
PBRSQKA.L AND CONFIDENTIAL 
December 11 , 1940 

Mr. I r a Cleric 
Federal Reserve Bank o f San Francisco 
San Francisco, C a l i f o r n i a 

Dear I r a : 

I was very glad indeed to receive the snapshot of yoursel f 
a s t r i d e a r i d i n g horse ev ident ly out f o r a morning's canter on one 
of the graveled roads? i n the v i c i n i t y of Stanford. I c e r t a i n l y 
agree w i th you that such a c t i v i t y i s much bet ter than r i d i n g herd on 
banks although unfortunately we have too much of the l a t t e r and too 
l i t t l e of the former. 

I see by the press and by the cl ippings you have sent on 
here that the S. £ • C. and our f r i ends a t 1 Powell S t ree t are again 
going round and. round. Each side w i l l indulge i n a l o t of extrane-
ous charges and counter-charges and whether the net r e s u l t of the 
contest w i l l be of any benef i t to the public i s extremely doubtful 
to my oiind. I s t i l l th ink that i f the Giannini s would make a s i n -
cere e f f o r t to compose the issues the vhole th ing could be s e t t l e d 
i n a very short t ime. One thing t h a t i n t e r f e r e s w i t h such a so lu -
t i o n , I suppose, i s the unfortunate development i n connection wi th 
the repor t of the Committee on the B. of A. premises. Under o r -
dinary condit ions the question whether the write-down should be 
£1.5 m i l l i o n or $5 .5 m i l l i o n would be purely a question of book-
keeping since more than s u f f i c i e n t reserves have already been s e t 
aside f o r the purpose. Against the background of S. E. C. charges 
against Transamerica, however, a $5 .5 m i l l i o n write-down would f a i r -
l y substant iate some of the charges where a $1.5 m i l l i o n write-down 
mould n o t . 

Since I am w r i t i n g t h i s l e t t e r on a purely personal basis 
I am going to ask you t o enl ighten me as to the meaning of the 
language i n the agreement providing f o r the Committee mentioned 
above. As I read paragraph 5 , the Committee i s to consider two 
things i n a r r i v i n g a t the estimated cost amount of each premise. 
These two things are included i n the f i r s t sentence of the second 
paragraph under 5 and are (1 ) the f a i r value of each premise a t the 
time o f a c q u i s i t i o n and (2 ) the spec ia l conditions which had to be 
met i n f i x i n g the p r i c e pa id . The next sentence says, "From these 
considerat ions, the Committee s h a l l determine e t c . " This language, 
unless g r e a t l y modif ied by understandings extraneous to the agreement 
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i t s e l f , leaves the Committee a considerable d iscret ion i n f i x i n g the 
value of each premise. Ho doubt i n many cases a f a i r value of the 
premise a t the time of acquis!t icm would c a l l fo r a drast ic w r i t e -
down, whereas a consideration alone of the special conditions which 
had to be met would j u s t i f y the present carrying va lue . Suppose a 
premise i s on the books a t $1 m i l l i o n . The Committee might f i n d 
tha t the f a i r value a t the time of acquis i t ion was $500,000. I t 
might also f i n d that i n order to acquire the bank i t was necessary 
to pay $500,00 more than the asset value. Conceivably the language 
of the agreement would permit the Committee to f i x a value anywhere 
from $500,000 to $800,000 but i t would not necessari ly have to be 
$800,000. I n discussing th is matter wi th Governor KcKee, however, 
he would take the posi t ion i n the example c i ted that $800,000 would 
be the required f i g u r e . He appears very posi t ive that the "special 
conditions" i s cont ro l l ing . I f , on the other hand, there i s the 
d iscre t ion which i t seems to me the language of the agreement im-
parts t o the Committee, there i s no basis fo r a charge tha t the 
Consulttee i s not l i v i n g up to the agreement or t h a t the f i n a l f igure 
must be a r r i v e d a t i n Washington since the agreement c l e a r l y says 
tha t a major i ty of the Committee s h a l l be binding. The only ground 
on which the Committee might be charged w i th departing from the 
meaning of the agreement would be one that i t had e n t i r e l y ignored 
the "specia l conditions" and had based i t s f indings so le ly on the 
f a i r value a t time of acqu is i t ion . I n the f i l e of correspondence 
between yoursel f and Messrs. UcKee and Dreibelbis I do not f i n d 
tha t t h i s matter of d iscre t ion i s recognized. I note from your 
wire of October 9 tha t i n your opinion the Committee have not de-
veloped s u f f i c i e n t information to estab l ish the current va lues, 
e t c . This of course would subject the Committee to a charge of 
v i o l a t i n g i t s instruct ions but on an e n t i r e l y d i f f e r e n t ground from 
the matter o f how i t s h a l l t r e a t information once i t has been de-
veloped. I am mentioning a l l t h i s to you as I am f e a r f u l tha t the 
posi t ion taken by yoursel f and Mr. West, w i t h which I am i n f u l l 
sympathy, cannot be defended sole ly on the basis of the language i n 
the agreement, whereas I f e a r t h a t the posi t ion of the major i ty of 
the Committee can be so defended, providing, of course, they can 
show tha t they had developed the necessary information before exer -
c is ing t h e i r d iscre t ion i n establ ishing the estimated values. 
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As i t i s near t he Xule season I wish t o take th is opportunity 
to wish you and Mrs. Clerk a very merry Christmas and a happy new 
year . And may I add tha t I hope that 1941 brings you more and 
better horseback r ides on that handsome mount. 

Tours s incere ly , 

Lawrence Clayton 

L C / f r l 
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