COMMENTS UPON BANK'S RESPONSE TO
COMPTROLLER'S PROPOSED REQU s

1. Offer of capital increase, either common or preferred, in the total
amount of $30,000,000 capital funds. Amount seems inadequate in
consideretion of entire program offered.

(2) Would suggest preferred stock for any increase in
capital, whether sold to shareholders, the publiec,
or the Government, because (1) it should be cheaper
capitel snd would provide more cushion from earnings
for other corrections, and (2) the sale of preferred
stock .would create less problelg:with respect to
representations than would the sale of common stock,
end (3) preferred stock carries with it certain

rights or privileges of retirement a=nd converlion

pred&ettcdwo-ﬂﬁuinro-o!reunltl-'-.y 'hich,‘h-iiibo

1& advnntagc ip tho management and the common stock-

holders.

2. Intcrposo no objection to unallocated reserve of $5,000,000
M write-upe and inadequate depreciation as
ta

determined ﬁJ‘a complete studgy surveyy, snd analysis of the-
1to-dieputud-tu-the*rvpUrt1ﬂ“vx-&l-tten~qfﬁtqpnn9317'198';
knagp=es banking premises, including future and former premises,
with the understanding that in case the facts as subsegquently
dcvq}opod indicete that $5,000,000 is inadequate, the deficiency

'::;234§;v0 to be met out of current earnings.
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3. Regular amortizations to be charged against current earnings.
Until otherwise advised by the Comptroller's Office, one-half
of net bond profits to be set aside in reserves &s an accelera-
tion sgainst the elimination of the premium account.

4. See No. 2.

S. No comment.

6. Immediate steps. ahpll be. t.akexb b{ ,:l;’t 7:?1:0‘0!:”1:: from €alifornia
Lands and Capital Company the. ploﬂgomof additional collatersl con-
sisting of free assets of those compenies equal in value to at
least 25% of the unpaid balance of their respective contracts with
the bank. ,

Tty Arensicirr | "

Te inv providod costs are defined and understood by committee.
Prefer book value of loan in-preferenee to cost'.’

8. No comment.

9. No comment, provided the language includes affiliates and associated
companies.

10. No comment.
11. No comment.
12, No comment.
IR R R R R E R RN R R
The bank's response, to which the foregoing comments have been
directed, does not cover the following points, which should be included:

1. The bank should take immediate ot,p- through Merchants National Realty
l(z’ '( ,u p ﬂ?”ﬂ 4
Company to obtain the plcdge of[ collateral adeguste in value to-pro~

Qf 25% in the amount
AL
of the contracts bctwoon,\tho Realty Cmm e € 3

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



: 24 o, . PR P 4
?/ ' )a*{ ; . ALy 7T, /’y ;:‘} LA A F /fl@/ A 3

I&hen of such-pledge of additionsl collatersl, the bank shall set
up & reserve from its undivided profits deo—-ecover-e-possible losse
in an equivalent amount.in-its-investment -im Merchants Netiomel

Reeliy Company.
2. Other real estate carried as such on the books of the bank. There

should be set up an additionsl reserve from undivided profits

qpivtlent to 25% of the carrying value of such other real estate.

/Mﬂw
/’ 5. Large lines, Ve still recommend the treatment of large lines in

substantially bthe-seme<faphiom as suggested in the Comptroller's

original requirements, with proper safeguasrding language.
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