POSITION OF THE BOARD WITHE RESIVECT TO THE BanK OF
F3ERICA NoTe & So.he SHOULD IT APFLY FOR [EMBERSEIP
AS A STATE BANK

1. If the bank becomes & member, the Board will have to certify te the
FoD.1.C. that, in connection with the admission to membership, con-
sideratior was given to:

a. The financial history znd condition of the bank

b. The adeguacy of ite capitz)l structure

¢. Its future earnings prospects

4. The genmerul charecter of 1ts msupageaent

e. The convenience and needs of the comzunity to be
served by the bank, and

f. #hether or not its corporate . owers are consistent
with the purposes of section 125 of the Federal
Reserve Act.

2. In accordance with the Board's policy of cooperation with other super-
visory agencies, the terms and requirements in connection with adaission
to membership should be conmsistent with the program which the Coamptroller
of the currency has been attempting to effectuate. This is in seccord
with the policy of obtaining clearance from the F.D.Il.Ce in membersihip
cases and with the following statement in the Boerd's letter of July 10,

1936, X-9647.

¥eesseln particular, it is believed that-es situction should
not be permitted to develop where nonmember benks will seek
sdmission to the System in order to escepe their obligations
to the Federal Deposit Insurance Corporation or to avoid
-reasonable requests of that Corporation made to promote
sound benking.*"

3. Any program would apparently have to be pcceptable to the Secretary
of the Treesury since the bank would Lave to receive a license from
nim, )
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PROGRAM

in application for membership could be handled in either of two ways:

l. Ais an opportunity to effect a complete clean-up of all juestionable
assets and make drastic requirements as to policies and practices.
It could also be used as & means for affordimg disciplinary action;
or

2+ #8 just another case tc be accorded the same treatment as any other
bank, large or small.

The proposal that the case be handled in the second manner is
based uporn the following comsideratioms: LS

l. The bank has & real place im the community.

2. All velues (inmcluding those of mnanageaent) im the goimg conecern
sthould be conserved.

3. Although certain practices of the management cannot be condoned
and in & number of respects the management has been slick, quibbling,
evasive, and anything but cooperative with the supervisory authorities,
the real values in the situation should nct be sacrificed in order to
make an example, assert superiority, or wreak revenge. In other words,
the Board should rnot be a punitive agenoy.

.org/
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The mejor problems of the bank are:

1. The asset ccndition, particularly the large amount
of real estate, other real estate, and potential other

real estate.

2. The low capitel, particularly in view of the asset
condition.

The invelved relationskips with affilieted and associated
interests.

3.

L. Xanageaent, particularly the domination and policies of
4e P. Ciannini. I understand that Mr. Clerk, of the Reserve
Bank, is of the opimion that the Bank of America has a high
grade, well-organized, and efficient operating management.
If thet be true, it seeas to emphasize the need for unemotional
judgment and perhape putience in dealing with the situation,
since i. P, Giannini is an old man and he must inevitably be

out of the picture within a fairly sbort time.

The two problems of asset condition and adequacy of capital

are related. Therefore, if the bark applies for membership, the bank
should be given the opportunity of effecting necessary corrections in ome

of the two following manners:

‘1. Incressed capital account, say $25,000,000 as a minimum, or

Re ﬁavé,a substantial amount of undesirable assets remaoved from

the bamk for oash, say $37,030,000.

Both programs contemplate a minimum smount of required elimine-
tions. In comnection with the application, however, the bank should be
::::d to make ndd:tiona} charge-offs or to provide substential vsluatiom

Tves as a matter of sound beamking practice. These further -

| tioms should be in such amount that no further charge-offs vould.;:::n:o
5 be made for losses in present assets. As a matter of self-interest it

i would seem that this should appeal to the management, since it is relativel
} easy to ox]‘nin cleaning house once, but difficult to explainm heavy contin
i ing losses in old assets after a clean-up is supposed to have been made.

It would seem also thet the management would like to have its future

/ earnings free from any drain for losses on old assets.
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PROGHAN ORE

l. Estimated losses.

Eliminatior of all of Clessification IV except $4,927,000,
the amount clssszified account of bank premises. This would
leave §7,393,000 to be eliminated.

2. Depreciation or bank premises.

Agreoment that annually bank would charge off not less thanm
the smoupt permissitle under income tax regulations, plus,
until arrearages heve been cleared up, not less than $1,000,000
annually on eccount of depreclation claimed im prior years but
not taken on the bank's books.

during the past 10 years,
Charge off of eny write-up of bank premises/ either directly
or tkrough inter-compuny seles. If this emount could not be
detersined prior to admission to zembership, an agreement
should be obvtained thet the amount would be charged off ime
medietely upon determination.

3. Increase capitel account by not less than §25,000,200.

4e Agreement that the investment in derchents Realty Corporation stoek

and the real estate contracts with Cepital Corporstion and Cel-
>/ ifornia Lands should be reported s Item 9, "issets Indirectly
/1 /) Representing Lank Premises or Other Seal Rstete".

\

i Thie suggested program is predicated upon:
l. An understuanding between the management of the bank, on one hand,
and theé DBoard apd the Federal Heserve Benk, on the other, as to
policiess to be followed by the benk in such matters as dividends,
treatment of profits on securities, writé-up of assets, observance
of sourd banking practices, observance of the spirit as well as
the letter of the law, regulations and agreements, and clerifica-
tion of the inter-company accounts.

Ze Assursnce that the program will be acceptable to the Treasury Depart-
ment in connection with the issuance of a license.

3. A satisfactory uaderstanding between the masnagement of the bank and
the S.E.C.
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PROGRAM TWO

e elimination of the following assets for cash at book walue
through proceeds of loams to Capital Corporation, Califernia

Lands, and Merchants Realty Corporsationm.

All real estate sales contracis 31,380,000

Other real estate carried in dbank premises 1,202,000

Other real estate carried in Herchants Realty
Corporation

4y 443,000
e 23

2. Estimated losses.

Elimination of all of Classification IV except $6,927,000,

the smount classified account of bank premises. This would
leave £6,316,000 to be charged off since $1,077,000 of
Classification IV (as well as $6,491,000 of Clessification III)
would be eliminsted through the transaction referred to above.

3. Depreciation on bank premises.

Agreement that annually bank would charge off not less than
the amount permissible under income tax regulations, plus,
until errearages have been clesred up, not less then §1,000,000
annually on asccount of depreciation claimed in prier years dut
pot taken on the bank's books, )

during the past 10 years
Charge off of eny writeesup of bank premises/ oitgor directly
or through inter-company ssles. If this amount could not de
determined prior to sdmission to membership, an agreesent
should be obtained thet the saount would be charged off ime-
medistely upon determination.

should be reported as Item 9, "Assets Indibectly Eeprezsnting

-\,, 4e Agreement that the investment in Merchants Realty Corporation stock

Jank Premises or Other Real Estate”,

This progrem is prediceted upon the same three points itemized

at the bottom of the page of Program One.
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Condensed Balance Sheet as of August 31, 1939, and
Classification of issets.

Cash 212,886
Ues 8. Securities 383,161
Municipal securities 124,220
Other securities 29,121
Loans 621,325
Group advances 31,856
ORE
On books 5,726
In bank premises 1,202
Iunoccupied) :
In Herchants Realty Corp. 4,448
11,376
R/E sale contracts 31,380
Bank premises
On books (occupied) 25,502
In Merchants Realty Corp. 14,681
40,183
Furniture & fixtures 7,946
Other assets 33,639
£2527,093
Deposits 1,387,313
Other liabilities 18,359
Capitsel
Common 50,000
Surplus ) 43,000
U/P and reserves 28,421
Total ($121,421,000)
LIS
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(From ¥r. Cagle's memorandum.)

Classifications
T i il
13 25
363 1,820 923
49,797 1,054 4,560
7,900 393
5:301 425
711 491
3,290 586
21,630 6,491
1"” "“6 )
1,473 2,081
15
i D s
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Giving effect to a program involving ssle of
$25,000,000 preferred stock end charge off

of sll estimated losses except in bank premises

Cash

U. 8, securities

Municipel securitiee

Other securities

Loans

Group advances

ORE - direct and indirect

Bank premises - direct and ind,
Furniture and fixtures

Other assets

Deposits
Other lisbilities
Cepital
Preferrsd
Common
Surplus
U/P and reserves
Tetal ($139,028,000)
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Remainin: Cls :ifications
_ﬁ"_""lff"i—ﬁ_r

$§ 237,886
353,161
124,220 13 25
28,198 367 1,820
516,765 49,77 1,054
31,463 7,900
L1,254 30,932 5,491
40,183 5,927
7,946
32,624 481 2
21,544,700 $89,486  $12,358  £6,927
$1,387,213  ppaivided profite
18,359 and ressrves - bock $22,421
h r 9
25,000 Charge © 72293
50,000 $21,0
43,000 2t
21,028
£1,544,700




Giving effect to & progran of taking out

$27,020,000%/ through proceeds of lcens

and crarge off of other losces except in
bank premises

Remnining Clanssifications

o 5+ i
U.S. securities 323,161
Municipsl securities 124,220 13 25
Other securities 28,198 363 1,820
Loans : 516,765 49,797 1,054
Group sdvsaces 31,463 7,900
ORE 5,301 5,301
Bank premises - direet and indirect 40,183 2,963 5,927
Furniture and fixtures 7,946
Other sssets » 33,624 421 5
Deposite 41,387,313
Other lisbilities 18,359
Capital
Cormon 50,000
Surplus 42,000
U/P end recerves 22,105
. (#115,105,000)
11,520,777

1/ Eliminatioms through cash:

R/E sales contracts $71,380
ORE in benk premises 1,202
* in Xerchentes Realty Co. hybd?
7,00
Book profits and reserves 28,421
Less losses £14,320
Not chsrged off 26,927
Taken out dy
cash proceeds 1,077 8,004 5,316

222.10:
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ingust Sle 1933

{000 omitied)
hdalostions
s P Cleg:ifications it
iggels Eorbooss 1L Il = . . )¢ 4 s+ ® Zauat il dih. Ab
Cash and dus ‘rom banks § le,8%8 § - & - $ - $ - ¢ - 8 - g 212,888 § - ¢ - -
T. S. scouritise $83,1€1 - - - - - - 338,161 - - -
dunicipal securities 1244220 15 25 - - - - 124,827 13 25 -
Other securitlas 8,121 363 1,820 922 - - 883 29,128 38% 1,820 -
Loans and discountsst ,
Cutsiders—<Comm.reinsl ~45,881 8,082 3 4.7 -~ B 427 745,554 8,082 ex: -
*  -0n real sstetle 571,436 41,754 asz 558 - - 588 I753,958 41,754 482 -
feal estete sales eontrscts T19%80 21,830 ©,451 - - - - 319330 1,630 fad321 -
Other grouv: sdvonces 31,4868 7,900 = 39 - - 2338 3,488 7,000 - -
Gersan credits 29843 - - 3528 - - 59595 £58 - - -
Other rosl sstate on bLoOkS 59726 E,501 - 4:5 - - 425 5,501 5,301 - -
Horchants Hatl., Beslty Co-p. stock:
anenentlﬂ OJReE -"v"‘a ‘5.2:9") - 886 - - 58¢ 5.362 ,'"2 - -
Representing beax oroaises 14,681 - 1,478 £4081 - - 14,651 - 1,478 29081
Bsni praaises on 1ooLss
Oecupied 254502 - 1,430 49548 - - - 254502 - 1,480 44848
0.ReZe (unoeccupied) P 711 - 431 o - 491 711 711 - -
Furnlturs awnd £1ztures 7,048 - - - - - - Ty24€ - - -
Other zssets . - - i 282 S8 B =
Tottl * - - 7'«‘95 31’51’.m 39.‘“ 12.5‘8 6.9”
hishllitles
Depositas
Dem:nd 802,327 207 4127
Time 155,188
Totel 1. ’8 ] 3..38’.“18
Other 1isbilities 18,559 18,352
Canitsl siracturs: ;
Canital stock 05900 535300
Sarplusz 42,700 459000
Undivided profits % roservss adadl ——dE8
Total P Tilrn

Capitsl to deposits 8,78 or 1 to 1Z,
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