
COMKihTS A&£ oUGGEiTIONS CONCiHiiHG TBI LRAIT OF "COIIiTOJLLXK'S 
m U I R I f c i K Y S W I T H RUbFtiCT TO BAM OF AMERICA ».T . 4 l » l * v 

*HICK * * R * D I S C U S S i D AT TO T R E A S U R Y 0 » F M R U A B Y fe, 1940. 

1. Capital . A reaulrewent that the capi ta l must be increased immediately 

by not lass than |25,OOOtOOO would not appear to ba unreasonable. Since 

I t la believed that such oapltal can ba obtained only through the pur-

chase of preferred stock by the Reconstruction Finance Corporation and 

since tha oapltal of the bank can be reduced only * l t h the consant and 

upon such tarns and condition* as the Comptroller of the Currency »ay 

prescribe in the amendments to the a r t i c l e s of sssociation of the bank 

pro r id ing for such Increase in cepl ts l , we would eliminate from the 

program any reference to a subsequent Increase la ooccson stock upon the 

retirement of preferred stock, which would be in e f fect an attempt to 

dsteimlne In advance what should be the capital requirements with 

respect to th is hank over a substantial period of time. 

r iT idcnda . We would prefer to attack this problem more d i rec t ly by im-

posing requirement* which would cause the Bank to r e c t i f y i t e condition 

and practices, thus leaving to the exist ing l im i ta t ion of lav the pay-

ment of dividends out of any earnings not used in masting the imposed 

requirements. Consistently with t h i s approach, one requirement ni?ht 

he that bond p ro f i t s must be placed in « special reserve account to 

take care o f losses and depreciation In the bond account, and the excess, 

i f any, to bs retained as long as say preferred stock la outstanding or 

u n t i l the Comptroller o f the Currency is sat is f ied that I t i s no longer 

necessary to maintain such reserves to meat auah losses or depreciation 

and consents to i t s use ftor other purposes. 
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3. Accounting practices. There I s , of course, no objection to the f i r s t 

sentence. to the other t o sentences i t i s believed that the i r 

intent w i l l be covered by other suggestions. 

4 . Looses. A large part of the looses set up by the examiners in the l es t 

report of examination is represented in banking house* end other rea l 

estate which ere also e large part of the amount classif ied in column I I I . 

Concerning the Bank's banking premises, we would suggest giving 

consideration to requiring that addit ional reserves be set up to the 

extent accessary so that the carrying values of banning precises, «e 

shown on the Bank's books and in the investments In Merchants National 

Fealty Corporation, shal l not Include any *wr l te -up^" ( i . e . , any in -

creases in book value not due to actual Increase In cost due to acquisi-

t ion of propertlea or to improvements of a permanent nature) and that 

the carrying value shal l not include any depreciation vhlch should have 

been taken in accordance with established banking practices during the 

period that the Beak hes been operating under i t s present charter. 

Concerning the Bank's other real estate we would suggest 

giving consideration to requiring that addit ional reserves shal l be 

set up to the extent of 25 per cent of the exintlng carrying values 

of a l l "other real estate" o f the Bank, whether carried on I t s books 

as such or as banking premises or transferred to and now held by 

Cal i forn ia Lands, I n o . , Capital Company, end Merchants National Realty 

Corporation; 
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that no real estete acquired b the Bank shall be transferred to Capital 

Lands, Inc. , Capita Cor.-any or Merchant* National Bealty Corporation, 

or to other party under similar arresge&ients, and that no i'eal es-

tate shall he die posed of except for cash or under trna fide sales con-

tracts with purchasers under conditions justifying the expectation that 

such sale* w i l l be f inal* As soon as possible after the acquisition of 

any additional real estate i t shall be placed on the Bank*9 books as 

"other real estate* and shall be appraised by competent appraiser*, and 

thereafter shall not be carried at an a&ount exceeding such appraised 

•slue or the book value, whichever i * the lower. 

5# I l legal ly held bank stock* suggest that further consideration be 

given to the question whether, in view of the terss* of the option agres-

aact, sale of the stock at this t ic* would be advantageous to the Bank. 

In this connection, i t cii^ht be Fell to ins ider imposing a requlrecent 

that i f and to the extent that Trafcsaaerlee Corporation shall f a i l to 

repurchase the National City stock from the Bank, in accordance with the 

existing option agreement between Transactrice and the Ban*, the Bank 

shall oaks adequate provision for the ramoval of such stock without 

prejudice to any rights that i t slight have eg a last Trensar.erica Corpo-

ration undsr the option contract, 

cu Large lines. agree thfet the progress that has bee® mads in the past 

year in liquidating indebtedness of Trausa» erice and i ts subsidiary cor-

porations should be continued, that the aggregate mow t of the** l ine* 

should be brought within the statutory limitations, and that such indebt-

edness should be adequately and properly secured in accordance with sound 
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banking practises and applicable legal requirement a. We believe also 

that t i e concentration of credit in the Basic, defending u>oia the shares 

of other closely related banking institutions should be discontinued; that 

the credit f »e i l i t l es of the Sank should not be used for the expansion of 

Trsnsaserica; and that, with respect to existing loans representing credit 

used for that purpose, there should be a srOf£ram for reduction and ret i re-

ment . To this end we suggest tiuat there be a definite una erst ending with 

the Bank as to what associated and a f f i l i a ted companies are covered by the 

restriction and that the aggregate of such io^ns be brought within the 

legal l isjit of the Band's lending power fey July 15, 1942; that the stock 

of any bnnk in which Trnnsar<erica is substantially interested securing 

such loans he eliminated by July 15» 1945; and, that no similar leages 

be accepted. Wo believe also thtit consideration should be dvor to the 

discontinuance of further extensions of credit by the Ban* for t i e purpose 

of purchasing or carrying Tranaenerlca stock and to a provision that no 

collateral value shall be assigned to such stock tften pledged to secure 

other loans* 

Concerning the A. 0, Stewart Line w suggest that the Bank be 

required to continue i ts orderly liquidation in esoerdanee with the agres* 

went referred to in the report of examination of August $ i , 1939» *s having 

been J&ade by the 3ank anc A. 0 . Stewart *md which contemplated the l i quida-

tion of #1,000, j X) of such indebtedness before the end of 1940 In addition 

to any liquidation t r m the sals of United states Treasury bonds and other 

Government obligations. 

7. I:eal e&tste c;reentratl in. We have already »«ds certain suggestions with 

respect to other real estate in our casKSSBts and suggestions wider Losses.* 
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B«i*ecmfoming reel estate loans and real e?t«te acquired or crrrl^d 

in violation of section 5137 of the Berimed Statutes should receive 

necessary attention* *e have had in min^ in making our suggestion a? 

to reserves for real estate the desirability of svoidin^ ststenents 

lyhich aiight be interpreted ar lacing u;on the Goverm&ent res onsibii-

i ty for forced, imediet^ liquidation which might underline market 

values* 

3* £slf-insurance reserve* We balievo that such steps should be taken as 

say be neoeaa^ry to determine the legality of the transection bttsreen 

the Bank and TrtmeaRoricc Gsfissal Corporation rel?«tlng to insurance 

against certain losses of the Bank, In th«? event that i t be found 

that eueh transaction we invalid the balance of the funds in the hards 

of Transaaerise General Cor sortition, e f t t r deducting therefrom a l l loss-

es paid ay i t , shculd be restored to the Bank* 
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