
POSITION 0¥ ThE BO^SD SKITb RESi EOT TO THZ iiiJGL OF 
AMERICA K.T. fc S.A. ShOULD IT APPLY FOE M&B9EUK1IP 

AS A STATS BANK 

1. I f the bank becomes a member, the Board w i l l have to c e r t i f y to the 
F .D . I .C . t h a t , i n connection » i t h the admission to membership, con-
s i de ra t i on was given to : 

&• The f i n a n c i a l h i s t o r y and cond i t i on of the bank 
The adequacy o f i t s c a p i t a l s t r uc tu re 

c . I t s f u t u re earnings prospects 
d. The general character of I t s ^ana^aaent 
e. The convenience and needs o f the coa&unlty t o be 

served by the bank, and 
f . Whether or not i t s corporate povers are cons is ten t 

w i t h the purposes o f sec t ion U B o f the Federal 
Reserve Ae t . 

2m I n accordance w i t h the Board's p o l i c y of cooperat ion w i t h o ther super-
v i so ry agencies, the terms and requirements i n connect ion w i t h admission 
to membership should be cons is tent w i t h the program which the Comptro l ler 
o f the currency has been at tempt ing to e f f ec tua te . This i s i n accord 
w i t h the p o l i c y o f ob ta in ing clearance f roa the i . l u I . C . i n membership 
cases and w i t h the f o l l o w i n g statement I n the Boerd*s l e t t e r o f J u l y 10, 
1936, X-96A7. 

" • • • • • I n p a r t i c u l a r , i t i s be l ieved tha t e s i t u a t i o n should 
not be permit ted to develop where nonmember banks w i l l seek 
admission to the System i n order to escape t h e i r o b l i g a t i o n s 
to the fede ra l deposi t Insurance Corporat ion or t o avoid 
reasonable requests o f tha t Corporat ion aade to promote 
sound banking.* 

3« Any program would apparent ly have to be acceptable to the Secretary 
o f the Treasury s ince the bank would have to receive a l i cense from 
him. 
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PROGRAM 

a p p l i c a t i o n f o r membership could be handled i n e i t h e r o f two ways: 

1 . As an o p p o r t u n i t y t o e f f e c t a complete c lean-up o f a l l quest ionab le 
assets and make d r a s t i c requirements as to p o l i c i e s and p r a c t i c e s . 
I t could a lso be U3ed us e means f o r a f f o r d i n g d i s c i p l i n a r y a c t i o n ; 
o r 

2 . nb j u s t another case to be accorded the suae t reatment as any o the r 
bank, l a r g e o r sma l l . 

The proposal t h a t the case be bandied i n the second manner i e 
based upon tho f o l l o w i n g cons ide ra t i ons : —--

1. The bank has a r e a l p lace i n the community. 

2. A l l values ( including those of m&na&ecient) i n the going, concern 
should be conserved. 

3. A l though c e r t a i n p r a c t i c e s o f the management cannot be condoned 
and i n a number o f respects the management has been s l i c k , q u i b b l i n g , 
evas ive , and any th ing but coopera t ive w i t h the superv iso ry a u t h o r i t i e s , 
the r e a l values i n the s i t u a t i o n 3hould no t De s a c r i f i c e d I n o rder to 
make an example, asser t s u p e r i o r i t y , o r wreak revenge. I n o the r words, 
the ix>ard should not be a p u n i t i v e agency* 
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The major problems of the b&ni are: 

1. The asset cond i t i on , p a r t i c u l a r l y the la rge amount 
of r e a l es ta te , o ther rea l es ta te , and p o t e n t i a l o ther 
rea l es ta te . 

2 . The l o v c a p i t a l , p a r t i c u l a r l y i n v i e * of the asset 
cond i t i on . 

3. Tr;e invo lved re l a t i onsh ips w i th a f f i l i a t e d and associated 
i n t e r e s t s . 

A. ^anageaent, p a r t i c u l a r l y the domination and p o l i c i e s o f 
? . G iann in l . X understand tha t Mr. c l e r k , o f the Reserve 

Bank, i s of the op in ion tha t the jsank o f America has a high 
grade, we l l -o rgan ized , and e f f i c i e n t opera t ing management. 
I f t ha t be t r u e , i t seecis to emphasize the need f o r unemotional 
judgment and perhaps pat ience i n dea l ing w i t h the s i t u a t i o n , 
s ince A. P. Giannin i i s an o ld man and he .-sust i n e v i t a b l y be 
out o f the p i c tu re w i t h i n a f a i r l y shor t t imo . 

The two problems o f asset cond i t i on and adequacy of c a p i t a l 
are r e l a t ed . Therefore, i f the bank app l ies f o r membership, the bank 
should be g iven the oppor tun i ty of e f f e c t i n g necessary co r rec t ions i n one 
o f tho two f o l l o w i n g manners: 

1. Increased c a p i t a l account, say $25,000,000 as a minimum, o r 

2 . Have a subs tan t i a l amount o f undes i rab le assets removed from 
the bank f o r oash, say •37.030.000* 

Both programs contemplate a minimum amount of required elimina-
t ions. In connection with the appl icat ion, however, the bank should be 
urged to make addit ional charge-offa or to provide aubatential valuation 
reserves a8 a matter of aound banking pract ice. Theae further elimins-
tlona should be in such amount that no fur ther charge-offs would nave to 
be made for losses in present aaaet«. Am a matter of se l f - in te res t I t 
would seem that thia ahould appeal to the management, since i t l a relat iwel; 
easy to explain cleaning houae once, but d i f f i c u l t to explain heavy continu-
ing losses in old asaeta a f te r a clean-up is supposed to have been mads. 
I t would seem also that the management would l i k e to have I t s futurs 
earnings free from any drain for losaes on old aaaets. 
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PROGRAM OHB 

1. I s t i raa ted l o s s e s . 

E l i m i n a t i o n o f a l l o f C l a s s i f i c a t i o n IV except t6,927»000, 
the amount c l a s s i f i e d account o f bank premises. Th i s would 
leave £7,393,000 to be e l i m i n a t e d . 

2 . Deprec ia t ion on bank premises. 

Agreement t ha t annua l l y bank >*ould charge o f f not l ass tham 
the amount pe rm iss ib le under income tax r e g u l a t i o n s , p l u s , 
u n t i l ar rearages hare been c leared up, not leas than $1,000,000 
annua l l y on account o f d e p r e c i a t i o n claimed i n p r i o r years but 
not taken on the bank's booku. 

du r ing the past 10 years, 
Charge o f f o f any u r l t e - u p o f bank premises/ e i t h e r d i r e c t l y 
o r through intt»r-coapany s a l e s . I f t h i s cmount could not be 
determined p r i o r to admission t o membership, an agreement 
should be obta ined t h a t tho amount would be charged o f f im-
med ia te l y upon de te ra i i na t i on . 

3* Increase c a p i t a l account by not l e s s than $25,000,000. 

' Agreement that the investment i n sderchants Rea l t y Corpora t ion stock 
and the r e a l es ta te con t r ac t s w i t h C a p i t a l Corpora t ion and Ca l -
i f o r n i a Lands should be repor ted as I tem 9 , "Assets I n d i r e c t l y 
Represent ing Lank Premises o r Other Heal K s t e t e " . 

Th is suggested program i s predicated upon: 

1 . An understanding between the management of the bank, on one hand, 
and the Board and the federa l Reserve Bank, on the other, as to 
po l ic ies to be followed by the bank in such matters as dividends, 
treatment of p r o f i t s on secur i t i es , wrlt^-up of assets, o&s^rvance 
of sound banking pract ices, observance of the s p i r i t as we l l as 
the l e t t e r of the law, regulat ions and agreements, and c l a r i f i c a -
t ion of the inter-company accounts. 

2* Assurance that the program w i l l be acceptable to the Treasury Depart-
ment in connection with the issuance of a l icense* 

3« A sat is factory understanding between the management of the bank and 
the S.E.C. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



PROGRAM TOO 

1. The e l i m i n a t i o n o f the fol lowing, assets f o r cash a t book value 
through proceeds o f loans to Cap i t a l Corporat ion, C a l i f o r n i a 
Lands, and Merchants Realty Corporat ion. 

A l l r e a l estate sales con t rac ts 31,300*000 
Other r e a l es ta te c a r r i e d i n bank premises 1,202,000 
Other r e a l es ta te c a r r i e d i n Merchants Rsal ty 

Corporat ion 4.443.000 
37,030.000 

2. Estimated losses . 

E l im ina t i on of a l l o f C l a s s i f i c a t i o n IV except $6,927,000, 
the amount c l a s s i f i e d account of bank prsmlaes. This would 
leave $6,316,000 to be charged o f f slnae 11,077*000 o f 
C l a s s i f i c a t i o n IV (as we l l as $6,491,000 o f C l a s s i f i c a t i o n I I I ) 
would be e l im inated through the t ransac t ion re fe r red to above. 

3. Deprec ia t ion on bank premises. 

Agreement tha t annual ly bank would charge o f f not less than 
the amount permiss ib le under income t a x regu la t l ona , p l u s , 
u n t i l arrearages have been c leared up, not l ess then | l , 0 0 0 , 0 0 0 
annual ly on account o f deprec ia t i on claimed i n p r i o r years but 
not taken on the bank's books. 

d u r i n g t h e pas t 10 yea rs 
Charge o f f o f any w r i t e -up o f bank premises/ e i t h e r d i r e c t l y 
or through inter-company sa les . I f t n l s amount could not be 
determined p r i o r to admission to membership, an agreement 
should be obtained t ha t the amount would be charged o f f im-
mediate ly upon determinat ion . 

4. Agreement tha t the investment i n Merchants Rea l ty Corporat ion stock 
should be reported as I tem 9 , "Assets I n d i r e c t l y Representing 
ank Premises o r Other 3 * a l Es ta te " . 

Th is program i a pred icated upon the same three po inta I temized 
a t the bo t to» o f the page o f Program Ons. 
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Condensed Balance Sheet as o f .august 31, 1939, and 
C l a s s i f i c a t i o n o f Assets . (From Mr* Cagle*s memorandum*) 

( 
I I 

31ass i f i ca t i 
I I I 

.MLS 

IV 

Cash 212,886 
U* S. S e c u r i t i e s 383,161 
Munic ipa l s e c u r i t i e s 124,220 13 25 
Other s e c u r i t i e s 29.121 363 1,820 923 

Loans 621,325 49,797 1,054 4.560 

Group advances 31,856 7,900 393 
ORE 

On books 5,726 5,301 425 
I n bank premises 1,202 711 491 

Iunoccupied) 
I n Merchants Realty Corp* 4,443 3,290 586 

11,376 
8/E sale con t rac ts 31,380 21,630 6,491 
Bank premises 

On books (occupied) 25,502 1,490 4,346 > / Q^ 
I n Merchants Real ty Corp* 14,631 1,473 2,031 T tf* 

40,183 
i 

Furn i tu re It f i x t u r e s 7,946 
Other assets 33.639 431 * tt 

1 • 5 2 7 . 0 ^ 39.486 
I . 1111 

14.320 

Deposits 1.387,313 
Other l i a b i l i t i e s 18,359 
Cap i t a l 

v 
Common 50,000 
Surplus 43•000 
U/P and reserves 28,421 

T o t a l (4121,421,000) 
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Giving e f f e c t to a program invo l v i ng sa ls of 
££5,000,000 pre fer red stock end charge o f f 
o f a l l estlBsated losses except I n b*»nk premises 

Deposits 
Other l i a b i l i t i e s 
Cap i ta l 

Pre fer red 
CoK&on 
Surplus 
U/P and reserves 

T r t e l (#139,028,000) 

I I , 387 .315 
13,359 

25,000 
50,000 
4 3 , 0 0 0 
21.026 

Undivided p r o f i t s 
and reserves - bock 

Charge o f f 
f ? r , 4 2 1 

7 > v ' ? 

$21.028 

Perns l n i n CI? ; i f i cat lone-
I I I l l IV 

Cash * 237.386 
U. S. s e c u r i t i e s 383.161 
Munic ipa l s e c u r i t i e s 124,220 13 25 
Other s e c u r i t i e s 28,193 363 1,320 
Loans 616,765 49,797 1,054 
Group advances 31,463 7,900 
OPTS - d i r e c t and i n d i r e c t 41,254 30,932 6,491 
Bank premises - d i r e c t and i nd . 40,183 6,927 
Fu rn i t u re and f i x t u r e s 7,946 
Other assets 33.624 481 5 

n . ^ , 7 0 0 f??,4e6 16.927 
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Giv ing e f f e c t to e prograc o f talcing out 
$37,030,0001^ through proceeds o f loans 
nnd charge o f f o f o ther los res except i n 

hank premises 

1/ F . l i i r l na t ions through cash: 

H/K sa les con t rac t s 
OPE i n bank premises 

" I n kerchents B e e l t y Co. 

•31,380 
1*202 

122x222 

Book p r o f i t s and reserves 
Less losses $14,320 

Hot cnerged o f f £6,927 
Taken out by 

cash proceeds 1.077 8.004 

P e m a l n i a g ClHS^ i f i ca t l one 
I I I I I IV 

Cash t 249,916 
U.S. s e c u r i t i e s 3^3,161 
Mun i c i pa l s e c u r i t l e 124,220 13 25 
Other s e c u r i t i e s 28,198 3 6 3 1,320 
Loans 616,765 49,797 1,054 
Group advances 31.463 7,900 
OPE 5,301 5,301 
Bany premises - d i r e c t and i n d i r e c t 40,183 2,963 6,927 
F u r n i t u r e and f i x t u r e s 7,946 
Other assets 33.624 4*1 5 

f l . 5 2 0 , 7 7 7 

Deooelts f l ,387,313 
Other l i a b i l i t i e s 18,359 
C a p i t a l 

Common 50,000 
Surplus 43,000 
U/P and reserves 22,105 

($115,105,000) 
>> X .520.777 
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I 1 i a 1 a s, t 1 o a s ft ft ; flXA 
C i ' ^ i j k t t - U f i ... ....1 f & j J L C l s i U f l M O s s s i f i c s t i s M . 

i f i S S l * r>r r b o o k s J L J 3 2 L H J U J L J D L i a u a l I I - I L L . 

C a s h s a d d u e :'roas bmuoi I $ - | - $ • 1 • 1 - * 1 - 1 - 1 -
S . s e c u r i t i e s 3 8 3 , 1 6 1 - • • £ 3 5 , 1 6 1 - -

^ u a i c i j f c l s e c u r i t i e s I S - - l £ 4 9 t t 1 3 2 5 
O t h e r s e c u r i t i e s 5 6 5 1 , 9 6 3 - - 2 9 , 1 9 8 5 6 5 1 , 8 * 0 
L o a a s d i s c o u n t s * 

O u t s i d e r e — C o a t s r c i & l i £ 4 £ , 9 « l 8 , 0 6 3 8 8 2 4 * 7 - - 4 £ 7 2 4 5 , 5 5 4 3 , 0 * 3 6 5 2 
* — O n r e a l 3 7 1 , 4 9 6 4 1 , 7 5 4 4 £ £ 5 5 8 - 5 5 8 2 7 0 , 9 8 6 4 1 , 7 5 4 4 2 2 

S e a l e s t s t * s a l e s c o a t r m e t s 7 1 , 3 9 0 a , 6 3 0 6 , 4 3 1 - - 3 1 , 9 3 0 • 1 , 6 5 0 f , 4 3 1 
O t h e r g r o w s a d * n c e e 3 i , a s e 7 , 9 0 0 3 9 5 - - 5 9 8 3 1 , 4 6 ? 7 , 9 0 0 
O e r s s a c r e d i t s - • 3 * 8 9 8 - - 5 , 6 9 8 £ 8 8 -

O t h e r r * » X e s t a t e o n b o o k s 5 , 7 £ 6 5 , 5 0 1 4 2 8 - 4 ? 5 5 , % 0 1 $ , 3 0 1 
H c r c h a n i a S l a t l « R e a l t y Co- s t o c k s 

H e p r t ' s a a t l a g o . P * r # - , 4 4 3 « 8 9 6 - 5 3 6 3 , 3 6 £ r , 2 9 0 
ftepreeeatiap? b e a k sr tvs&sos 1 4 , 6 8 1 • 1 , 4 7 5 1 , 0 9 1 - - 1 4 , 6 3 1 - 1 , 4 7 5 1 , 0 8 1 

B u n k p r e a i s e s a 
O c c u p i e d £ 5 , 5 0 £ 1 , 4 9 0 4 , S 4 € - - SSySOe - 1 , 4 9 0 4 , 3 4 6 
O . B . 2 . ( u n o c c u p i e d ) 7 1 1 4 9 1 - 4 9 1 7 1 1 7 1 1 

j u r a l t a r * * * a d f l * t a r ^ a 7 , 9 4 6 • <m mm m mt •» 7 , 9 4 6 «•» • 

O t h e r a s s e t s 
T o t a l 

i - 1 5 - - I t , . . . J L l ^ f i i A . i l l .. 5 -
1 2 . 5 8 8 1 4 . 8 8 0 - - 7 . S 9 5 1 1 . 5 1 9 . 7 0 0 3 9 . 4 8 * 1 E . 5 8 8 

D e p o s i t s * 
D w n d 
n » ® , id^m 

T o t e l i # m f s i s 
Oth-r l i a b i l i t i e s 18,589 
C a p i u l s t r u c t u r a l 

Capital stock .0,000 
S a l v i a * AZ,m 
U n d i v i d e d p r o f i t s k r ^ s e r r j ® 1 . 6 * 4 : 1 

.in iLt i^i l i f ta 

t 1 . 7 
7 S S . 1 8 £ 

1 , 3 8 7 , U 5 
1 8 , 3 6 9 

80,000 
4 , 0 0 0 
• • e t f c f l 

C a p i t a l t o d e p o s i t s 8 . IS o r 1 t o 1 £ , 

ImmX T4» 

( 0 0 0 a s m s d ) 
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