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Pear Bir:

/g addresued

i 8t i%s meeting on
suptrellerts recog-
’ th& rogﬁirmts

The Comptroller’s loiter of Februs
%o the Board of Directors was resd toc the By
‘Bureh 10, 1542. The Board was pleased wigl b®
n:&tiuufthofuttbﬂfh.hm&amply
“hi’ ‘ffiﬂ.

: in svalysis of the items eomp so-cilled "lerge
iine to Trassemeries Corperstion, its sul sries sud elosely relsted
companies® snd "fixed sscets sand evfiifized losms™, sggregating
$129,388,165, fails to disclose any dsg on why these perticulsr
sasets should have been selected in ) aece to auy other group of
items of the Bank's sssets of $2,000,000,000 as eriteris

in the determimation of the suf of eapitel structure. The
following tzbulation of iiens in the figure of the so-called
Trensamerics large line and the relative commente, should illustraie
the polista

Losns to indiv re securad by stock of

tRESSBEIFRRRBBENNERRER N &1,71’9,591 A

These ars 2 8 tc Trangsmeries Corperstios,
' 'y or & closely related compeny, wt
to independent individusl borrowers.

Livestock discounted with ws by Fsnkamerieas
1y Sna 1& SP 35008 RASELBINIERERERERRERE S 5»7,133,'”9 A\

re readily re-discountable icans to
iniegbndent individusl borrowers, discounted

by us within specific provisions of law, and

in conmection with which the Exsminer states

: repert: "uot subjeet to adverse criticisa
and listed only for record  urposes.”
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Pirect short-term Iosn to Benkamerice Credil
cﬂ';mm AP LS IRRERIEIFBETRESSUSRETIRRBRDEN :- m'em 1

This losn, which is not eriticised im the report,
bus besn peid in full.

Mrect losn to Denksmerics Coupsny seceses 2 w,m "

Indireet 1iability of Bankswerics Compsny on
outstending drafte sccompmnied by securiiies .. 115,316 -

Banksmerica Cowyany is not e of
mhttdm&:mumu ;

Corporstion. These items ot ied B
emd the compent in the rep s *fuily :
socured,®

feal Estate losns to Capitel ' wsses § 630,000 v

Indireet lisbliliity of Imter-i Corvoration

&3 endorzer on insursace can esss & 507,369 ~
These loans to Capi &ay eve canventionsl
couforaing rual este s and the lisbliity
of Intsr- tiw is on coatrects of
respongible indiv +» The items sre not
clepzified in the -
Losn to Pseifie W‘hp Compeny «oe $2,903,496 -
- This in ¢ 418 mot sreperly included

in the Cororetion live. Hone

of this seified s doubtful eor less.

- covered by the “Recuiresents of the Comptroller®,
snd oo Februsyy 28,N94¥,/ tiey had besn reduced to & balsmce of $28,600,2€1,
Sbe since the isst sxeminstion. Hone of these itens

thn Comptrollerts letier, the figure of &139,%88,165
ithclﬁumattaaitm&wﬁrkghmsfore—»47
N\ 846,897,522, To sske up the larger figure there iz added to this latier
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to the proer condued of the Beni's businesz and are being csrried st
sound velues and are being deprecisted ag sgreed upon with the
Comptrollerts office.

ilso ineluded in ‘he larger figure is an amoumt of $35,565,790
in leosns clessilied az II, whick lowns bave been 0 clissiflied by the
Lxepiner lsrgely, it s;pesrs, becsuse be considers that they have slow
iendencies and mol beceuse of inherent loss possibilities, snd sa amocunt
" of §6,009,271 repreenting other resl estate carried st deprecisted
conservative values, and agsinst which substsntial reserves hsve been

odd  In the finel enelysis, the impressive of 2139,388,165
,“ e T includes adversely classified assete smoun P2,994,591, &
WS  relstively smell sum, snd of this amount i1, sified as IV, kes
o been charged off, snd the ressinder, smoun to $1,752,784, is

clas=ified s III u-_.ww.

It kes never been evident to us thet re was & "necessity® for
adding to the capital structure of thi k &8 required by the Comptroiler's
office. Itz escital, exclusive of pre ¢k, is now #nd has been st
w1l tises throughout the discussions wh the jromclgetion of the
*Recsulremsnts® of the Ganptmllcr': muck in excess of the statu-
tory rezuiresent. It will be rec .
preceded the "Reguir-ments® I snd ofhd Jreons pressnt representing the
Bani consistently sainteined that no wdd 1m1 eepitel of any king wug

additional cspital when the szne e ements were not imposed u;aen othor
inptitutions which had & far lower ic of capital to de osibs then had
the Bank of imerics. It sb be, otwious that the position taken st that

time wes fully justified, he peried of spproximately cighbteea
unopihs between Japusry 31, 1% date of the esmminetion which precedec
the prosulgation of the /Pdwuiresenmts™, sné asugust €, 1941, the date of the

nost receat exsminstion 2448 ,886 wes sdded te the net sound capital

inersuses in capital sulting from the issusnce of preferrsd stock
shich, on the lat g, axounted to $27,000,000., This inersese iz net
sound capital alsost egual to the net inecresse in espital

fends resuliing of preferred stock. Between the date of
the laat February 28, 1942, ss computed on the ixanineris
formula, thers subgtantial improvement, so that on that dete
the total more than the retirable value of the outstsnding

During the conferences none of us contemplated that the preferred
stock should remsim cutstending for itwenty years. is a matter of f:ct the
losn of the Recomstruction Finsonce Corpovstion made to finsnece the preferred
stock issue wes mede on & besis that it would be paid im full in not to exceed
ten years, i ssreful resding of the pertinemt provisioms of persgrephs 5 snd
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8 of Article FIFTH of the Amendments to the Articles of Association
will revesl the inaccuraey of the cenclusicn reached by the Comptrollerts
office in regard to the juestion of retirsment.

It will be noted that paragraph 5 of the irticles of issociation
approved by the stockholders and by the Comptroller's office provides that
the only restriction against the retirement of the preferred stock is that
the aggregate smowmt of capitzl, surplus, and reserve for increase in
common capltzl shall not be reduced below the aggresate amount of capital
and surplus existing immediatcly after the issuance of convertible pre-
ferred stock. Any funds "lawfully available" mey be transferred to the
preferrci stock retirement fund in the discretign, of the Board of Directors,
provided that not more than $1,000,000 of the Adixided profits sccounts
existing at the time of the issusnce of the pr&f
transferred in esch of the years ending on Jupe 38
it is spparent thet all of the.net profite those amounts are svailaltle
for the retirement of preferred stock. no other restriction,
express or im lied, nor was there any ay of our conferences

. thet was or was intended to be inconsisient wit.b the 2bove provisions of
the Articles of Association. On Decembe
the eapital structure of the Bank for

| $14,500,000, of which only $3,500, used in connection with the
retirement which took place on Jan 942, an amount somewhat less
.than 25% of the amoumt available, ¥

‘ Under the circumsten see no justificstion for the Comptroller
to guestion the conservatism, wi prudence of those who are responsible
for the conduct of the affairs of this bank, and who have established & record
of outstending schievement t the past. In view of the faet thet
assets adversely classified last examination amounted to only
$3,309,201, now reduced 52984468 principally by the elimination of
the IV classification, e further fact that the Bank's capitel funds
approximate §160,000, is considered that the statements in the third
paragraph of the Comp letter are particularly unfair and unjust.

In the 8, when consideration is given to the fact
that the Comptroll ted the Bank's adjusted capital structure at
sbout $93,000,000, as in the examination report of Marech 31, 1939,
and to the sct that the capital structure of the Bank as shown
in its snnusl December 31, 1941, was approximstely $160,000,000,
exclusive of bond appreciation, it is obvicus that there was
an inersese of & toly $40,000,000 without giving effect to preferred
stock, or an over-all inerease in the period of approximately $67,000,000 -
more then 70f - a phenomenal inecrease in so short a period of time, apart
from the question of whether or not classifications at the time were proper.
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Hot ouly hag the Bank provided & reserve for mer contingencise of
one-half of the mel edditioms to profits for the yeser 1941, but it has
gons beyond this snd has imlﬁeﬁ in this sccount mellocsted ressrve to
the sxtent of spproximstely $5,000,000. The eumings of this bsuk for &
awmber of yeurs huve gre«tly exoseded those whieh =ikt normelly heve
ben expectsd of 1Y in comperisen with lnstitutionz of compershbls imsoriapce.
in the light of this snd of owr wecomplishments sines the lssusnce of the
grolerred stock smd of our com;lisnce with the "Seguirement: ¥, there sopecrs
to be no logicel besis for the Cosptroller's eriticiem. Ve aamt consistent—
1y subsoribe to & reguiresent which violstes the syreement with the fompireller's
. of fice sud the provisions of the irticles of miﬁim heretofore zpeeili-
‘ ea.lly x;:;srwaé by bis offide. ﬁt do not believe /$het we wouléd be seting in
LIRS g were ve to shdicstie

the wﬁa&ty powers sud retwimuus
the irilcles of issociation, nor would we bs X
17 we 414 B0

: e E*m desire to set st &
mmﬁmmmaﬂmﬂ
o hope thei the continvous harsssment o g™
mmtmmmmmtw»
in :nmm of m m sffort w
| Thers 1z ao abj-m to the Comptrolilerts office proeptily
when trunsfers sre madie to the Conv Preferred ftock Heliresent Fund
énd when ceavertible preferred ¢ is Tetirved within the provicionms o the
irticles of .ssocistion, and we ssaure the Compiroliler that ns such
setion will be tsken outside of the) sicns of the irticles of Lssocistion

without seeuring the ;mwiez n@ml of nis office.

Eospectiully yours,

President.
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