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ANNUAL REPORT OF

THE PENNSYLVANIA COMPANY
for Banking and Trusts

FOR THE FISCAL YEAR ENDED
NOVEMBER 30, 1948

To THE STOCKHOLDERS:

Your management submits the 136th annual report of your company.
On page 6, you will find the November 30th Balance Sheet; on page 7,
a schedule of Income and Expenses; and on page 8, a statement of the
Undivided Profits Account and the Reserve Accounts. An examination

of these hgures will make more clear many of the comments in the text of

this report.
EARNINGS
* 1948 1947 INCREASE
Gross Earnings ............. $13,880,569.  $11,432,162.  17.049
Gross Expenses
(including taxes) ........ 9,889,066. 8,873,893. 11.44
$ 3,491,503. $ 2,558,269. 36.489,
Dividends (paid and accrued) 1,760,000. 1,706,666. 3.12
Balance of Earnings ........ $ 1,731,508, § 851,603. 103.329,

The above operating earnings show a gratifying increase over the pre-
vious year. The improvement represents a higher volume of loans at
somewhat better interest rates, a sharp increase in the Time Sales Divi-
sion earnings, and relief from the expense incurred last year in the merg-

ing of the business of Germantown Trust Company and Kensington
National Bank with our own systems and records.

RESERVES
In the Undivided Profits statement on page 8, you will note an item

of $1,000,000. reserved for Bad Debts. This reserve has been set up in
accordance with a ruling of the Commissioner of Internal Revenue of
the Treasury Department issued on December 9, 1947. In brief, this rul-
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ing permits chartered banks to set up as a “Reserve for Bad Debts”
for future losses—a maximum sum equivalent to three times their aver-
age annual loan loss experience over the last twenty years of their
operations. The reserve representing three times this average loss figure
may be set up over any number of years, but not less than three. Each
amount so set up affords a 389, tax savings at current corporate income
tax rates.

Against this Reserve for Bad Debts must be charged future losses, and
to it future recoveries must be credited. We propose to treat such reserves
on the “valuation method,” and deduct them from our carrying figure
of total loans.

DEPOSITS

Our deposits on November 30th were $543,020,957. or $7,046,347. lower
than one year ago. This small decline followed the general trend of the
eastern part of the country and was, in part, the natural and wholesome
result of Treasury policy in applying its cash surplus to the reduction of
Government debt. Further, the very high level of business activity and
of plant expansion, and the increasing cost of doing business has tended
to reduce the cash balances of most business concerns.

LOANS AND INTEREST RATES

During the year the loans of your Company increased moderately from
$166,988,603. to $175,628,931. or approximately 5.179,. The whole
increase, and more, is accounted for by the steady expansion of the activ-
ity of our Time Sales Division which finances distributors and dealers
in durable and semi-durable articles. In addition, that Division does a
substantial re-discount business for other banks and financing companies.
The increased output of automobiles and other consumer goods brought
a corresponding demand for financing their distribution. Whether the
recent re-imposition of Regulation “W” and the higher prices prevailing
on many consumer goods will materially affect the demand for such
financing remains to be seen.

It is our studied conviction that the present pattern of interest rates
on loans is still too low. The commercial banking system should be earn-
ing more money and building up its capital structures and reserves more
rapidly during these years of great industrial and agricultural activity
and profit—making more “hay while the sun shines.” We believe the
undue, and sometimes unwise, competition of the banks in our money
centers is chiefly responsible for rates that too often are not compensa-
tory. Naturally, the monetary policy of the authorities has some bearing
on the rate question, but it should be recognized that the Treasury and



the Reserve Board have permitted the rate on Treasury Bills to increase
from .375%, to 1.1259, (an increase of 2009,), and on Treasury Certifi-
cates from .875%, to 1.259, (an increase of 42.89,), and over the same
period have raised the re-discount rate from 6% to 1149 (an increase
of 2009, . The large commercial banks have failed to keep step with the
fiscal and monetary authorities—the generally accepted minimum rate
for prime business borrowers has been raised from 11469, to 2%, or an

increase of only 33149, hardly offsetting the increased costs of bank
operations.

TRUST DEPARTMENT

It has long been obvious that the rates for fiduciary services in this
area have been too low to permit of reasonable profit. Exhaustive cost
studies have been made covering each type of our service, and new busi-
ness 1s being accepted only at rates which will result in proper profit. It
is the large volume of old trust business on our books that prevents, and
will in diminishing degree continue to prevent, earnings compatible with
the responsibilities involved in the administration of estates. These old
accounts were accepted, and indeed sought, when trust administration
was seemingly comparatively simple. Today such administration is
highly technical and complex, and correspondingly more expensive.

During the year we have been encouraged by the increasing recogni-
tion of the necessity for better fiduciary rates, and by the gratifying
volume of new wills and other instruments in which we have been
named. This is a sound building for the future.

The Discretionary Common Trust Fund has continued to grow in
both size and usefulness. The total assets of this Fund have increased
from $38,809,487. last year to $41,588,082. as of the close of this fiscal
year. There are now 2,087 participating accounts.

Our Common Trust Fund for Legal Investments has also shown
encouraging growth. Assets of this Fund have increased from $11,492,022.
to $12,717,276. over the past twelve months, with 1,461 accounts now
participating.

The Corporate Trust Department has enjoyed a profitable year and
a satisfactory volume of new business, particularly trusteeships in con-

nection with the issuance of railroad and other equipment trust
certificates.

BANKING QUARTERS

The proxy statement recently forwarded to our stockholders in con-
nection with the annual meeting on January 17th is accompanied by a
letter outlining the proposed changes in our branches due to the offer
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to purchase the assets of Security Bank and Trust Company of Philadel-
phia, and to our leasing of a twenty-one story office building at the south-
west corner of Fifteenth and Chestnut Streets, directly across the street
from our present Head Office. Upon completion of extensive alterations,
we hope to occupy the space about the end of 1949. That building will
give us modern and enlarged teller facilities and attractive clerical space
and will leave ten floors for outside rental. To the new location we will
transfer some six hundred of our force now located in the Commercial
Trust Building, that office to be discontinued.

PERSONNEL

We now have 1,506 persons on our active payroll, but in spite of the
size of our staff, we try to take a keen, personal interest in the welfare
of and the opportunity for the individual employee. Salaries and work
performance are being constantly reviewed and advancement made on
a merit basis. We believe our Retirement Plan to be liberal and, in addi-
tion, we provide our employees with Group Life Insurance and Hospi-
talization protection.

Your Directors have voted a substantial bonus payable December 16th,
and have authorized the officers to announce a general increase of 814%
for the coming calendar year on all salaries not exceeding $10,000.

GENERAL

Predictions as to the course of business in 1949 may well be classed
largely as guess work or mere personal opinion. Statistical forecasts seem
to indicate a continued high level of activity, with the slowing down of
private capital outlay offset by a high rate of Government spending for
preparedness. Already in many lines we see soft spots appearing, par-
ticularly where the price situation called for correction. With uncertain-
ties at home and abroad, a prudent course seems the obvious one. Your
management proposes to operate your Company, hopeful of the future
but mindful of those uncertainties.

Respectfully submitted by order of the Board of Directors, |

WM. FULTON KURTZ,
President

Philadelphia
January 17, 1949



STATEMENT AS OF THE CLOSE OF
NOVEMBER 30, 1948

RESOURCES

llllllllllllllllllllllllll

iiiiiiiiiiiiiiiii

State, County and Municipal Securities
Federal Reserve Bank Stock

Other Investment Securities

...............
------------------------

lllllllllllllllllllllll

Commercial and Collateral Loans (Net)
First Mortgages Owned

iiiiiiiiiiiiii

----------------------------

Interest Accrued

llllllllllllllllllllllllllllllll

Prepaid Expenses

llllllllllllllllllllllllllllllll

Bank Buildings and Equipment

iiiiiiiiiiiiiiiiiiii

Customers’ Acceptance Liability

Miscellaneous Assets

llllllllllllllllllllllllllllllll

--------------------------------------

-------------------------------------------
----------------------------------

iiiiiiiiiiiiiiiiiiiiiiiii

Reserved for Taxes and Expenses

lllllllllllllllll

Reserved for Dividend

iiiiiiiiiiiiiiiiiiiiiiiiiiiii

Unearned Interest

iiiiiiiiiiiiiiiiiiiiiiiiiiiiiiii

Letters of Credit and Acceptances

iiiiiiiiiiiiiiiiiii

Miscellaneous

iiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiiii

lllllllllllllllllllllllllllllllllllllllllll

BUSINESS

$179,598,749.44
197,716,549.31
10,527,778.33
840,000.00
13,282,375.12
175,628,931.19
1,656,400.00
1,587,371.69
515,983.52
3,608,217.77
619,426.04
1,036,399.92

$586,418,182.33

$ 11,000,000.00
17,000,000.00
7,422,259.09
3,167,794.39
2,021,937.30
293,333.34
1,796,180.27
619,426.04
76,294.31
543,020,957.59

$586,418,182.33












