
1 1 / 1 6 - 1 7 / 5 9 
COPY o f Treasury Department Memorandum 

Messrs. Fo lger , b r i g h t , T i e t j e n s , and Sherbondy confereed i n Mr. 
Fo lger*s o f f i c e * i t h Messrs. L . M. G iann in i and Mr. Charles T. Co l l i n s 
on Thursday a f te rnoon, November 16, and Fr iday morning, November 17, 1959. 
The f o l l o w i n g b r i e f l y summarizes the pos i t i ons of the representat ives o f 
the Comptro l ler of the Currency and the representat ives of the Ban* l i t h 
respect t o problems other than those vh i ch saay a r i se dur ing the present 
and f u t u r e examinations of the Bank: 

1 . Div idend P o l i c y . The p o s i t i o n of the Comptro l le r 's representa-
gives «as t h a t the earnings o f the Bank should be used f i r s t to charge o f f 
losses , t o es tab l i sh adequate reserves and increase the c a p i t a l s t r u c t u r e , 
before any pa r t of the earnings are d isbursed i n the form of d iv idends. 
The present d iv idend p o l i c y i s c l e a r l y i n c o n f l i c t v i t h such a progrsm f o r 
conserving earnings. The Bank's representa t i ves s ta ted t ha t the Bank's 
d iv idend p o l i c y was, i n t h e i r op in ion , e n t i r e l y j u s t i f i a b l e and tha t they 
were not prepared t o agree a t t h i s t ime t o any change i n the p o l i c y . 
However, they d i d s ta te t h a t Transamerica Corporat ion was ho ld ing i n a 
reserve, a l l d iv idends pa id to i t on Bank o f America stock una tht-t the 
Corporat ion was w i l l i n g t o use such reserves e i t he r t o purchase new 
stock i n the Bank o f America, or to reduce any o f the ob l i ga t i ons o f 
Transamerica or i t s subs id i a r i es t o the Bank, whichever the Comptrol ler 
should p r e f e r . They advised tha t a t present there was approximately $650,000 
i n t h i s reserve . 

2 . Increase of C a p i t a l . The r a t i o o f adjusted c a p i t a l s t ruc tu re t o 
deposi ts as of March 31, 1959 was 1 t o 14.65 and the r a t i o o f net sound 
c a p i t a l s t r uc tu re t o depos i ts as of the same date was 1 to 15.86. The 
Compt ro l l e r ' s representa t i ves i nd i ca ted t h a t i t would be des i rab le f o r the 
Baruc to r a i s e new c a p i t a l through the issuance o f new s tock . Should t h i s 
be done, however, they were not prepared t o say t h a t a con t inua t ion o f the 
present d iv idend p o l i c y would be j u s t i f i e d . The Bank's representa t ives 
i nd i ca ted a w i l l i ngness t o obta in new c a p i t a l funds e i t h e r from the 
Reconst ruct ion Finance Corporat ion or f rom other sources, and advised 
tha t they could ob ta in such funds from sources outs ide the government. 

5 . Charge Of f o f Losses. Approximately $5,500,000 o f the est imated 
losses i n the l a s t r e p o r t o f examination have been charged o f f and the 
est imated l oss on Na t i ona l C i t y Bank stock i s now covered through market 
app rec ia t i on and the purchase by Transamerica Corporat ion o f 11,520 shares 
o f such s tock . This leaves estimated losses not charged o f f o f $9,232,878.69. 
The p o s i t i o n of the Compt ro l l e r ' s representa t ives was t h a t a l l o f these 
losses should be immediately charged o f f by the Bank. The Bank's representa-
t i v e s re fused e i t h e r t o admit those losses or t o charge them o f f , a l though 
Mr. G i a n n i n i s ta ted t h a t , s ince the i tems c l a s s i f i e d as loss concerned 
p r i m a r i l y the banking premises, the Bank would be w i l l i n g to g ive cons idera-
t i o n t o acce le ra t i ng the deprec ia t ion r a t e on such p roper t ies and thus 
acce le ra te the w r i t e down o f such p rope r t i es * 
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4. Se l f Insurance Fund. Al though the p lan o f paying insurance 
premiums t o cover f i d e l i t y losses up to §100,000 i n t o a depo r i t c a r r i e d 
w i t h Traneaaerica General Corporat ion has been d iscont inued, a balance 
o f 12,272,659.55 remains i n the Fund. The p o s i t i o n of the Compt ro l le r ' s 
representa t ives ?as t ha t the Bank should take the necessary steps to 
have t h i s balance returned t o i t . The Bank's representat ives s ta ted 
t h a t the Bank was o f the op in ion t h a t there was no l e g a l basic upoa 
which i t could i n s i s t tha t the balance be re tu rned . I t was s ta ted , how-
ever , t ha t Transamerics General Corporat ion, i n add i t i on to paying a l l 
losses u n t i l June 50, 1940, had agreed to a d iscovery per iod of f i v e 
years a f t e r June 50, 1940. 

5 . Transaaer ica Large L i n e . The Compt ro l le r ' s representa t ives 
pointed out t h a t al though the reduc t i on o f approximately 112,000,000 
i n the Transaaerica Large L ine s ince March 31, 1959 was encouraging, 
the present s i ze of the l i n e , i n excess o f $64,000,000, cons t i t u t es one 
o f the most ser ious problems of the Bank and strenuous e f f o r t s should be 
maae to cont inue the reduc t ion o f t h i s l i n e . The Bank's representa t i ves 
i nd i ca ted t h a t they contemplated continued reduc t ion of t h i s l i n e and 
pointed out t h a t the progress made thus f a r was i n accordance w i t h the 
December 1938 program. 

6 . A. 0 . Stewart Large L i n e . A t the beginning of the l a s t examina-
t i o n on March 51, 1959 t h i s l i n e amounted to $7,625,259.51. I t has been 
reduced only $200,000 since t h a t da te . The p o s i t i o n of the Compt ro l le r ' s 
representa t ives was t h a t t h i s reduc t ion sas who l ly u n s a t i s f a c t o r y , wh i le 
the Bank's representa t i ves contended t ha t by December the reduc t ion made 
i n the l i n e would be cons is tent w i t h the program of December 1958. 

7 . Transaaer jca Corporat ion Exceaaive L i n e . The Bank's representa-
t i v e s contended t h a t the excessive l i n e t o Transaaerica Corporat ion, which 
has now been reduced to approximately $17,900,000, d i d not cons t i t u t e a 
v i o l a t i o n o f law because, they contended, the so-ca l led "Guaranteed Loans* 
are not an o b l i g a t i o n w i t h i n the meaning o f sec t ion 5200 o f the Revised 
S ta tu tes . However, the Bank's representa t ives ind ica ted t h a t they would 
cont inue to reduce t h i s l i n e of c r e d i t t o the l e g a l l oan ing l i m i t by J u l y , 
1942, as contemplated i n the program of December 1958. The excessive l i n e 
a t present i s $8,500,000 i n excess o f the l e g a l loan ing l i m i t . 

8. l a t i o n a l C i t y Bank Stock. The p o s i t i o n o f the Compt ro l le r ' s r e p r e -
sen ta t i ves was t h a t t h i s purchase o f s tock cons t i t u ted a v i o l a t i o n of sec -
t i o n 5156 o f the Revised S ta tu tes , and t h a t the stock should be taken out 
o f the Bank f o r cash. Al though the Bank's representa t ives d i d not admit 
t h a t the purchase o f t h i s stock c o n s t i t u t e d a v i o l a t i o n o f law, they i n -
d ica ted t h a t the i tem was being reduced cons is ten t w i t h the program o f 
December, 1958. 

Capi ta l Company and Cal i fornia Lands. Inc . Contracts. The Comp-
t r o l l e r ' s representatives stated that the two companies should pledge ade-
quate security back of these contracts to cover the estimated loss i n the 
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r e a l as t i - te , which would be the d i f f e rence between the est imated or 
appraised va lue of such r e a l es ta te and the amount a t which i t i s 
car r ied i n the con t rac ts . The Bank's representa t ives contended tha t 
t h i s should not be i n s i s t e d upon because the two companias were solvent 
and to date had covered a l l losses on sales under the con t rac t s . 

10. Merchants Nat iona l Real ty Company. The Compt ro l le r ' s representa-
t i v e s s ta ted t h a t the a c q u i s i t i o n of the f u t u r e and former banking premises 
by the Merchants Nat iona l Real ty Company i n 1957 cons t i tu ted a v i o l a t i o n o f 
sect ion 5157 o f the Revised Sta tu tes and fur thermore that t h i s r e a l es ta te 
should be c a r r i e d on the Bank's books as "Other Real Estate" ra the r than 
i n bond and s e c u r i t i e s account. The Bank's representat ives d i d not admit 
t ha t the a c q u i s i t i o n cons t i t u ted a v i o l a t i o n of lew or t h ^ t the Bank should 
carry such r e a l estate i n i t s other r e a l es ta te account. 

11. Real Estate Loans. The Compt ro l le r ' s representa t ives s ta ted t h a t , 
as set up by the examiner, the re were numerous r e a l estate loans which 
v i o l a t e d the requirements o f sec t ion 24 o f the Federal Reserve Ac t , and 
t h a t these loans would have t o be l i q u i d a t e d as r ap i d l y as poss ib le * The 
Bank's represen ta t i ves s ta ted t h a t p r a c t i c a l l y a l l o f these i l l e g a l r e a l 
estate loans came i n t o the Bank as a r e s u l t of take-over of o ther banks, 
and t ha t the Bank was engaged i n strenuous e f f o r t s to l i q u i d a t e them. 

* • * * 
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