
Memorandum to the Board 

From: C. E. Cagle 

January 26, 1940. 

Subject: Bank of America N.T . & S.A. 

The p r i n c i p a l matters which have been c r i t i c i z e d i n t h i s case 

are: 

I . Dividends and Earnings 

I I . Cap i ta l Structure 

I I I . C lass i f i ed or C r i t i c i z e d Assets 

I V . Banking Premises and Furni ture and F ix tures , including 
appl icable por t ion of investment i n Merchants Nat ional 
Rea l ty Corporation stock, carr ied i n the investments 
account 

V. Other Real Esta te , including amount of sales contracts 
wi th Capi ta l Company and C a l i f o r n i a Lands, car r ied i n 
loans, appl icable por t ion of investment i n stock of 
Merchants Nat ional Rea l ty Corporation, carr ied i n i n -
vestments, and a por t ion of bui ldings carr ied as banking 
premises but no longer used as such 

V I . Purchasing or Making I l l e g a l Real Estate Loans i n V i o l a -
t i o n of Section 24 Federal Reserve Act 

V I I . Large Line to Transamerica Corporation and A f f i l i a t e d 
Organizations 

A. I l l e g a l Excess Line to Transamerica Corpora-
t i o n and A f f i l i a t e d Organizations 

1 . Guaranteed Loans 

2 . Cap i ta l Company - D i rec t Real Estate 
Loans and Advances 

3. C a l i f o r n i a Lands - Real Estate Loans 
and Advances 

4* Western Furni ture Exchange 

5 . Sel f - Insurance Fund 

B. Option to Purchase Nat ional C i t y Bank Stock 

C. Investment i n and Loans Secured by Transamerica 
Corporation Stock and Bank1s Own Stock 
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V I I I . A. 0 . Stewart L ine (and P a c i f i c Coast Mortgage Co.) 

IX . Geiman C red i t s 

X. "Serv ice Charges" on Dormant Accounts 

X I . Bonds and S e c u r i t i e s , Wr i te -ups 

X I I . Div idends Declared not set up i n Records 

X I I I . Records o f Approval o f Transact ions by D i r e c t o r s and Committees 
Thereof 

XIV. Employees* P r o f i t Shar ing P lan 

XV. Growth and Expansion 

XVI . Manager/lent and P o l i c i e s 

Each o f these mat te rs i s discussed i n the a t tached memorandum, i n -

d i c a t i n g : 

1. The c r i t i c i s m s made by the examinors, 

2 . The p o s i t i o n taken or requests o r requirements made 
by the Compt ro l le r o f the Currency, 

3. The p o s i t i o n taken by the management o f the bank, and 
i n some instances the na ture and extent o f co r rec t i ons 
made, and 

4. A d d i t i o n a l comments and exp lana t ions . 

Wi th respect t o the c r i t i c i s m s o f most o f these ma t te rs , co r rec t i ons 

have been made, i n v a r y i n g degrees, and sdme have been removed e n t i r e l y . How-

ever , f u r t h e r c o r r e c t i o n s seem necessary w i t h respect t o the f o l l o w i n g 

ma t t e r s , most ox̂  which (as i n d i c a t e d * ) were inc luded i n the Order t o Show 
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Cause issued by the Comptro l le r under date o f January 11, 1940. 

A. Div idends * 
U n t i l adequate c a p i t a l s t r u c t u r e i s prov ided and 
asset cond i t i ons are co r rec ted , should be e l i m i -
nated or c u r t a i l e d sharp ly . An adequate program 
o f co r rec t i ons w i l l leave but ve r y l i t t l e f o r d i v i -
dends f o r a t l e a s t f i v e years , but t h i s mat te r 
should be covered s p e c i f i c a l l y . 

B. C a p i t a l S t ruc tu re * 
Should be increased immediately a t l e a s t 
$30,000,000 and f u r t h e r st rengthened by a l l o r 
a s u b s t a n t i a l p o r t i o n o f t he earn ings. 

C. C l a s s i f i e d Assets * 
Determined losses should be e l im ina ted and ade-
quate reserves f o r l a rge amounts o f probable 
losses p rov ided , i n c l u d i n g German C r e d i t s . 

D. Banking Premises * 
Losses should be charged o f f and adequate r e -
serves f o r probable losses prov ided now or a t 
l e a s t w i t h i n f i v e years through increased r a t e 
o f d e p r e c i a t i o n or o ther charges; pa rce ls not 
occupied should be t r a n s f e r r e d t o Other Real 
Es ta te and the occupied pa rce l s shown as bank 
premises on the books and statements o f the bank. 

E. Other Real Es ta te * 
Est imated losses should be charged o f f and ade-
quate reserves es tab l i shed f o r probable f u t u r e 
losses . The t o t a l amount o f r e a l es ta te should 
be p r o p e r l y r e f l e c t e d i n the books and statements 
( i n t he circumstances i t might be p r a c t i c a b l e t o 
r e q u i r e a f i v e - y e a r per iod f o r the e l i m i n a t i o n 
o f the o ther r e a l es ta te sa les con t r ac t s ) . 

F . Real Es ta te Loans * 
More strenuous e f f o r t s should be made t o b r i n g 
a l l loans acqu i red through c o n s o l i d a t i o n s , e t c . , 
i n t o con fo rm i t y w i t h law and the s t a t u t e should 
be observed s t r i c t l y w i t h respect t o new loans . 
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G. Large Lino to Transamerica Corporation * 
This l i n e should be reduced and kept s t r i c t l y 
wi th in the l i m i t s established by law; Nat ional 
C i ty Bank stock acquired under "Option to Pur-
chase11 Nat ional C i ty Bank stock should be 
eliminated; "Guaranteed Loans" should bo e l im i -
nated; r e a l estate sales contracts should no 
longer be regarded as a part of th is l i n e but 
transferred to Other Real Estate. 

H. Service Charges Against Dormant Accounts 
There should be a de f in i t e determination as to 
the lega l status and any amounts charged i l -
l e g a l l y should be restored to the deposit ac-
counts and the balance should be covered by 
reserves. 

I . S impl i f ica t ion of Group Relationships 
There should be a c l a r i f i c a t i o n of the holding 
company a f f i l i a t e question and cer ta in a f f i l i -
ate questions, including Pac i f i c Coast Mortgage 
Company, Western States Corporation, and Bank-
am er ica Company; the f inancing and corporate 
structure of the group should be s impl i f ied . 

J . V io lat ions of Law 
There should be a clear understanding as to the 
a p p l i c a b i l i t y of the statutes with respect to 
various c r i t i c i z e d matters and proper adjustments 
made. 

K. Relations with Other Supervisory Agencies 
There should be a c l a r i f i c a t i o n of the issues 
with the various agencies, including the S .E .C . , 
reasonable adjustments made, and the cases closed. 

I n addi t ion to the items indicated above, the Comptroller of the 

Currency i n the Order to Show Cause issued January 11, 1940, requested that 

1. The Self- Insurance Fund with Transamerica Corporation 
(balance #2,182,000) be returned i n cash to the bank. 

2. The A. 0 . Stewart l i n e be promptly cur ta i led or sa t i s -
factory c o l l a t e r a l pledged back of the l i n e . 

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



To: The Board - 5 -

There are some questions as to the Comptrol lers posit ion with respect to 

these two matters and unless and u n t i l fur ther facts are developed supporting 

the Comptroller9s c r i t i c i sm i t i s not believed that these matters need be 

given fur ther consideration. 
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