DRATFT

Dear A. P.:

On August 18th, just as I was leaving for my vacation, I
received your undated letter in which you indicated your strong
disapproval of the Board's action in declining to grant the applica-
tion of First Trust and Savings Bank of Pasadena for permission to
establish brenches at Temple City and Alhambra, Californias, and re-
quested information a&s to the reason for such action.

The action of the Board, and of the other two Federal
supervisory agencies, is not intended in any manner as a reaching
out to usurp the legislative prerogatives, as you suggest, but was
the exercise of ail administrative function which the Board and the
other agencies, after careful thought, deemed to be necessary in
the public interest, in view of certain managenient policies and
practices of Transamerica Corporation and Bank of America N.T. & S.A.

In the administration of its responsibilities, the Board
has always attempted to be fair and impartisl with respect to all
banks and other institutions with which it deals. To this end both
Governor McKeé and I have on more than one occasion clearly explained
to you the unfortunate consequences which could befall the public as

. @& result of too rapid expansion of banks or basnk groups. On more

than one occasion we have indicated the unnecessary increase in

~ deposit insurance exposure through the absorption of existing banks

v// or the establishment of de novo branches by Bank of Americe without
a corresponding increase in the capital structure of the bank. The
same principle epplies to the further expansion of Transamerica
Corporation in the banking field. Neither I individually nor the
Board a8 a whole can share your feelings thzt Bank of America has
not needed additional capitel. It was clear to us at the time re-
ferred to in your letter that the management of Transamerica Corpora-
tion was not willing to take the necessary steps to effect obviously
necessary corrections. It was equally clear that Transamerica Cor-
poration was not in financial condition to render the necessary
assistance to Bank of America. After prolonged efforts to induce
the management to effect corrections, the Federal supervisory agencies
finally were able to get the Bank of America and Transamerica Cor-
poration representatives to agree to a program of improvement over
a period of years. Spreading this program over a period of years
was accepted by the supervisory authorities because it was obvious
that the eliminations and other corrections/would not or jcould mot
be made in their entirety at the time.
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The record clearly indicates that many of the unsatisfac-
tory assets and other situations in the Bank of America case re-
sulted from the policies and practices of the management during its
rapid expansion program. Since the beginning of our negotiations
with respect to the corrections in the Bank of America case it hsas
been our view that the supervisory agencies would be remiss in the
discharge of their responsibilities &f they permitted the continued
expansion of the Transamerica group without the Corporation being
in position to render whatever aid might be necessary to any of
its institutions in times of depression as was experienced by Bank
of America for a number of years subsequent to 193l.

Prior to April 1941, as you know, the Comptroller of the
Currency had placed restrictions upon further expansion of braunch
banking activities of national banks in the Transamerica group.
In the latter part of April 1941, we were advised of the arrange-
ments whereby Temple City National Bank, Temple City, California,
was to be changed into a State bank with membership in the Federal
Reserve System and thersupon the stock of the State bank would be
acquired by Transamerice Corporation. Feeling that this was a plan
whereby Transamerica Corporation could avoid the restrictions of
the Comptroller of the Currency upon further expansion of branch
banking activities of natioral banks in the Transamerica Corporation
group, the Board deeclined to approve membership of the proposed
State bank at Temple City.

It was understood at the time this membership applieca-
tion was considered that Transamerica Corporation owned but very
little if any of the stock of the Temple City National Bank but had
made a commitment to purchase substantially all of the stock of the
proposed State bank conditioned upon its Tirst obtzining membership
in the Federal Reserve System. It appears from our files that by
the time it was decided that the organization of the State bamk and

AU Lts membership in the System would not be completed, Transamerica
W Corporation haqhecquired practically all of the stock of the na-
A tional bank.

In this comnection, you may recall that Mario (?) was in
Washington and had a conference with Governor McKee and me on June 13,
1941. At this conference and in other discussions with representa-
tives of Transamerica Corporation and Bank of America N.T. & S.A., the
Board's opposition in the circumstances to further expansion by
Transamerica Corporation or Bank of America interests was clearly
y ~ and definitely made known and we understood that the plans to take
.. .. 4 over the Temple City National Bank would be abandoned. On June 14,

A % 1941, the Los Angeles Branch of the Federal Reserve Bank of San
AL Francisco was advised by wire from Chicago by the attorney for Temple
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City National Bank (who was apparently en route to Los Angeles)
that the stockholders desired to abandon the plan of conversion to
e State bank and wished to continue the institution as a national
banking essociation. We also understood that other expansion
activities of Transamerica Corporation would be terminated.

Early in the fall of 1941 a movement was begun to or-
ganize the Peoples Bank of Lakewood Village, California, and obtain
membership for that bank in the Federal Reserve System. The or-
ganizers were reported to have intended originally that the bank be

_ organized with a capital structure of §375,000 &nd a number of

!/ ns1/e+#  branchesg p#t tois plan for branches was abandoned at least tem-

L i ¢ porarily and the eapital was reduced to $125,000, -It is understood
that the location of this bank or at least some of the proposed branches
was at or close to proposed locations for branches of Bank of America,
applications for which had previously been declined by the Comptroller
of the Currency. '

Upon investigation of the application for membership, it
was found that Transamerica Corporation or Bank of America was
interested directly or indirectly in several respects in the or-
ganization of the Peoples Bank of Lakewood Village. Accordingly,
the application for membership of this bank was deferred until such
time as arrangements could be made to eliminate such interest. The
bank was finally admitted to mcmbership, without branches, on
May 15, 1942, with assurances that it was an independently owned
institution,

It appears from our files that in the latter half of
Juns 1941 Transamerica Corporation attempted to obtaln control of
First Trust and Savings Bank of Pasadena. In November 1941 the
Corporation again negotiated for control of this trust company.
We were advised that by the end of November 1941 Transemerica Corpo-
ration had acquired 10,341 shares of the common stock of First Trust
and Savings Bank of Pasadena which, together with shares previously
owned by the Corporation, made a total of 14,838 or 54.96 per cent
of the 27,000 shares of the outstandinz common stock of the Pasadena
bank. On February 5, 1942, Transamerica Corporation purchased ad-
ditional common sghares. On this same day the bank's preferred stock
was retired, leaving Traunsemerica owning more than 64 per cent of
the outstanding shares of the trust company.

Under date of January 15, 1942, First Trust and Savings
Bank of Pasadena wrote to the Federal Reserve Bank of San Francisco
outlining its plans for the elimination of its remaining preferred
stock and the increase of its common stock to be accomplished on
February 5, 1942, and for the establishment of additional branches.
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in Temple City (by acquiring the assets of the Temple City National
Bank) and in Alhambra. After having received a copy of this letter
forwarded from the Federsl Reserve Bank, the Board under date of
February 14, 1942, vrote the Federal Reserve Bank as follows:

"The Board has given careful consideration to
the information submitted and to other pertinent
information in its files and has reached the con-
clusion that it shouvld not approve the establishment
of the proposed branches on the basis of the infor-
mation now before it. Please advise First Trust and
Savings Bank ‘'of Pasadena of the Board'!s views before
it takes any further steps to consummate its plans,™

In view of the evidently continued expansion activities

of Transemerica Corporztion despite the Board's views in the matter
of which representatives of the Corporation had previously been
fully advised, the Board under the same date advised Transamerica
Corporation of its action and also added the following:
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"The Board gave careful consideration to the
information submitted and to other pertiment infor-
mation in its files and reached the conclusion that
it should not approve the esteblishment of the pro-
posed branches on the basis of the information now
before it. The Federal Reserve Bank of San Francisco
was requested to advise the member bank accordingly.

"Should your Corporation heave any plans for the
further expansion of its interests in banks, either
directly or indirectly, through the mechaniam of ex-
tending loans to others for the purpose of acquiring
bank stock, or in any other manner, you are requested
to advise the Board through the Federsl Reserve Bank
of San Francisco before any such plans are consummated.

"The Board's position in this matter is in accord
with the policy, upon which there is unanimous agree-
ment by the Board, the Comptroller of the Currency,
and the Federal Deposit Insurance Corporation, that
the Federal pank supervisory agencies should, umder
oxia%‘ge circumstances, decline permission for the
acquisition directly or indirectly of any additional
banking offices or any substantial interest therein by

Transamerica Corporation, Benk of America N.T. & S.A.,
or auny other unit of the Transamerica group.
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"please see that all percons in the Transamerica
group who mey be concerned with this policy are advised

accordingly.”

. First Trust end Savings Bank of Pasadena apparently con-
tinued its plens and on February 28, 1942, entered into & contract
to assume deposits and tuke over assets of the Temple City National
Bank with the view to operating a branch at that location.

In their letter of June 11, 1942, attorneys for First
Trust and Savings Benk of Pasadena trensmitted the formal applica-
tion of the bank for branches to be located in Temple City and
Alhambra., The Reserve Bank forwarded this epplication, together
with advice that the Superintendent of Bauks of Californie had au-
thorized ths bank toopen branches at the above locetions. The
Board alsoc received a copy of a letier to the Reserve Bank in which
the Superintendent of Bauks urged the granting of the appliication
for the two branches named and urged a departure from the position
taken by the three Federal supervisory suthorities against further:
expansion by Transamerica Corporation or any of its affiliated
corporations. On July 2, 1942, Mr. Williem J. Murphy, Chief Deputy
of the Superinténdent of Banks of California, visited the Board's
offices and conferred on this situation with Mr. Leo T. Crowley,
Chairman of the FDIC, and certain members of the Board and its staff.

After again giving full consideration to the facts and
circumstances presented, the Board declined the application on
July 10, 1942, and requested the Federal Reserve Bank of Sen Fran-
cisco to notify Firet Trust and Savings Bank, Transamerica Corporation,
and the Superintendent of Banks,

) In connection with your suggestion thet the Boardts action
is injurious to minority stockholders in benks in which Transamerica
Corporation holds an interest, itshould be noted that we have had
no information or indication that the stockholiders of First Trust
and Savings Bank of Pasadena desired to establish branches in Temple
City or Alhambra prior to the time the bank came under the control
of Transameriea Corporation, nor have we had any facts indicating
that the other stoekholders now desire that the bank be permitted
to establish branches at these locations. It has been our under-
standing thal before Transamerica Corporation sequired conirol of
First Trust and Savings Bank of Pasadena, the establishment of
bramphes at or near these places was desired by Bank of America
but that the Comptroller of the Currency did not approve them. Al-
though we have made inquiries, we have received no information that
the need for additional banking fecilities in these conmunities is
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such as to cause amy other bank cutside of Transsmerica control
to seek to establish offices in these locations,

Ir this case as in other cases it has been the policy
of the Board vo give full consideration to all the facts and eir-
cumstances and to attempt to reach decisions which it considers
to be in the best interesis of the publie. I am certain thet you
will agree with me that the primary duty of a public supervisory
body is to act in the best interest of the general public rather
than to favor aay particular person or community at the expense
of the gemeral public: As previously indicated, the conclusions
reached by tie Board i the above case have been fully concurred
in by the FDIC and by the Comptroller of the Currency. You will
understand, of course, that in ell the circumstances it has not
been possible for the Board to consider the applications of First
Trust and Savings Bank a8 if it were an independent bank but the _
Board must consider such applicutions in the light of the responsi-
bilities placed upon it by tae bank holding company act, in addition
to those placed upon it by the provisions of the Federal Reserve
Act relating to membership in the Federal Reserve System.

For your information there is enclosed a copy of & letter
dated Auvgust 17, 1942, whick we have received from the First Trust
Savirge Bank or Pasadens, together with & copy of the Board's

reply.

I have been glad to review fully the Board's position
in this matter pursuant to the request contained in your letter,
end when you are in Washington other members of the Board and I
will be glad to discuss it with you further if you so desire.

Very truly yours,

Marrirper S. Zeccles,
Chairman,

Enclosures

CECc/
BUW/mg
8/29/42
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