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A Meeting of the Board of Governors of the Federal Reserve

Syst
€m
& "8 held in Washington on Wednesday, February 7, 1940, at
145 o
«an,

PRESENT: Mr. Eccles, Chairman
Mr. Ransom, Vice Chairman
Mr. Szymczak
Mr. McKee
Mr. Davis
Mr. Draper

Mr. Morrill, Secretary

Mr. Clayton, Assistant to the Chairman

Mr. Paulger, Chief of the Division of
Exsminations

Mr. Cagle, Assistent Chief of the Division
of Examinations

Mr. Dreibelbis, Assistant General Counsel

Mr. Clerk, First Vice President of the
Federal Reserve Bank of San Francisco

of o ra:is Was an executive session at which there was a discussion
q‘liranents Of "Comments and Suggestions concerning 'Comptroller's Re-
disc‘lssed With respect to Bank of America N. T. & S. A.' which were
Messrs 8 the Treasury on February 2, 1940". It was stated by

. Ec
les and McKee that they proposed to submit this memorandum

&tt

h

8 QOnferen

Yong ce which Under Secretary Bell had invited them to at-
this

T ty 8fternoon at 2:50 p.m. at the Treasury, with representatives
e D

Q“tie &:e&sury and the Comptroller's Office and the suggestions and
® Of the other members of the Board were invited.

th The draft wag read, paragraph by paragraph, in the 1light of

%nher °f the Comptroller's proposed requirements, of which each

aq
Previously been furnished & copy. With some minor changes
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i phT&Seology, the draft was accepted by the members of the Board

1 the fom hereinather set forth, with the understanding that Messrs.
%les ang McKee, together with Messrs. Dreibelbis and Morrill, would
attend the Conference and would submit this memorandum at that time:

"L, Capital. A requirement that the capital must
L Inereaseq immediately by not less than $35,000,000
that 00t appear to be unreasonable. Since it is believed
£ Such capital can be obteined only through the purchase
prefel‘red stock by the Reconstruction Finance Corporation
the Slnce the capital of the bank can be reduced only with
trolfmsent and upon such termms and conditions as the Comp-
the ST of the Currency may prescribe in the amendments to
1ncrartieles of association of the bank providing for such
any *ase in capital, we would eliminate from the program
uponreferen% to a subsequent increase in common stock
erfecthe Tetirement of preferred stock, which would be in
the . 81 attempt to determine in advance what should be
8 gy Mtal requirements with respect to this bank over
Stantial period of time.
lam % Dividends. We would prefer to attack this prob-
ans:re directly by imposing requirements which would
thyg 1229 Bank to rectify its condition and practices,

of Ving to the existing limitation of law the payment
1mp°sv1d°nd3 out of any earnings not used in meeting the
0 8 Tequirements. Consistently with this approach,

in arequiranent might be that bond profits must be placed
deprespecial reserve account to take care of losses and
to b 8tion in the bond account, and the excess, if any,
ing : Tetained as long as any preferred stock is outstand-
that funtil the Comptroller of the Currency is satisfied
to meﬁt 8 Mo longer necessary to maintain such reserves
Usg ¢ SUCh losses or depreciation and consents to its

oy other purposes.
°bjecti' Accounting practices. There is, of course, no
tences o0 to the first sentence. As to the other two sen-
Othep ¥ is believed that their intent will be covered by

nsuggzstions. . s
9 * LOSses. A large part of the losses set up by the
ilxla!giners in the 1last regorg of examination is represented
l&rg ing houses and other real estate which are also a

® Part of the emount classified in column III.
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"Concerning the Bank's banking premises, we would
:uggeSt giving consideration to requiring that additional
€8ery

eS be set up to the extent necessary so that the
carmng values o?‘ banking premises, as shown on the Bank's
Yooks ang in the investments in Merchants National Realty
Corporation, shall not include any 'write-ups® (i.s., any

Te8ses in book value not due to actual increase in
C08t due to acquisition of properties or to improvements
il Pemmanent nature) and that the carrying velue shall
10 Bclude any depreciation which should have been teken

8Ccordance with established banking practices during

. Period that the Bamk has been operating under its pres-
e Chart ey,
"C°n0erning the Bank's other real estate we would
“uggest &lving consideration to requiring that additional
:esewes Shall be set up to the extent of 25 per cent ?f
he S xXisting carrying values of all 'other real estate
of the Bank, whether carried on its books as such or as
r:nking Premises or transferred to and now held by Cali-
R Thig Lands, Tnec., Capital Company, and Merchants National
Bealty Corporation; that no real estate acquired by the
U she1) be transferred to Californias Lends, Inc., Capi-
N OWpany or Merchants National Reelty Corporation, or
Ty 3y other party under similar arrangements, end that
undl‘eal estate shall be disposed of except for cash or
e °T bona fide sales contracts with purchasers under
i tiong Jjustifying the expectation that such sales
:jfll be final, As soon as possible after the acquisition
B al,ly 8dditional real estate it shall be placed on the
p:k S books as *other real estate' and shall be ap-
. iseq by competent appraisers, and thereafter shall
Va) ® carried at an amount exceeding such eppreised

® Or the book value, whichever is the lower.

fupsy, O* Illegally held bamk stock. We suggest that
inrther Consideration be given to the question whether,h
Stoa. " O the terms of the option agreement, sale of tIe
thick 8 this time would be adventageous to the Bank. In
e : fOmnection, it might be well to consider imposing a
Coq“ Tement that if and to the extent that Transeamerica
st:poration shall fail to repurchase the National City
1 °k from the Bank, in accordance with the existing op-
R aﬁl‘ement between Transamerica and ;he Bankéltg;
Shall meke adequate provision for the remov
Stock without glzl'ejudice to any rights that it might

Sueh
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"have 8gainst Transamerica Corporation under the option
°0ntract.
h "6 Large lines. We agree that the progress that
° N %
as

€én made in the past year in liquidating indebtedngss
= Tensemerica and its subsidiary corporations should ed
continued, that the aggregate amount of these lines shoulh
Tought within the statutory limitations, and that suc
indebtedness should be adequately and properly secured in

@nce with sound banking practices and applicable

Tequirements. We believe also that the concentration
of cregyt in the Bank, depending upon the shares of other .
Pl98ely relateq banking institutions should be discontimied;
AUM e Siadie fooi1i o145 o4 Ahe Benc eFenla mot Ve wesd :
Tor the expansion of Transemerica; and that, with respect to
eusting loans representing credit used for that purpose,

" Hhere Should be a program for reduction and retirement. To
*his eng we suggest thet there be a definite understanding
"th the Bank aes to what associated and affiliated companies
a® Covereq by the restriction and that the aggregate of'
Lot Joans be brought within the legal 1imit of the Bamk's
rhe 0& power by July 15, 1942; that the stock of any bank
iy Whi ¢ Transamerica is substantially interested securing
e loans be eliminated by July 15, 1945; and, that no
similar Pledges be accepted. We believe also that consid-
ation should be given to the discontimance of further
cxtensi(’ns of credit by the Bank for the purpose of pujx;—
th&s 1€ or carrying Transemerice stock and to a provision
Lat 10 collateral value shall be assigned to such stock
Whep Pledged to secure other losns. e
t "c°nc81‘ning the A. 0. Stewart Line we suggest tha
Se Bq be required to continue its orderly liquidation .
of 3Ccordance with the agreement referred to in the gepgr
th : "Mination of Mgust 31, 1939, as having been m; eliyui-
d . Dank and A. 0. Stewart and which contemplated the dq
ogtion of 1,000,000 of such indebtedness before the erfl
U o in addition to eny liquidation from the sale o
tﬁz States Treasury bonds and other Govermment oblige-

8

8ceorqg

Ce : Real estate concentration. We have already r;ade
Ourtain Suggestions with respect to other real'estate n

for 2 ents and suggestions under '4. Losses. Non-con-

Capps 18 Te8l estate loans and real estate acquired og i
Shrrie in violation of section 5137 of the Revised tadu e
1110‘11d Teceive necessary attention. We have hed in min

th making our suggestion as to reserves for real estate

4 desiI‘ﬁ'bility of avoiding statements which might be

i1
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"
|
fol:c;rpreted as placing upon the Govermment responsibility

ey, T oed, immediate 1iquidation which might undermine
ket valyes,

Stan. O Self-insurance reserve. We believe that such
€ps Shou

Loga) 1 4 1d be taken as may be necessary to determmine the
Geﬂeraly of the transaction between the Bank and Transamerica
OBseg Corporation relating to insurance against certain
Such 4 Of the Bank. In the event that it be found that

the hai‘gnsaction was invelid the balance of the funds in
ety S of Transamerica General Corporation, after de-

£a B8 therefrom all losses peid by it, should be restored
the Bani, n

)
i °llowing this the Chairmen referred to the fact that Mr.

’ M G
+ G
" "00ini hed been in town the last few days and had been trying

ek

e
% " appointment with either Mr. McKee or himself and that neither
" MQKee nox

oy he had talked to Mr. Giannini but that Mr. Giannini had
ked to Mr

ot Clayton and that Mr. Cleyton had told Mr. Giannini that

o e
i b Pressing matters, including the fact that a conference of

T8 wag pey
X ng held, made it impossible for either Mr. Eccles or
' Meg

gy

L
° to Set a time for a conference. Mr. Clayton had reported
there ::ad Mentioned to Mr. Giannini in a telephone conversation that
Noy e been some conferences with the Treasury but Mr. Clayton had
®ated the character of the conferences.
Wy i :Z had a1so been reported that Mr. 0. K. Cushing had called
g ~ Mptroller of the Currency and had had a conference with him
whieh, :’iitney Seymour, Special Counsel for the Comptroller, as to
mantign ®Ver, the Chairman had been advised by Mr. Delano that no

8
q been made of a possible program, the discussion being

V
Ohfined 2

Utirely to the legel aspects of the hearing on the order to
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mecause' It was however, understood that Mr. Cushing had desired
M° S @ppointment made for an interview with Chairman Eccles or

% M(’Kee and no commitment had been made as to such an appointment.
N Both Cheimman Eccles and Mr, McKee reiterated the view that
- ulq pe Preferable for the Comptroller, the Federal Deposit Insur-
r: C°1'P°ration, and the Board, to present a common front upon a
thj::ed Progrem but that if the Comptroller did not choose to par-

: te there was reason to believe that the Federal Deposit Insur-
th:B::::Oration would join with the Board snd that, in any event,
i % Would have to be in position to confer with the representa-
“°tpr0p the Bank of America, as they were of opinion that we could
shmud berly refuse to meet them at some convenient time and that we

e
itelwpr Prepared to discuss the condition of the bank frankly with
beeo ®Sentatives in the 1light of what the Board would consider to

I'I‘ec
tive measures that should be taken. There was no dissent

yth
e ot
her Members of the Board from this view of the situation.

Thereupon the meeting adjourned.

: Secretgry.

Chaimman.






