased and sold to
employees, the Union-Cleveland Corporation purchased from August
1929 (wath no purchases being reflected in 1931) through 1932, 9,320
shares and sold 3,590 shares. These purchases range in price from
$107 in August 1929 down to $75.50 in October 1930, and $27.26 a
share in June 1932. It is not known whether or not these purchases
were made in any effort to maintain the market of the stock, but it is
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felt they were not, as there were only 9,320 shares traded in out of a
total outstanding of 914,000 shares of Union Trust Co. stock.
Warter H SEYMOUR,
Sentor Examiner.

This report based upon preliminary report and complete investiga-
tion by Clt))m.l:mttee Examiner J J. Smnott

Mr SarErsTEIN Mr Meehan, the last report which we have to
offer today is one entitled ‘“‘Union Cleveland Corporation—Tax
Evasion ” Will you please state whether or not that report was pre-
pared by members of the investigating staff of the committee under
your immediate supervision?

Mr MEgEBAN It was

Mr SapersTEIN Mr Chairman, I now offer the report in evidence,
together with the exhibits referred to therein, which exhibits have been
sent to the Government Printing Office in order to facilitate printing.

The CuairMaN The report and exhibits will be recerved 1n evidence
and appropriately identified by the committee reporter

(The report entitled ‘“Union Cleveland Corporation—Tax Eva-
sion’’, together with the exhibits referred to therein, was received in
evidence, marked ‘‘Committee Exhibit No 22, May 4, 1934 ”’ and
are as follows')

ComumriTTEE ExHIBIT NoO. 22, MAY 4, 1934

Tax EvasioN
(U-14-1)

The Union-Cleveland Corporation was subject to a personal prop-
erty tax in the years 1930 and 1931. This tax was imposed under
sections 5369, 5404, 5404-1, 5405, 5406, 5387-1, of the general code
of Ohio. This tax was in effect only in these 2 years, 1930 and 1931,
a different form of taxation being substituted for the year 1932 Tax-
able under these sections were various classes of assets, such as Cash,
accounts receivable, merchandise inventories, and investments (bonds
and corporate stocks) The provision of the law provided that ac-
counts payable could be used to reduce accounts receivable, but in
no other way could habilities be used to reduce assets.

(U-14-2)

The Union-Cleveland Corporation, in accordance with the law, filed
its return for the year 1930 on February 27, 1930, and for the year1931,
on February 19, 1931. A tax of $27.69 was paid on the return for the
year 1930, but no tax was paid on the return for the year 1931 In
the year 1931 the tax law was revised, and there apparently was little
effort made to collect taxes due for that year in small amounts The
Union-Cleveland tax, if it had been paid upon the basis of its return,
would have been approximately $21 06.

(U-14-2a-3a)

The Umon-Cleveland Corporation was organized to take over the
security business of the Union Trust Co. The nature of its business
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required a substantial investment in securities. The return for the
year 1930 shows 1t owned securities in the amount of $2,198,769.80,
and that these securities were listed as preferred and common stocks
of corporations domesticated in the State of Ohio, $1,978,784.14, and
United States Government bonds and Treasury notes totaled $19,-
985.66. Similarly, in 1931, it owned $3,147,284.91, distributed as
E‘eferred and common stocks of Qhio corporations—$2,989,869, and

iberty bonds—$157,415 91 Under the provisions of the code of the
State of Ohio, referred to above, securities domesticated in the State
of Ohio, and United States securities were exempt from this personal
property tax. The corporation on the face of its return was, therefore,
practically exempt from tax on its personal property.

(U-14-16a, 16h; U-14-5, 6, 9, 10)

The above picture does not represent the true situation. In order
for the Union-Cleveland Corporation to place itself in the position
wherein it paid no tax or a very nominal tax, it was necessary to
arrange with the Union Trust Co to purchase from it on the last day
of the years involved, all of its taxable securities. This transaction
was brought about by the Umon-Cleveland Corporation’s billing the
Union Trust Co. on December 30, 1929, a varied assortment of stocks
and bonds of corporations domesticated without the State of Ohio, n
the amount of $1,762,118.82 and $236,762 93 These totals, decreased
%y a sale on the same date, made the total purchases by the Union

rust Co. of taxable securities in the amount of $1,997,972.37.

(U-14-7, 8)

This transaction relieved the Union-Cleveland Corporation of all its
taxable securities, and placed them in possession of the Union Trust
Co. The Union Trust Co. was not involved in any tax situation simi-
lar to the Union-Cleveland Corporation, hence this transaction
had no effect from the tax standpoint upon them. The delivery of a
check to the Union-Cleveland Corporation in payment of these securi-
ties would presumably place them in a position where they would have
cash on their balance sheet instead of securities  This 18 not the case,
however, because of the fact that the Union-Cleveland Corporation
was a large borrower of the Union Trust Co , and immediately upon
receipt of this check paid to the Union Trust Co. the amount of $1,600,-
000 on December 30, 1929, and $150,000 on December 31, 1929. It
will be seen that the above transaction reduced the asset of securities
and decreased loans payable as a liability The transaction in no
way affected profit and Yoss or net worth.

The Union Trust Co. reflected the transaction by increasing its
investments and decreasing its loans 1eceivable in the amounts stated
above. The transaction also carried no element of profit and loss to
the Union Trust Co. and in no way affected its net worth.

The Union-Cleveland Corporation on December 31, 1929, was,
therefore, in a position to file a balance sheet as part of its personal-
property tax return, showing that it owned no taxable securities and
was only taxable for the small amount of cash on hand at that time.
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(U-14-11)

The transaction having served its purpose, insofar as the tax
situation was concerned, the Union Trust Co on January 2, 1930 sold
back to the Union-Cleveland Corporation the same securities that it
bought on December 29 and December 31, 1929 A check of $1,997,-
972 37 was given to the Union Trust Co mn payment On this same
date the Union Trust Co loaned the Union-Cleveland Corporation
$1,900,000 After this transaction the Umion Trust Co and the
Union-Cleveland Corporation were in exactly the same position they
were prior to December 29, 1929  If this transaction had never been
carried out the Union-Cleveland Corporation would have been taxable
in addition to the cash shown to have been on hand December 31,
1929, on an amount of $1,997,972 37, which at the tax rate of $2 71%
a $100 would have amounted to $54,244 94. This transaction was
purely a measure to evade taxation

(U-14-13a, 13f, U-14-12, 14)

A similar transaction occurred at the end of 1930 On December
31, 1930, the Union-Cleveland Corporation billed the Union Trust
Co. securities consisting of bonds and stocks of corporations, in the
amount of $2,782,130 90, and was taken up on the books of the Union
Tiust Co at the same figure The check of the Union-Cleveland Cor-
poration was deposited by the Union Trust Co on December 31, 1930,
mn the amount of $2,782,130 90 The Union-Cleveland Corporation
on receipt of this cash paid the Union Trust Co as a reduction on its
loan account the amount of $2,720,600

Again this transaction relieved the Union-Cleveland Corporation
of its taxable securities and disposed of the cash received in payment
therefor, by a reduction in its loan, and placed its balance sheet in such
a position that the only taxable items appearing thereon were a small
amount of cash on hand at that time

(U-14-15)

January 2, 1931, the entire transaction was reversed; the Union-
Cleveland Corporation purchased from the Union Trust Co the same
securities and paid therefor an amount of $2,782,246 86. On this
same date the Union-Cleveland Corporation borrowed from the Union
Trust Co. in the amount of $2,740,000. Both the Unmon-Cleveland
Corporation and the Union Trust Co, after this transaction, were
placed in exactly the same position as they were prior to December 31,
1930.

If this transaction had not been consummated, the Union-Cleveland
Corporation would have been hable for taxes on an additional amount
of $2,782,130 90, which at the rate of tax in effect at that time would
have amounted to $76,786 82 m taxes This transaction was purely
a method to evade taxation

In addition to the tax features mentioned above, other features
present themselves in connection with this transaction which places
the Union Trust Co. in a position of buying not only illegal securities
but also of purchasing these securities from the Union-Cleveland Cor-
poration at a value i excess of the current market value at the time
of the purchase.
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The “Section 710-111-Investments’, which is a part of the laws
of the State of Ohio relating to banks and trust companies, does not
permit a bank to purchase stocks of corporations. The section of the
laws stated above does not specifically state that stocks cannot be
purc}l;ased, but it does state the class of securities that the bank can
purchase,

It will be noted from the invoices furnished the bank by the Union-
Cleveland Corporation that there are substantial amounts of stocks
of corporations appearing on this list.

To show that the bank paid the Union-Cleveland Corporation more
than the market value of the securities on the date of purchase, the
following tabulation is submitted*

price por
share from Market price
e JomonCleve p2%6, fome
poration !
American Cyanamud. . 1,815 $30 00 {gol%? = g;g
Baltimore & Ohio R R. 500 125 25 {LOW {-%2 (3)55
Chesapeake & Oho R R__ 1,000 214 175 IH;;%:'J %8 (7)3
Electric Storage Battery. 1,000 81 045 Lov;lrl g 028
Lehman Corporation. 500 104 00 R%‘]} .g %
Manhattan Deaiborn. 2,000 51 00 {%ﬁ] tg; %
New York Central R R... 1,000 186 851 %g’lé': %2‘75 zg
Penroad Corporation 6, 000 16 50 Fliet .ig 835

1 These prices imncluded i Umon-Oleveland Oorporation’s invoice dated Dec 30, 1929 versus the Union
Trust Co , amount $1,005,241 32

2 These prices obtained from Commercial and Financial Chromicle, vol 130, pt 1 Those marked with
an asterisk are the weekly range for the week Dec 28, 1929, to Jan 3, 1930 Those unmarked are prices as
of that day, Dec 30, 1929

While the Union Trust Co apparently received no benefits from
this transaction and acted its part only to save taxes for the Union-
Cleveland Corporation, 1t did indirectly receive a benefit in the nature
of securing a better class of asset at December 31 of each year in ques-
tion, than the asset which it would have had, provided the transaction
never had occurred. Otherwise, 1ts advances to an affiliated company
in the nature of loans was changed to an asset of investments of high-
grade securities.

This would come under the classification of ‘“window dressing.”
Whether it was intended as such by the Union Trust Co. has not
been established, but there is no question but what it materially
assisted in building up a more presentable balance sheet at the end of
the years 1929 and 1930

Waurer H SeYMOUR,
Senwor Examiner.

This report based upon preliminary report and complete investi-
gation by Committee Examiner Frank H. Ensign.
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Mr. SarersTEIN. Mr. Chairman, I believe that is all that we have
to offer this morning.

The CaairMaN. And I believe that concludes the Cleveland investi-
gation. Are there any questions?

Senator Apams. Ihaveno questions,

The CuairMAN. Is there anything further this morning, Mr.
Sapersten?

r. SAPERSTEIN. Nothing further, Mr, Chairman That con-
cludes the presentation of data with regard to the Cleveland bank
situation.

The CrairmMaN. Very well. That is all, Mr. Meehan. The sub-
committee will stand adjourned subject to the call of the chairman

(Thereupon, at 10:50 a.m., Friday, May 4, 1934, the subcommittee
adjourned subject to the call of the chairman.)
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