COMMENTS AND SUGGESTIONS CONCERNING TEE DRAFT OF "COMPTROLLER'S
RECUIRENINTS ¥ITH RESPECT TO BANK OF AMERICA N.T. & S.A.%
¥HICE WERE DISCUSSED AT THE TREASURY ON FEBRUARY %, 1940.

1. Capitsl. A requirement that the capitel must be inecreassed immedistely
by not less then $£25,000,000 would not sppear to be unreasonedle. Since
1t 1o believed that such cspitsl cen be obtained only through the pur-
chase of preferred ztock by the Reconstruction Finsnce Corporstion end
since the capital of the bemk can be reduced omnly with the consent and
upon sucﬁ terms and conditions a5 the Comptroller of the Currency may
prescridbe in the smendments to the articles of sssociation of the dank
providing for such inereese in cepital, we would eliminate from the |
progren any reference to & subsesuent inerease in common stock upon the
retirement of preferred stock, which would be in effect an attempt to
deternine in advence what zhould be the capital reguirements with
respect t0 this denk over a2 substantisl period of time.

2. Dividends. We would prefer to attack this problem more direetly by im-
pasing requirements which \.-auld cause the Bank to rectify its conmdition
end practices, thuz leaving to the existing limitatior of law the pey-
ment of dividends out Of eny earmings not used in -c;ting the imposed
requirements. Consistently with this nppnui. one requirement might
be that bonéd profits must be placed in = speeisl reserve sccount to
take .earc of losses and depreciction in the dond account, and the excess,
if sny, %0 be retained =25 lomg as any preferred stock is outstanding or
until the Comptroller of the Curremcy i: sstisfied that it is no lomger
necessary to maintain such reserves to meet m losses or deprecistion

and consents to its use for other purposes.
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3. Accounting pregtices. There is, of course, no objection to the first
sentence. As to the other t:0 sentences it 1s believed that their
inteat will be covered by other suggestions,

4. Losses., A large part of the losses set up by the examiners in the last
report of examination is represented im banking houses end other real
estate vuei are =180 a large part of the amount clessified in columm III.

Concerning the Bank's banking premises, we would suggest gliving
consideration to requiring that additional reserves be set up to the
extent neeessery so that the carrying velues of danking premises, ae
shovn on the Bank's books and in the investments in Nerchants Netiomel
Reslty Corporstion, shesll not include sny "write-upi~(i.e., sny in-
ecresses in book value not due to sctual increase in cost due to sequisi-
tion of properties or to improvements of & permsnent nature) and that
the ¢arrying value shall not include sny depreeiztion which should heve
been teken in eccordance with established benking practices during the
period that the Benk hesz been operating under ite present charter.

‘- v Momlu the Bank's other resl estate we woild suggest
giving msidorﬁih to requiring that aaan:?n-x rniivu shall be
set up to the extent of 25 per cent of the existing ocarrying values
of all “other real estate” of the Bnk,’ whether cerried on its books
a8 such or as bamking premises or transferred to snd now held dy
Celiforzie Lands, Ine., Cepital Company, =nd Merchants Nationsl Reslty

Corporation;
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thst no real estete seguired by the Bank shall be transferred to Capital
Lande, Ine., Capital Company or Merchants National Realty Cerporation,
or to sy other party mder similer arrangements, snd that no real es-
tate shall be dlsposed of exeept for cash or under boma fide sales con-
tracts with purchasers under conditions justifying the expectation that
such seles will be final. As soom as possible after the scquisition of
any Mtienﬂ. real estate it shsll be placed on the Bank's books as
®athoer real estate™ and shsall be appraised dy competent spyreisers, and
thomﬁcrn&llno‘booirﬁdﬂmmtmnﬂnsmhmm.d
value or the book value, whichever is the lower,

5. Illegally ield ban: stogk. We suggest that further consideration be
glven to the guestion whether, in view of the terms of the option sgree-
mont, sale of the stock at this tine would be adventageous %tc the Bank.
In this connestion, it might be well %o consider imposing s requirezemt
that if end to the extent thet Transmmerice Corporstion shall fail to
repurchase the National City stock from the Bank, in accordance with the
oxisting option egreement between Transaserica and the Penk, the Benk
shall make sdeguate provision for the ramovel of such stock without
prejudice $0 sny rights thet it might m.oammueom-
retion under the option contract,

6. Large lines. We agree thet the progress that hes been made in the past
year in liquideting indebtedness of Trausarerice snd its subsidiary cor-
porations should be comtinued, that the sggregate amount of these lines
should be brought within Sthe statutory limitations, and that such indebs-
edness should be adequately eand properly secured in sceordance with sound
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banking practices and ‘p‘pli“bl' legal requirements. ¥e believe siso

thst the comcentration of eredit in the Bank, depending upoh the sghares
of other closely related banking instisutions should be discontinued; that
the eredit faeilities of the Bank should not be used for the expension of
Transsmerica; end that, with respect t0 existing losns representing eredit
used for that PUTO8e, there should be a program for reduction end rotire-
ment, To this end we suggest thet there be a definite wnderstanding with
the Bank ms t0 what sssoviasted and affiliated companies sre covered by the
restriction and thet the aggregete of such losns be brought within the
legal limdt of the Benk's lending vower by July 15, 1942; that the stock
of any bank in which Transsmerica iz substantially intsrested sscuring
such loans be eliminated by July 15, 1945; and, that no similar nledges
be mecepted, ¥eo believe also that coneiderstion should be given %o the
disecontinuance of further extensions of credit by the Bank for the purpose
of purchasing or carrying Transenerica etock and to & provieion that no
collateral value shall be essigned to such stock when pledged %o secure
other loans.

Concerning the A. 0. Stewart Line we suggest thet the Bark be
required to continue its orderly liquidation in omz:u:neo rtlth the agree-
ment roferred to in the report of exanination of August 31, 1939, es having
been made by the Bank and A. O, Stewart and which comtemplated the liguida-
tion of $1,000,000 of suech indebtedness defore the end of 1940 in eddition
to eny liguidation from the sale ¢f United States Treasury bonds and other

Government obligstions.

7. Eeal estate concentration. We have already made certein suggestions with

respect to other real estate in our comnments snd suggestions under "i.losses.*
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Homesonforming real estate losns and resl ertate acquived or cerried
in violation of section 5137 of the Revised Statutes should receive
ne¢eceary sttention. ¥%e have had ir nind ir meking our suggestion ase
to reserves for real estate the desirability of sveldding statements
which might be internreted as lacing upon the Covermment res onsidil-
ity for m.' irmediste ligquidation which might undermine merket
values.

3. Sslf-insurencs rescrve. W¥e believe that such steps should be taken es
may be necessary to determine the legality of the trsnesction between
the Bank and Trensameries Cenerel Corporstion relating to imsurence
sgeinst certsin losses of the Benk., In the event that it be found
thet such transsction wes invelid the belance of the funds in the hends
of Transsmerics Gemersl Corporution, after deducting therefrom sll losge
os paid by 1%, should be restored $o the Benk,
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