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leo••' of o:r.uiAaUono of Jl&llll: of Aaorlca WaUonal 
!rut ad la•l.llc• .UooclaUon &lld. llult of halT 

.Book 

!rut &lld. la•lnco .UooelaUon - 9/ZJ./3a. ......... 368 
l&roo {Ooeoral Oouool, Co11J1trollor of Curr•q) 
_,..,,. 011 Cllarloo V. Co1Uu, 11ow a Horaq tor 
Jl&llll: ot .U.rlca &lld. toraorl.r Deputy CoiiPtrollor of 
Cvr•q - 9/2l/3a ..................... ... ....... . 

a ) Ollpballt chld.oo Baroo tor ootab11oh1nc 
1 111d.opolld.Oilt llno of co..unicatlon • . ...• . ... . 

b) Coll lno tollo upbaa contoronco botwoon proolllt 
poroollllol of Co,..t rollor ot Curr011cy' o otfico, 
llario Oiannld, &ll4 Jbnooll 0. Satth "would. 
pro4uce re•ulte• - 10/23/aa ......•.•••.•.... . • 

J..O, St ..... t - \'r&llaaaerica Corpora tion COIIUCtlon ao 
ro•oalo4 by flloo of Socuritloo &ll4 bch&llco 
Co.-iotiOII - 9/ZJ.f3lJ,. ..... ,,, ... . ..... , .. ,,, ..... . 

a ) lt lod.oral Reoeno .Board. 4o .. not toke action 
wltblll ton 4&7o, HKJr will oorlouoly conold.or 
d.l ocont lnutnc tbolr franch1oo ao troaoUJ"T !local 
oconto - 9/Zl/3a. 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 

1) n., (Proo14ont, l od.oral Rooor•o BaDk of 
Sea l rancioco) ln Vaohln~on and. R&llooa 
ouccoot o that BKJr ooo hla- 9/22/3a • ..••• • 

a ) CoeToroatloll 41ocuooo4 with !roaoUJ"7 
croup - 9/22/3a •.....• ...•...•• •••••.• 

2) Pooolblllty of lodoral RooorTo Board. actinc 
11 !roaiUJ"T ha4 not tolcon 1n1U at1To 
41ocuooo4 by IOIJr, Hanoo, Oliphant , Uphaa, 
&ll4 Oaoton - 9/22/38,. .. ... . ... .......... .. 

O' Collllor contoronco with KMJr on pooolblo rooppoint801lt 
ao CoiiJ>trollor of Curronq 4oocribod to lanoo, Oliphant, 
Uphaa , &ll4 Oaoto11- 9/2l/3a • .• • • ....••.••••••• •••..••• • 

HKJr' o talk w1 th FDil 4ur111C which Prooton D.lano to 
rocoaaoo4o4 by HKJr- 9/22/38 • •. ••.•. ... .•••••••••••... 

a ) 11phaa t o bo Deputy Ooaptrollor 
b) RMJr 4ioappro• • • Oaoton' o ro~uoot to larl¥ that 

D.lOAo bo 14ont1f1o4 with Kaooachuootto rather 
than C&lltornla on coaaiooion- 9/22/3a ••.•••..••• 

c) lccloo' l otter of concratulation t o HNJr - 9/36/38 •• 
4) Lepllty ropor tod. 011 by llphaa - 9/2f>/3a ............ . 

.Uolot&llt SocrotaJ7 of \'roaoUJ7 1n charco of banko 
41ocuooo4 by lDI an4 HNJr - 9/22/38 •••••••••••••••.••••.• 

a) HKJr will not oppooo 1114op•4•t aconq kllovn ao 
eo-tooionor of Jl&llll: b&aiAaUono but ho will 
opp010 haYillC i t u4or fod.oral RoiOrTO •.•• ,, •• ••••• , 

Conforlllco botvoon 1're&OUJ"7 croup .,4 Socur1Uoo &ll4 
h ch&llco Coaaiooioll- 9/32/38 •• • •••••••• . ... . ..•.••.••. .. 

a) ltowart-1'r&ll.....-1c& Corporat ion collllootion 
41ocuuo4 

Co11J1trollor of o.rr•OT lottor of criU oloa ca report of 
oxaainat io11 of Beak of Aaorlca - 9/23/38 •.•••••.••• • •••.. 

a ) Copioo o•t to R&llooa, Crowlq, Joaoo, an4 Jlouclao .. 
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Bank or .berlea - 1 
Book P~e 

A. O. Stewart; Reeuae• of exaa1nat1ona . .......... .. . 
a ) ~cleo ursed to clean up oltuatlon lmsediat ely -

9/27/38 •.••.••.•.•••.•.••.•... .. .•............ 
1) Steva.rt reoi~nat1on in htuldo o f Pedtral 

Reaerve Board - 9/29/38 .... ....•...•..•.. 
Angl o-California Nat ional Bank: Conference on talkl 

between Actin& Co•ptroller of Currency. Cbief 
Nat ional Bank lxaalner, Xortlser Yleiabhacker, and 
Paul Hoo•er ..... ............. ........ ............ . 

a ) ~ urgea tb&t letter go out bofore October 1 
eince dlYldend will be declared on thAt date -
9/28/ 38 ..• .•.... •. ... ••.•.. . ......... ......... . 

Giannini and Pederal Re1erve Board exchanse tel•Kr&ma -
9/27/38 •.• ....••••...•.......... •.•.....•••• ..•••.. . 

Diggs ' letter or rel i~ation r eady- 9/29/38 • ...••.. . . 
a ) Resignation diiCUiaed v ltb Early- 9/30/38 • . .... . 

Oppegard •vt ll give cont1derat1on• ~o re~ueet for 
realgoat1on - 9/29/38 ...... . ..... ......... ....... .. . 

358 

An~lo-Californ la National B&nk : Co~terenee: pretent : 
Treasury group, toa X. Sm1tn, Delano, Je111 Jonea, 
Sedlacek, Crovley , RAnaoa, Husband• ( Reconat~ctloa 

Finance Corporatioo),and Folger - Y/30/38 ••••.• ..... 
a) Item• of cri ticlem liated ...... ............... . 

Bank of k>erlca reply to Comptroller of Currency letter 
adnr eeted to Board ot Directors under date ot 
September 23 , 1938 - 10/1/38 •...... ... .. ....•....... . 

Anglo-California llo.Uonal llank: Upham, at Actlns 
Comptroller of Currenc7, aenda letter ot crit icism 
baaed upon report of latest e~~ation to Mortimer 
Flelohha~ker (Chairman, Board or D1rectorl) - 10/3/38 .. 

a ) Conference to dtaeuaa selection of Coc=lttea by 
alate to eonttr vttb lfreasury dlacu.aa.cl b7 
'fTeaaury group - 10/6/38 . ........... . '.: ......... . 

b) JL~aver froa V. i . Buc< (member of ~oard of 
D1rectora) proml1lng cooperation- 10/12/38 •...... 

c) Sedlacek reports on reclaas ificatlon of crltlclsed 
asoeto - 10/12/38 .. .. ..... .. ........•..•......... . 

Bank of America Nat ional Truat and Saving& Ateociatlon: 
Op lnlona of Lou\ a Fer rari· ( Vice Pr ealdent an4 Couneel) 
on purchase and tAle of real estate and on loan s listed 
by Co:ipiJl>ller aa exceed In& lt•l ta on capital roquirementl 
for oatlonal b&nkl, etc. - 10/10/38 • .•....•••••.... ...... 

An,lo- Callfornla National Bank: 1oley reporta on trip to 
iJ>notlt;ate - 10/ 10/38 . . ............ ............... ..... . 
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Sopt .. ber 21 , 1938 

In re: Banlc of Hal;r llational Truot and Son~ Auoclatlon, 
San hanchco, callforn.ia. 

. Euained June 20, 1928 t o J.ucuot 11, 1928. llo letter of crittcha 
wao wrl tten on thlo report and no board ..,Ot1"f> "'' held b;r eDIIiner but 
m&ttero of critic1o:a were d1ocu11ed b;r hill with Prllldent l!n.cigal.upl and 
Vlce-Prelidento Mount , Blauer and Gock durl "f> examlution. 

f 

Enmlned Decen~ber 14, 1928 to l'ebruar:y 16, 1929, llo board meottac 
hold, Correopondence file for 1929 ahowo that Vlce-Prooident A.W. Hendrick 
co.llod a t thlo office In January or J'ebruar:y and diocu11ed with the Comptroller 
t ho matter of the bank'o granttJlfl oecond mortgage loano In critical caooo. 

!'lxaalned ~in April 8, 192!> to A~J&v.at l, 1929, lfo board aootl"f> 
but allah crt tlclsed by e,...ioer were renewed wltb nca-Preoident Goelt and 
bil oubord1natea. SUbjocto of e:raainatlon d1oeuoood with adaintotratln 
otttcere. 

Examined Docoober 31, 1929 to April 11, 1930. lfo letter written to 
tho bank but Chief !D.aliner Bo.rrio in a letter dated June 17, 1930 wao ginn 
oxpreoa pormlaolon to diocuoo tho bank 1 a affaire with Yr. Elioha Walker, 
Cho.irman or tho Board of Tranoamerica Corporation and In doing oo to dloclooe 
tho nameo of borrowere and tho collateral for ito loano, 

llxaalnod June 30, 1930 t o October 28, 1930. Consolidated with Bank 
ot Aoleriea of Calltornla, San h anchco, !lo,..,.bor l, 1930 and title eha"f;ed 
t o llanlc of J.aerica lbtioul Trult and Sawiap Aoooc1U1on. 3Jai:Unatlon wu 
llbdo of the State bank troe Sep tember 24, 1930 to Oct ober 31, 19:JO and detailo 
ot t ho coo.oolldation roctuirod a great deal of work b;r the Cbiet' -nor, the 
field oxaeinoro and thlo office. 

No letter wao written to the bank but tho oxo.minor atated in hie 
r eport that a meeting wao to be bold with the executi•o committee on No•omber 
13, 1930. 

Bank of .America National Truot and Suingo .lllooiatlon, 
San :Francisco. 

!baz>ined february 28, 1931 to lla.:r 5, 1931. Col>fereoce bold b:r 
Coaptroller in lin York wl th Tr&Doameriea offleiala on lla.:r 28, 1931 relatl.,. 
to utter of pronding for loooeo in llank of Auric&. Report thereof mde to 
Chief .lualner on 11a.:r 30, 1931 and he wao lnotl"'lcted to diocnoo .attn t\l!'ther 
wi th Yr. ~onat o! Tranoaaorlca. 

Letter of erH1c1 .. dated June 5, 1931 nddrouad to Board of Dlractoro 
In connection with thio report, ouppla11antad b:y a le tter dated June 8, 1931 
lipid b;r t ho Comptroller in which a change in oana«nant l n the Loa A"f>elat 
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Branch wae urged. Chairman of the Board, Wr. Jas. A. Bacigalupi conferred 
with tho Comptroller, Kr. Polo, about subject matter of office letters and 
a ssurance given in l etters from President Uount dated June 10, 1931 and 
Juno 12, 1931 that el imination of loss items would bo effected and the~­
mont of tho Los Angelos office •re-vamped' . 

2 

Examined Auguot 31, 1931 to JBllWlry 12, 1932, No letter of cri ticilm 
based on th i s report. Examiner in confidential section stated 'All criticisms 
of major importance will be closely followed by this office in an endeavor to 
effect correction• . Air mail report of Acting Chief Examiner September 29, 
1931 advises of d&il y discuooiono with Governor C&lkina of the Federal Reserve 
Bank re bank ' s borrowings. 

Exami ned March 31, 1932 to July 23, 1932. Following letters have to 
do with t aking care of losses in !ank of America: 

Letter dated January 27, 1932 from Comptroller to President of 
Transamerica Corporation referring to recent examination of !ank of America 
~nd requeating that the Corporation protect the bank against l oeses ehown. 

Another letter to Transameric& Corporation February 8, 1932 dealing 
wi th same eubject - (from Comptroller). 

Letter from l!r. llarr18 to Bank of America February 8, 1932 request­
ing that l osses shown in l aat report (August 31, 1931 to January 12, 1932) be 
reooved. 

Letter fro:n !.lr. Barris February 19, 1932 to Bank of America regard­
ing prompt liquidation of Corporation of America obligations. 

Letter !larch 29, 1932 from Yr. Harris to Board of Directora , Bank 
of America roqueeting informa tion regarding obligations of the Corporation of 
America to the Bank of America. 

Auguot 13, 1932 memorandum of cooferenee which Examiner had with 
!Lr. Giannini. Regarded as a suppl ementa l report of examination completed 
July 23, 1932. Request made that losses be charged off. Yr. Giannini exceed­
ingly arbitrary and practically re!~sod to carry out examiner's suggestions 
except so far as they suit him. 

Letter of criticism dated September 27, 1932 on report of examination 
(l.!arch Sl , 1932 t o July 23, 1932) a sking bank to adviao progress in correcting 
examiner 1 a criticisms. , 

On November 14, 1932 repl y to letter of Septeaber 27, 1932 reques ted. 
4pology from bank on October 20, 1932 for failure to r eply. 

November 21, 1932 memorandum for llr. Barris from Examiner Price 
regarding Mr. Giannini's arbitrary attitude re charging down t o apprai oed 
valuea real estate loana and ro Mr . Russel Sm1th 1e call e t hio (Pr ico'o) 
of fice to discuss a revalua t ion of notes purcha aed by and included in corpora­
tion of America contracts . 

Examined Noveaber 9, 1932 to April 12, 1933. Letter of criticism 
wae addressed to the Board of Directors on July 19, 1933, and request was 
made that a reply be furnished over thei r individual signatures. However, 
Mr. Giannini replied t hereto under date of August 5, 1933. 
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ll:&u1M4 ~1 10, 19llll to Oo\o'ber ._ ltllll. ~ef lUi~ II* 
I:IM1De<r Med!ep4 1a IOI'ftH1ac npen ea ._Hr 14, 11111, Nl IM .. , 
ao ao\toa 'be UbD '""">M>M u _..._ • '•U• - U.. Ia ,...._ .-6 
ihl- np•t -u 'Ill I'III4F tor -.iliac -lF 1a Jllt..atr. 

-·- ~-'1111' 11, ltllll \o ~~ l.ll , liM. tid• ........ -l'l'ri•- liJ' ~~~ llaU~ Joalr: ._._ ....,.,. wUia Pnet,_t ?lal'l'1tlll .-6 

otlaar offtoen followtac tlaa '•''•• • · ~al M\ 'lllliiC a?",..•• 
eo.t- MU 1a t?ale amoo wUia ..,, o•c-r, Cootp\rollwr; 

llr. 01aaalat , llr. Co111al u4 .... Clal'7, l'1-l'ree14n' et tile 'ball: oa 
J-'rf 36, liM. 

.&Dotlaar aoatareaoe .. bol4 ta UU• offioe Ja'bru17 t wt t1a • · 
Jolpr aa4 llr. Clar7. 

lza•h..t Jau 22, liM to Ooto'ber 13, 19M, lo laUer of crtUotoa 
ba,.4 oa thlo report. ls.oap\1oa ~ '117 'baak to cerWa of ezaataer'• 

3 

cl a .. ttlcaUou ta lattan 41\14 l""oaber I, 19M 1441'10114 to Jzaaiaer leba. 
Coptu .. .,. foi'WIU'4a4 to tllb otfioe '?17 till ctdaf Jzaataer. llr. Balla -
l a ter oaplo:f*l liJ' t1aa 1>aak to tile ....,..1 \7 of Tlc.-Pral14aat aa4 oUll occ.pt11 
tile ._ poli Uoa wt tla tile 'b&ak. 

--Jlbi'UI'J 11, 1936 to llq ~. 19llll. Platten 411cuaol4 • 
wtth n ........ c-"'"'· 

Copr of letter f'roll llr. 01aaa1D1 to llr. Jehe ;r_, 9, 19315 I'U­
IIitttac 1ato.-at1oa abOilt baalt1o coo41t1oa. 

lecor4 of llr. 01&1U11D1 1o coafereDCa 1a .April, 1936 w1 tla P?r. Ooqll 
re pll.l'<)haoa '117 Baalt of Allertca of Aloertcea ~t C011P1107 of Saa Jraaohoo 
aa4 1DC141atallF allov.t capt tal ltl'llCtul'lo 

'balo1al4 Octo'ber ?, l93S to Jllcoa'ber 6, 19315. lleport 4hcuael4 w1 tla 
Ceural J1aaace ~ttae. -1- .ApHl 71, 1936 to loT...,..r :M, 1936. llepon 41ocuaal4 wttla 
Ooaeral Jtaaace ~ ttee. 

Letter of crt ttoiaa 1441'1 .. •4 to •· Gtaaa1111 u Claai.-a of \M 
11011'4. Baalt of .AMrtoa, aa4ar 41te of Jllcoa'ber ~. 1936, t11<1111 ap coo41 tlou 
ratlaotl4 '117 report of azaataa.Uoa c-letl4 IOToa'ber 34, 1936 aa4 41eapprowt-. 
fUrther e:t:pQaioa uttl u .. thfaato'rf ooo41Uou ban 'be., correcte4. 
Refen~~ea 11 M4e to thlo la'tar to a call b7 Tto.-Prao14aat Clar7. 

llr. ot&IUiiat repl1a4 u4er 41\1 o.f ~•r 34, 19:16, atre....,...l7 
o'oJocUJII ta \M poUo7 of ....,Urtac a 41poo1"'oep1tal ratio of~ to 1. 

_...., OoM'Mr u, liM t. ..,.. aa. 1117. ..,..,. 41,._.,. wta 

Oaera1 n- Colld'too. 
tel....-:aa-'Mr 10, liM '111'- •· o•c..- .,. llr. lH-.S 

&n'eiiC1IIC far • _,_ nn• .... 1a J-ro 
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J:ualu4 April 20, 193'7 to ~ot 1?, 193'7. Jo board -uac bel4 
b1 o.DIIlner, but all aatten of cr1Uclaa wen re'fiewM b1 hla wUh Jxecv.tl._ 
!'111&1lce Co.,.Utee reepoadble tor all crecU te ot eatlre o,atea. 

Jc letter written on report. 

Jl:r.ealned AlJ4uot 31, 193'7 to April 20, lt38. Jo letter ot cri tlcloa 
baoed en thlo roport. J!xa•luer ro'fiowod all aottere wlth bocutlTo !'111&11Ce 
Ca.atttoe reoponolblo tor all crodlto ot the ontlro 11etoa. 

llr. J'olgor dlocuoood oltuatloa wl th ltualller Sedlacolc durlac hle 
'fiolt to SaD J'rancloco tho letter part ot lt3'7. 

Contoronco hold b7 lbaalaor Sodlacolc wlth llr. Glaaminl and detailed 
report thoreot dated Doceabor 31, 193'7 tocothor w1 th a letter c!.ated Decoabor 
23, 193'7 turnlobed thlo office for 1101 lD coD.DootloD wl th ltr. Gi&I1Dlnl 1e coa­
t oaplatod 'fiolt hero earl1 1n 1938, 

4 
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Inter Office Co=municat1on 

September 21, 1938 

ro: 11r. Oliphant < throll&h llr. J'oley > 

:!'BOll: Ur. &roe 

l!ecornnduo of contereDCe with 1/r. Chcrlea 1. 
Colllno, AttorneJ for Ban& of jmerica Xational 
Savift6a and Truot Ccmp~. 

Ur. r.hcrlea J, Collino, foroerly ~tJ Compt roller of the Currency (about 

ten :rears bOOk) and now an attorney in priYate prlloCUee, called t o oee 1/r. 

Cough, Deput:r Comptroller, t hia mornint~ with refel"CICe to the Bonk of 

America 1114ttera and Ur. Cough aent him ~ to see me. 

I knew l!r. Collins when he wac here as Dlput:r Comptroller and I he,.. been 

in touch with him from time to time since then and he indicated that he 

felt that ha could t alk r a ther frankly. I believe it will be fo~te it 

llr. Oolline 1o retained 1n t hie matter inaamuch u I think that we can 

alwqa deal with him aat1$!l!Ctor1ly UJ>On en underatandinti baaia. 

He at o.ted that Giannini has a aort of •persecution complex" end belle••• 

t hat he 1& bei.ng persecuted by the office, either f or personal or political 

r eaaono, or both. He at ted t hat he knew from hh past connection• with 

the office and fra:~ hie ltnowle~ of and eccrwuntance with the peop le 1n 

the office t hat t hia wo.a not eo and that en:r action we were tekintl or con­

templo.tint~ ~na aol el;y from t he otendpoint of performance of our cuatomary 

functions incident to the superviaion of the atfairo of the bane<, and that 

t he criticiaa, etc., that "" 101£)Jt haYe were routine i n the aense t hat it 

1o the practice of the office to l:>eke criticiaa of what we consider 

unao.tiofact ory conditions. In other worda, he a tuts off with a frl'll!e of 

mind indicnti!l4 that he underato.nde we are merely tr:rintl to do our duty aa 

... aee it . 

He further atated t hat he recop izad clearly that t he :!'edaral :Retena 

Bonrd has no jurisdiction a t thia t ime in Yiew of the p reoent at,;te of 

the record and that thero could be no hellring before the Board b:r l!r . 

liiannini coDCerning the lllt\ttera About which thia office hN compl alned or 

r a ioed question, and that 'llDtil we file a certificate under Section 30 

there 18 nothint~ before the Bo..rd. He atated moot emphatioally and 

poaitivel)' thnt he wae going to adviee 1/r. Ciiannini b:r long ditt~U>Ca 

telephone when he returned t o hie office atrongly to that effect . 

He further otAted thAt he tbaucht it waa nry fooliah on the part of the 

bnnk to get into a controverq with thio office concernintl ita .tfairo and 

thAt undoubtedly the but thiiiC to do W'OUJ.d be to worl< aut a =tuall:r 

oatiofactor:r oolution of the oituatton and the Yarioua queationo which baYe 

been raised. 

6 
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lie inqUired ao to what caur.e of a.etion ,.. cont-lated tall::1ng IUI4 I 
84vhe4 b1lll thAt that nmained for tha· futuro to dnolop IUI4 that a 
sreat deal Upended U90n the at t1 tude tel<an by the baM 1n reoponoo to 
the critichme and ~Dg&~etiona which our eXI!IDinera Al1d the office lllif:ht 
I!Uike. 

It ""'" IllY v.ndaratnnding tbnt be would contact me later after he baa 
talked to Yr. G1ann1n1· 

(Init1cled) G.l'.ll. 

·. 

7 
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TREASURY ll!P ARriiEN'l' 

lll'l'XR On'ICE COJ.WIICAXIOII 

Septeaber 21, 1939 

'1'0 llr. Oliphant (t~hllr. J'olq) 

FROtl llr. :Bnree 

L!e1110rnn&mt of further conferences 
(oubeequent to the one of tb.io IIIOrnin&) 
wit h Ur. Cbarleo w. Collins, Attornw,r 
for llank of Jlleriea l!Ational Savtng. 
& Trust Co::!!>aq 

Ur. Charles W. Colline, At torney for Bank of America Na tionAl 
Savtneo & Truet Ccmpney , called 'QPOD mo ..:ain tb.ie nfternoon (cv former 
conference wno covered by a mer.>ornn&mt tl11s morniJ18) nnd etnted tbnt he 
had t allced on lo)l6 diotallCe phone with the son of llr. Gionnini and •rith 
llr. Russell G. Smith, and that tlllly had outhor i•od him to MCertain whether 
arrongementu collld be mode 11hereby inot ead of procedure being taken \IDder 
Section 30, the be.nlc: would be i'urniehed in ..-rit iD« with the opecitie 
criticiG:lll of the nffaira of the bon:.: , and a definite en=eration of the 
etepe wb.ich tllll office c!ee=ned neeeo• ouy to be token by the be.n1c: to ceet the 
roquiremente n! the office. 

!!a enid that he had Moured tl>em t'ho.t there rra.s not the elighteot 
veotige of pereonnl persecution or of pol1t1cnl motivee bnck of the critici~s 
by tb.is office of the nffeira of the bon:<: and thnt tbio of!ice wee merely 
tryin;: to take ouch otopa aa eeemed to be neceaoouy to 1n0\U'e thnt the bnnlt 
wollld be !)llt into proper condition accordill6 t o good bonking otandnrW. . I 

8 

told hi!:! t hnt while I wcr.lld ban to t ake t ho, :lAtter 'UP with the proper officinla 
in tho office, I he4 no doubt t hat an ndJuotnent of tbe whole catter collld b e 
rocchod if the blllllc """ willing to ""'et the requirl!:!enta of t be office, nad 
tbnt I thought 8\lrlly the office would be willine to aubcit i n m-iting the 
r equirements to be met in line with the criticiema by the oT..ominere and aa 

a realllt of t ho e-inntiono made. 

!!a oeid he wanted to £0 back to b.is office ond teleybone them 06nin, 
.-hlcb apparently he did, 1n t hat he hila j ust now phoned c o ( Bp)>roximD.tely 
4 :10 p . m. ) t hat be bnak, acting through !lr. Giannini 1 o oon end throu&h !lr. 

P.w!aell G. St>ith, 110\114 be glad t o t ot in writing a specifica tion ot the 
criticisms aa a bnoie for trJinc to ceet tbe requirement• of tbe office. 

He nloo ota ted that be had been autbori:ed by tba bank to contact 

the Federal Renervo :Boo.rd and ndvioo them thet the tolegr&m "hich they bnd 
heret ofor e received from Ur. Giannini, requesting n hearing before tbe :Bonrd,­

co\lld be ~.&nored. !lr. Collina eaid that be had flllly expleined to t~ t bet 

tbere ,...,. nothill6 before tho !loard for action nad thAt there """ no occaaion 

for action a t tbio U :::e by the :Board. 

(Signed) G.P.:B, 
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September 21, 19~ 

Shortly attar 10100 a . m. Mr. Hanes called """ and 

asked me to go to Judge Be&ly' a ott1oe in the SBC to 

look over aome -tarial they bad pulled out ot their 

tilea with reapact to Tranaamerioa and A. O. Stewart , 

at al . 

Judge Healy gave me the attached copy ot excerpts 

from stockholders meetings and apeoial board meetinge 

and organizati on meetings of Transaaarica Corporation. 

He gave me aoceaa to a tile which included 

(1) An Auguat 12, 19:50 plan ot raorgani.zation 

ot the propertiaa and affairs of the Kansaa Ci ty 

Joint Stock Land Bank ot Kansaa City, Missouri. 

In this plan the Deposit Agreement Committee, 

consisting or w. s. McLucas, at al, entered into 

an agreement with A.o. Stewart for the reorgan­

ization of this bank. Jo Zaoh Miller aerv~d aa 

saoratary or thia Committee . 

(2) A January 29 , 1931 excerpt from Trans­

america minutes , Volume I, Page 165, in which 

A. O. stewart agreed with the bondholders ooa­

aittee or the Kanaaa City Joint stook Land Bank 
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to b~ bonds of t he reorganized institution-­

payment to be made upon presentat ion at Trans­

o.mer1oa Cor porat i on, 44 Wall Street; and a 

guarantee by Transamerioa Corporation of due 

performance by A. O. Stewart. 

(~) A January ~1 , 19~1 plan for reorgan­

ization of the Bankers Joint Stock Land Bank of 

L!1lwaukee. 

( 4 ) A February ll, 19:11 excerpt f r CID 

Traneamerica minutes , Volume I, Page 167, 

guaranteeing due perfornance by A.O. Stewart . 

Upm 
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hz11 11· liM Oa at e\1M Mntty 

.. I(GOJ'a. 

y.u 1.3 l!p o--'W'M Mntw 

(Dlreotore r Je~, !)rut, lla•r, L. 1!. IH-'•', 
locq..,. .. a, l!orrhh, 1.. P. ~lunbl) 

1leotecl otnoen r 1. . P. ~laailll,Obal!IIM 
~ .... , Pr .. lclftt 
C.~ro Tloe-preolcl .. t 
~olt • 
tiooo tree..,...r 
boor&ft 6eoreta17 
.bc1rewe l.oot . ! rMn.rer 
.b&nwe l.oot . Seore*&17 
flaaher • • 
~ .. 
I . 1.. Sllltlll ' ' 

lat p. up .. sial lg&r4 Mte\tac 

lleool.-4 to clloooln, .,.. oall oft lacle'btecluoo a.. to 
tru-rloa ~ural BolcllJI« Oo.piOIQ' froa ,...,....rloa 
00l']>OJW.Ucm, aD4 cllotrl'tnlte aueto. 

"'• m. 1'P Sptsial Jetnt MMtW 

l~r reoJ.cllecl ao cllreotor, ao cllcllolct'&llo. 
lliooo eleotecl • 
b4rewa • • 

• 0 ftle Ollail'll&ll etatecl tbat tru-rica CorporaUoa bac1 
creclltecl t-rioa ~ral !olclla« Oo.piOilT throQP cvrellt 
_, ao of 1- 30, 19:5:5, rl\b tbe .,. of $U,666,639.13, 
&llll - pel \hlo - to tba illno-.t of t..._rloa Corp. 
ill !-rica Gelleral !ol.U.ac Oow,.., tor tho pv.rpoM of 
lrailclloc liP u.o ~- ot t -rioa ~raJ. lle>ltiac eo. 
lle fUrther otatecl tbat t ........ rloa ~ural Bolcllac CoaJ*IT 
W nqolll4ecl t o thooe elltrleo aD4 W charpcl 'rna-rica 
Col']>Or&tlOil t hroup lllter-oOII)IUIT acaoaat ...a.r elate of 

1J. 

J'alle 30, 19:5:5, rlth the oalcl .,. of $18,1166,639.13, &llc1 bac1 
oreclltecl the - ... ,.., to palcl- lll ourplu.• (Cikehocl OOTOrlJIC 
Jo1U'II81 .. t riee . ) 
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"!be Cb&i,_.. otate4 t.bat lla4er date of llaroh 1, 1932, \hio 
Corpora\loa bad po..rcllaoe4 fro11 'fran-rica lorTico Corpora­
tion tor a total conoidoration of $3,834,591.13, tbo to1lcwlllg 
proper\7 at ,.aluo lndlcate4: 

1 . a. lllchh and 1ntoreot ot 'franl&lllr1ca lorT1co Corp. tn 
tbat certain egre-t ado on 12/15/31, liT and between 
latlonol Coa .. orolal ProperUu, Ltd. (now 'fran-rica 
Sonlco Corp.) and .1.. o. Stowort, rolatlll& to tho oalo 
and pu.roluuo of 201 , 423.90 oboroo of Hock in J'arm 
llortpeo Bo1dlllg Co. of :ranoao CltT llo. and to other 
•ttoro tberetn epecifica1l,y 11t forth. 
fal u $2,500,000 $2,500,000.00 

b, lDtoreot rocoi,.ab1o under oaid acroo­
Mllt fi,833. U 

2. a. lo \oo uoc:utod liT J.. 0. Stewart 

ll. lDtoreot racehall1o on oaid IIOCOo 3,093.49 

"l!e turthor otahd \hat oottlo"!!llt for thh pu.robooo bod lloen 
made tluolljlb 1Dhr-ccll})&ll7 a ccount with 'fran-rice Corporatioa 
and that 1t wao addoable tor thh Board of Directoro to 
appro•• the tranaactlon. • 

l!a.t 19. 1932 _ Special Board IIUU!Il 

1 The Cbtl.iN&n otahd thet under dato of lola¥ 18, 1932, thh 
corporation bad oold to Inter..Contlnontal Corporation for a 
total oono14oration of $3,885,426.46, tho followlllg ltoao at 
,.al ueo i.ndicetod: 

1. •• 11&Jito and tnterest of !ran-rice O.neral lloldill& 
Co, 1D that certain a&J'UMilt ...,., CD 12/1&/31, b7 
and botwoOD latlollll eo-rclal Propertho, Ltd. 
(DOw !ran-rica lorYico Corp.) and .t.. o. sto .. r t , 
ro1atlllg to tbo aalo and po..rcbaoo of 301,423.90 
obaru of otoclt ill J'anl llor'-• lloldl.n4 Co. of 
:&:anoao 0 itT, llo. ODd to o t hor • \to ro tho re 1D epee i-
tlcaU7 oat for\b. 
fal u $2,500,000.00 $2,500,000.00 

ll. llatoroo\ roeolw.lllo under oa14 

acro•-h U,333.M 

a. •• Jotoo oxooute4 l17 J.. o. Stewart 1,326,764.35 

ll • Iatoroo\ roool,..lllo on oa14 aotoo 30,328.ti6 

• 
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Jen, 10, US2 

(r-rioa Corporaticm bolder ot &l.l 10, 000 alla.No). 

Cbali&..S - rr- ,....._ria& :t:AallftDoe BoldiJlc co. to 

'I'IWiSAIII!:IU C.A. Ol!lll!lli.L IIOLDDIO COIIJ' .An 

April 18, 1812 Orpni&a tiCD KeetiDe; ot Boar<! 

(S.lgrano. Blauer, Booqueras, A. P. G1azm1Jd• L. 11. Gi••'n'• 
Grant, ODd llorriab) 

Ottioero eleote4s A. P. G' ' ""'"'• 
GnDt 
caw.p.ro 
Gock 
Zerp 
E"terar<l 
.&ndrewo 
Pioober 
Jlo.r&ball 
J. A. Sldtb 

Cb&i...., ot Board 
Pr .. iclet 
V1oe-preo1dmt 

• 
TN&o~~r~r 

Soorotary 
.loot . TN&a • .t .loot. Soo. 
Alit . leo. 

• • 
• • 

IDaurance Ccmmiooion ot California requootod that Board Okeb 
action or otticora 1D oontr1but1Dg tli(>l,Ul , &S to Ocoidctal 
Lito Inauranco c~. Okehod. (Tran-rioa a-oral Bold­
in£ co. .,.,.. all abaroa or Oooidontal Lito) 

Aaount oharC..S to izJveatunt 1D Oooidental ODd or..sit..s to 
Oocldct&l. •a aurplua aa ot Dec . 31, 1831. 

"The c~ atat..s that the booka ot tro.naMrica a-ara1 
BoldiJlc Co. had tor - U.. retleote4 a datloit eurplaa 
aocOWJt ODd that tor tb& purpooo ot reatoriDc -.14 aurplua 
to a or..sit b&l.enoe ot tl,OOO, OOO, f'r&DAMrioa CorporatiCD 
had torlji~ a portiCD ot the iJ>debtadneoa, .._ti!llj to 
tz, U7, 677. 18, due it f'ra ,....._ria& -rol Bolclin& 
co. He turthor atat..s it -. &o&lrol>le thlt thlo Board 
ot Direotoro appro..., ctrloo .,.. the booka ot ,....._rica 
Oenoral BoldiJlc Co. relati!llj to the tranoaot1CD referred to . • 
Okehodo Done by ch&rr;i!l« to ~loa CorporatiCD 
throU&)> ourr..,t aooOUIIt. 

13 
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1 1!e tlu'ther atat e4 that aettl• ent for thla purchaae ha4 
been...,.,. throuch inter-~ account with !....-rica 
Corporation, lUld that 1t •• &drt aabl e tor thla :Board ot 
Dl.recton to &ppl'OTe th e tranuction.• 

P.o. 30 . 1932 Speeia.l Board Neet1y 

Zer~~& reaigned a• treaaurer. 
lliaoo elected • 

$a69,846,24 callh dirtdend declared aa ot Dec, 31, 1932. 

llnolution autbori zing loans of aecuri tieo to I nt er-Continental 
Corporation repealed. ~batt tute reaolution IW.t hori a1ng lo&na 
of aecuri tie a to Inter-Continental Corporation 

Co pi tal Col:lpalQ' 
Corporation of .&l:erica 
!~riC& Bank Bold111C ~ 

rl t h ricbt t o pledge for oecuri t7 on loana, 

1.4 
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1.5 

RE BAlK OF AMERICA SITUATION Septeaber 21, 1938. 
4= 15 p.m. 

Present: 

H. ll. Jr: 

Mr. Hanes 
llr. Oliphant 
llrs Klotz 
llr . Upham 
Mr . Gaston 

What I thought I'd tell you people , to keep you 
up to date - I 1 ve had about as unpleasant an hour 
as ,I've had since I 1 ve been here. llr . Jetty 
0 1 ~onnor has been here for one hour. Be comes over 
here - I don't know whether he ' s correct or not -
and tells me that t he President is willing to appoint 
him if I am willing to r ecommend him. 

Well, I put it thi s way . At the beginning I tol d b1a 
that I thought be wcs making a mistake to take this 
Job. 'J.be public bad a good illpression of his record; 
why come 1n now while this thing was all going to blow 
up and be a part of it? Jell , we battled back and 
forth and be wanted more and more information, a.nd I 
told him I•ve been trying to find out now whether 
Uiannin1 was running the West Coast Banks or whether 
the Comptroller ' s office was, and I hadn't been able 
to find out but wha t Giannini was . And then be wanted 
to tell me - sa id that in January be gave Gi annini his 
criticism - Giannini was going down to Fl orida - and 
lliannini \',Tote back to California and they answered him. 
Well , I had Gus iolger in a.nd Gus Folger said he hadn ' t 
a nswered him. 

\\'ell, we went baclt and forth, back and f or th. Finally 
be said, "Are you willing to Bccept the President ' s 
r ecomme.ndation that I again be Comptroller?• I said, 
"I am not.• So - and be wants to talk with me, that 
this is going to destroy bill . I said, •I don•t see 
why it's going to destroy you. Am I correct that the 
President never made you any pr omises wben you lett 
here?" 

He. said, "That ' s correct, be never made me any pr omises . • 

"I think - you t ell me you're i ndependently wealthy, 
got a good practice; why not go back to it?• 

So he sai d, •Well , I can help you with this more than 
any other person in the Unit ed States. " 
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-2-

I said , "I'm sorry, I don ' t agr ee wi t h you. • 

I mean I 'm not trying to sound a s though I ' m building 
myself up or any tiling like that, because I don• t know 
when I ' ve ned a more unhappy nour. Tile Presi dent' s 
left it to me to tell him tna t I wouldn ' t go along . 
And I sa i d , •You know how I felt wllen I saw you a 
day after Labor Day, but, " I said, "this tiling broke 
a f ew days after wards and,• I said, •I•ve never been 
in any or these bank things before, but the thing is 
so b ad I had to ge t in on i t . And, • I s&id, • as long 
as it ' s bad as it is, we•ve got to clean it up, and 
up to now there's been nobody in Washington willing 
t o go up against this Gi annini ." 

I never raised my voice , and he seemed very much upset, 
very white . "It ' s going to destr oy him.• I don 't see 
why it ' s going to destroy him . Personally, I think 
if he ' s smar t s nd ~eeps his mouth shut - I told him, 
"I ' d keep my mouth shut." If he was smart and Nent 
home, said he bad his law practice to a ttend to, I 
don ' t see why it ' s going to destr oy him. 

But 1 t old you people I ' d keep you advised, let you 
know, and the r e she i s . And tha t ' s an hour ' s conver­
sation . I don ' t know what I ' m goi ng to do tomorrow; 
I don ' t want t o go through this thing again. 

'II hen 1t got down to brass tacks , he a sked me •~tould I 
accept the President' s r ecommendation and I said I 
would not. So now that he knows that, I suppose the 
dir ty work will begin. The way he stated it, it was 
har dly a recollUilendati'ori of the Presi dent's. He said, 
"The President was willing if you wer e .• That's what 
he said. 

Tnat •s not quite a r ecommendati on. 

~ala the Pr esident was willing to go along if I would 
recommend him. He said, "Are you willing to go a long 
wi t h the Presi den t ?" That ' s Wb&t he said . "Ar e you 
willing to go along w1 th the President?• 

I said, "No, I om not .• 

That " "s prett y t ough for you . 
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Oliphant: 

H.M.Jr: 
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H. ll.Jr: 

-3-

lie said, "Are you willi.ng to go along with the 
President?" I bad to say , •wo." 

I•m going at five o 'clock to see the President and 
tell hi.m. or course, I 've told him already. He 
knows it. I've told the Pr esident already that I 
couldn't go al.ong, so 1t1 s nothing new to the 
President. 

17 

I •d like to say that, f irst, it ' s likely that Jetty ' s 
r eport ot what the Presi dent said is exaggerated. 
Second, s ince you talked to blm hones tly and coura­
geously, he may ve ry well decide that be does want 
to go back and r esume hls law business, t ake cere of 
his business interests, wh.icb is the thlng that he 's 
been saying to the newspapermen. 

~I ell now, if he ' s smart and keeps bls mouth shut, 
be could say, •I was here on legal business, looking 
after some oil well rights,• wllicb he's been doing. 
"I never wanted this Job, I•va never asked t or it. 
I •ve cleaned up ay business. I ' m going back to t end 
t o it.• 

And I s ay the fa ct you talked to him both honestly 
and courageously, t o me, ••• (words not understood) , •.• 
so i t might not be so bad . 

I said,· "l told you, J efty, tha t I was for you when 
you came in . But,•- I said, •this th ing was brought to 
~ attention forcibly after I saw you; I ' ve Just bad a 

change, that's all.• 

So be kept saying what they did on the J l st, a l l that, 
and what he told Folger to tell Giannini. But I said, 
"Tnis thing has grown up for the last f ive years . • 

The only t hing I didn ' t like was when he came in he 
said I t old the President he needn't worry t hat he'd 
opened up the Bank ot Ameri ca in ' 33 , tllat he had nothlng 
t o worry about. 

Dirty guy. 

See? Do you get it? Tha t I told the President bo bad 
nothing to worry about. 

(Laughs) 
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Terrible man. 

Be's been pulling the President ' s chestnuts out or 
the fire. 

Be kept telling me about the Continental Bank. I said 
I didn ' t know anything about that . 

But nothing ever broUBht t o my attention equals this 
one. ~o there you are. 

And Ronald Ransom called me up and wanted to know 
about that 2JO shares . • nd I told you (Opbam) to get 
busy. 11id you do anything? 

Yes, sir, I t old him. Be said that was all that 
they needed to know. 

What? •hey belonged to •••• 

That tbe certificates were issued to - in the name ot 
' Riser & Company, and who Riser 1 s were. 

Now, what else you got? ~ot anything pleasant? 

Oh yes, Mr . Prentiss ' s program. 

Better keep that until t omorrow. 

All right. 

What I want you t o keep thinking about 1s this . 
This i ·s what I want: the i dea ot letting Harold Graves 
go t hroUBh !lr. Prentiss ' s organlza tlon w1 tb llr. 
~rentiss • s reco1mendations, and then to tell me 
whether tbey •re good or bad; and let Harold Graves 
see the right things are put into effect. In other 
words, have Harold Graves clean bouse out there. 

He's out there. 

Be's out there and will be out there tor a month. 
The thought I had - Harold could drop this thing, and 
take that and go through the Prentiss thing in a week, 
say, •This is good, • or •Bad, • a.nd then put that 
organization in shape • 
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If be could do t llat all the way through, it would be 
a splendid thing. 

I 
He can• t ; he s too valuable a man. But be could do 
it on the Coast . And he's got a whole organization 
t o do just that sort of thing: start in with the files 
and work up. 

You (Hanes) got any light t o shed? 

Not a bit. 

~be President of the San Fr ancisco Bank is here; you 
know that. ~he President of the Federal Reserve Bank 
ot San Francisco i s in town . They ' re having a 
Presidents' meeting. 

Day? 

!lay . 

No , I did not know that. No, I didn't ADOW that . 
What shall I do about that? 

I Jus t thought you might want t o !<now that. Didn't 
know whether you wanted to see him . Llay be not. 

ll'ell, I had this in mind - but I thought I' d like 
Eccles to handle this thing - and I want Oliphant 
and the rest of you to think about it: it withi n 
a reasonable time - by that I mean a week or ten 
days - the Federal Reserve Boar d didn't handle llr. 
A. 0. Stewart, I want you people to think over the 
advisabil1 ty ot aq putting llr . Day on notice that 
unless something was done about Ur. A. 0. Stewar t 
I would s eri ously consider discontinuing their 
franchise as our fiscal agents . See? I mean 
couldn' t llr . Day , as President of the bank, do 
something about 1 t? 

de's the chief executive officer . I don't ••• 

Well, how about his Board of Director s? Who el ects 
the Chairman? 

On, he's appointed by the Federal Reserve Board here. 

well, who elects the Chairman? 

.· . -.- . . .... --~·. - . - .. _ 
~ . 

I 
L 
' 

) 

' 
J 
T 
I 

\ 
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And he ' s designated as Chal!'man. 

Who? 

The Federal Reserve Board here names three Class C 
directors and designates one of them as Chairman 
of the Board . 

r d .ldn' t know that . 

20 

lie is wholly a creature of tbe Federal Reserve, the 
Board of Governor s . 

I di dn ' t Anow t hat. They nominat e three Class c 
air ectors. 

~hey nace the three direct ors and designate one of 
them as Cnsirmnn . 

hnd t hey maae A. o. Stewart ~hnirmen . 

That ' s right. 

That ' s tne reason I thought of Hansom' s ear l y talk 
over here ~ s in line with their general policy over 
tnere at the Federa l Reserve of not admitting having 
made any mistakes. 

Did they say that? 

No, but you know that was the general attitude on 
increased reserve re~ulrements . 

I s there anything new you (Henes ) knol'l? 

Sir ? 

You ~ow anything new on this? 

No . 

Cy? 

No, I think not . 

Herbert? 
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I don't know anytb.i.ng new on it. 

llr. Ol1ptlant? 

21 

Notb.ing . Two general ttlings I want to report to you. 
I 11D getting splendid cooperation froiD tile lawyers 
down tnere in tne shop, Barse a nd so on; and they'd 
been sor t of running around all over the place, they 
didn ' t really nave any - each lawyer was more or 
less a • • .• 

. . . lawyer .. . 

••• a lawyer to himself - I mean a law to himself. 
But now ttley ' re coopera ting, clearing ttlrough Barse, 
and so forth . 

And tne other t b.ing is, I nave !lad froiD tilDe to tilDe 
a nUCDber of co!Dplaints about the situation wittl 
r eference to the lawyers out in t he field b.ired to 
tlandle these receiverships, and I have just begun, 
by process of talking witb Upham and other people, 
t o acquaint myself wittl wbat that situation is , with 
the idea that l a ter on we'll have to t ake a look a t 
it. 

You notice tha t several letters caiDe ttlrough praising 
your action in putting the legal shop under the 
General Counsel, and eoch one of theiD, I t hink, 
!Dentioned t oa t lawyers in receivership as having 
been an abuse, a sc~ndal . 

Ui d you say letters or editorials? 

~etters to the Secr etary . 

all right, gents, I 've got nothing else. 
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September 22, 1938 

For the Secretary: 

Ronal.d Ransom left word with my office thia mornin6 that 

be would like to have me call him between ten-thirty and eleven. 

I did so, but was unabl e to reach him, and along in t t.e middle of the 

afternoon he called me again. He aaid that he had held Ill' . Day, 

president of the Federal Reserve B~ of San Francisco, over for a 

day or two and that if the Secretary cared to talk to him, he would 

aak Wr . Day to come over. Be referred t o !Jr. Day as a t horoughJ.y 

honest and capable man, who wae not friendly to the interests 

allied with Giannini, and since as president of tho bank he would 

not be a party t o the pr oceedings , if any, u t.der section :50 before 

the Federal Reser ve Board, he saw nom imprppriety in auah a talk. 

Ur . Rans om suggested delicately that perhaps no one other than 

t he Secretary, llr. Day and llr. Upham should be president, 

he said that if the Secretary wanted him (fl!r . Ransom) he would 

sit in. He t houaht perhaps he ought not since he is to be a 

"judge" later on. 

Mr. Ransom related that Marriner Eccles ia in San Francisco 

today, just happens to be there on hie vacation, and that the 

Giannini people, findq out that be is in t own, had asked to 

see him . Mr . Ransom said that he had talked with Mr. Eccles and 

understood that Ur. Eccles would pr obably tell them that if they 

wanted to settle the matter without action under section :50, they 

better take it up with the Tre&Sllr7· I told him that I hoped; for 

Warriner's sake, that he would not try to negotiate with Giannini 

• 
Regraded Unclassified



23 

on behalf of tho Treasury. 

I remarked to Mr. llanaom tho.t we had received a copy of 

a telegram that had been sent to them by Kr. G'ann1n1 , Be 

said, "Ob, yea , requesting a bearing. Well , we have notbiQg before 

us to conduct a bearing about." Then I remarked that we had 

been informed later that the requeet bad been withdrawn, He th.en 

aa1d that there had been an exchange of telegrams and t heywore 

consi dering laying before tho §ocretary tho entire correspondence. 

Be said tlurt the Board was meeting on that matter 1n a few 

lllinutos and that he would call me back latwr. 

When I returned tram tho Secretary's office about 5:~, 

I called lolr. Ransom to tell him that the ::;ecretary would be unable 

to see him thds afternoon, but that if he wanted to show me the 

exchange of telegrams , I would come to his office. Be replied 

that the Board was still i n session, but he woul d call me back 

a little later. At six p ' clock he called me an.d suggested that 

I come to the Board building, which I did, and he gave me tho 

copies of the telegrams. I pointed out to ~ that his covering 

letter was inaccurate 1n saying that I said anything about 

Kr. Col lins, as I had not mentioned his name to l.lr. llansom a t 

all . Be recalled then that my remark had been general to the 

effect that "we had been i n formed" , and said that he just 

assumed I lrnew 1 t was Llr, Collins, 

Mr . llansom said that he did not believe the people on the 

Coast think the Office of the COIIIPtroller ia 1n earnest aDd _. 

business . He said that he ia keeping Mr , Day here because of tho 

poaa1b111ty that tho G1•nn1nt•e will come t o Waah1ngtcn aoon. 

UPID 
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September 22, 1938 

For the Secretary : 

Mr . Di ggs exhibited t o me t oni ght about six o'clock 

a letter written 1n l oUg hand by A. P. Gianni ni to Marvin 

Mcintyre . I u~dorstand Mcintyre is merely goi ng t o t ell Giannini 
it 

that he has passed ~ along to t he Controller of t he CUrrency. 

Attached to the l etter was a small card addressed to Kanneo 

t c the otfoct t hat the Counsel tor the bank, a t the AlB convention 

1n Louisville t ad overheard a&rold St onier say that t he Tr easury 

was j ust persecut i ng Giannini . Ha r old Stonier is t he Executi ve 

!Janager of tho American Banl<ers As3ooiation. 

Upm 
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RE BANK OF AKERICA SITUATION September 22, 19J8. 
9:45 a . m • 

Present: 

8.\l.Jr: 

Upl11111: 

H. W.Jr: 

Upllam: 

EI . :J.Jr: 

Upllam: 

l:l.:.t.Jr: 

.llr . Hanes 

.llr. Olipllant 
llrs Klotz 
llr. Upllam 
Ur . Gaston 

If the Treasury lladn't brought the attention of .llr. 
Ronald Ransom to the financial ca:x11t1on of A. o. 
Stewart, would t lley llave done anything? 

No, they would not llave done aeyt.l11ng, and the Board 
probably would not llave known aeytl11ng about it. 
Tile staff - Paulger's examining division sometilles 
borrows from the Comptroller tile Comptroller's copy. 

Let 11e put it another way. Tile Federal Reserve 
Boar d 1n Wasl11ngton, talking as - in its entirety, 
plus the bu1laing - people in tllere - were they familiar 
with A. 0 . Stewart ' s financial condition? 

Oh, I'm sure some of the staff were . 

'.!:hey must have been. 

Xes. 

Now, I had a very satisfactory talk with tbe President 
yesterday on this situation about O'Connor, and be 
was - well, be let me know 1n a very jocular way tllat 
be sent 0 1 Connor over here to let me give 111m tile 
works. But he llad not told O' Connor tllat be was ready 
to appoint 11111 subject t o my approval; tllat was abso­
lutely not so. .l.nd where tile Presidez;~t might llave 
twitted me and didn't was that I spoke to him on Labor 
!Jay to have o •l:onnor and I suddenly changed my mind. 
And the President d i dn't let me say anything; he said, 
•or course, you only got this information later, wh1cl1 
bas changed the whole situation.• 

I said I wanted Preston Delano. President said, "Do 
you want him rigllt away, or want to wait a w111le?• 

I said, •r want him right oway . " So bis name will 
go over this morning. 

Now, the President said, •I want you to llave Just one 
talk with Delano. Tell b1a this.• Be said, "I ' m 
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golng to get all bank examination t ogether in 
some one place, and if I do , it may mean t hat 
Delano will be without a Job. If he doesn't 
believe in what we 're doing, I don't want 111m to 
fight it; I want 111m to get out. But I want hill 
to know what we 're going to do before be sta.rta. • 
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So I asked the President what he had in mind. So 
he said, "Well, I want to continue the office ot 
Comptroller of the Currency . We ' ll call it 
Comptroller of Banks. And then,• he sai d, •we 
ought to have a board of Comptroller of the Currency, 
Chairman of the F. D. I . C., Onder Secretary of the 
Treasury, and Federal Reserve Board, supervising 
this thing." 

So I said, •Well, let me give you Gaston's suggestion. • 

So he said, "What ' s that?• 

And I said, "Well, Gaston suggested that you give us 
a new Assistant Secr etary of the Treasury for Banks 
and that under him 1v111 be the Comptroller of Banks 
and the Commissioner of F. D. I . C. and · · ·· " Then I 
told him the s tory about how Ransom said being in t he 
judiciary capacity, they couldn' t advise me on any 
Bank LXam1ner 1 s report. 

The President said, "I think t hat sounds all r ight.· 
I think t hat sounds all r ight.• 

Then coming down wita Bell today I got an idea wbich 
I think is a Lnockout . Bell ' s crazy about it. If 
we go through with t his tiling, this Comptr oller ot 
Banks, in addition to b eing Bank Examiner for tile 
National Banks , should be Bank Examiner f or tile Land 
Banks, Intermediate Credit Banks, and tile Home Owners 
Loan Banks . In other words, the bank examining of all 
of tllese banks ••• • 

Financial institutions . 

• • •• should be in one spot, under tile Comptroller. 
And Bell says •••• 

llake a big shop, but I think it ' s wor th while. 

r .. ~ ""', -·. ~ s. . •. .. . .. ... .... I • • • • t I • • - • _ ... • 
' . . . . " . 

" . . -· --- ~ . . 
• 
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He said, •we Just don't know - we don't know, for 
instance ••• • - oh yes , and - I never- what's the 
other thi ng over at Home Owners Loan? 

Federal Savings and Loan Association. 

Federal Savings and Loan Association. 

And their insurance company. 
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'Nell, their insurance company would come over under 
F.D.I.C. insurance, you see. So tnat Treasury, which 
is the fiscal agency, would have all ex~nat1on of 
banking institutions. And these farm banks and home 
banks a re big things aDd we Just don't know whether 
it's being done well or not. 

And I think with Delano and Upham over there, that 
that will give the banking and financial community 
confiden.ce . aDd then if we propose that sort of 
thing, people say, well , wily haven't we thought of 
that thing before? It's a na tural. Examination of 
all Federal institutions should be in one place, just 
the way the auditing is. I mean you have an auditor; 
he should be in one place . All bank examinations 
should be in one place and all insurance should be in 
one place . And that ' s a Treasury responsibility. 

And I'd like you people to- Bell's crazy about it­
and I'd like you people to think about it. And as 
! say, with the banking fraternity feeling the way 
they do - lack of confidence t owards Crowley and lack 
of confidence in the Federal Reserve - with a strong 
place here and with this Jus t wanting for bank 
examination and nothing else 1 I don 1 t think - anybody 1 
! should think, would be for it. 

But t his thing would have to be put up to Congress 
and then a new Assistant Secretary would have tha t as 
his responsibility, have this all - all of this under 
a new Assis tant Secretary. 

Do I understand that the Federal Reserve Board wants 
to take over the Comptroller ' s r·unction of the 
examination of National Banks? 

Yes, and bank chartering . There's a big underground 
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mo vement for that . As a matter of fact - I mean 
we got time to make - take a minute to give you o 
little background- Eccles said in the·hall - you 
(Upham) don' t mind IllY saying this •• • • • 

No. 
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- und I think I got it right - to Ophrun that 
he didn1 t want tnis work which I 1189 doing for the 
President , having a uniform bank examination, to go 
through, he wanted to see it fail, because he felt 
i t was more important to get - what - how did he 
put it? 

Well, to do the big job of consolidating bank examina­
tion i n one place, and prefe rably 

•••• the Feder al Reserve • 

• ••• the Federal Reserve. 

.nnd tnen .vhen 'tte f aced him wi tn this and when I made 
tha t public s tatement and all tha t about - gave him 
48 hours ' notice and f aced him with this thing, he 
was very rude to Upham and then Upham stuck by his 
guns and Ransom said yes, be bear d Eccles soy that. 
And tnen I told Eccles, "Wel l now, you 1 re mhn enough 
and big enough person to hpologize to Upham,• which 
he did. He said it was a lie. It was some columnist 
ran it; somebody ran it. DUt I ' m Just telling the 
story t o show •• •• 

And then to anstter you why be wants it, and that's 
why I 'm opposed to it . . .. I don • t give a whoop; 
this i s o big organization; se t up a sep&rate 
commission ns f a r as I ' m concerned . I don' t care 
whether it ' s in the Treasury; I think it ' s the 
logica l pl ace for it • •• • • • but the reason I don ' t 
want the Federal Reserve to have it is because 
eccles wonts it HS part of his monetary oanagement. 
Be quite frankly says that bank examination should 
be easier in bad times and tougber in good times, 
t.nd tbat you can't get credit out unless your Bank 
exa~iners are easier on tbe thing . Now that sounds 
t err ible, but tna t•s rignt, isn't it? 

Yes . 
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And tha t ' s why I 1 m opposed to it. I say that bank 
examination should be a job J65 days in the year, 
yebr 1n and year out the same. But the policy whether 
they should l end or not lend it belongs to the officers 
and the bo£rd of directors, and bank examinations 
saouldn' t h11ve any influence on the lending policy; 
and tnat' s 11 terribly funduental tiling. I me110 the 
officers and the board of director s - it's tneir 
responsibility whether they should make loans or 
shouldn't. And Jesse Jones can yell his bead off 
telling people to lend, but it's none of his business. 
It's the business of the officers and board of direc­
tors; it ' s their responsibility. hll we should do 
for them as an independent agency, just the same as 
Ernst and Ernst, is to le t those people know whether 
the books a re honestly run and hones tly kept. Now, 
that's wnere I s tand, and that's the cleavage between, 
I tbi~ - I think my own people a re with me -between 
myself and Eccles. And I think I'm right. 

There isn 't any q uestion about it. 

Well , it ' s a very fundamental difference . hnd he 
saia he can't control the money markets unless be 
has the control of bank e xamination . And that just 
scares me to death. 

I'd put it in another way : that the control of the 
money market ought to be an operation on top of 
sound portfolios . 

But I want you (Banes) to ll't t nat, because - have I 
overstated it? 

No, I thinK you stated it very accurately and 
cor rectly . 

•'ha t? 

Yes. 

And that ' s the fundmental d i fference. How what 
I am talltillj; about is - U tb.is is too big, I'• Just 
as wil ling the President set up a Commissi oner of 
Bank Examinations and make it an independent agency. 
But I don't want it in the Federal Reserve and I'll 
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figb.t t o tb.e last ditcb., because I tb.ink tb.a t tb.e 
last two years, • itn t he autb.ority tb.ey ' ve got, tb.ey•ve 
demonstrated they don't know how to use it, and I 
think tb.ey 1 ve used it badly. And I ' m opposed to 
giving tb.em any more. I don't t hink t hey have any 
right t o t ake otb.er people ' s money, bank deposi t s , 
and manage it for the purpose of inflation or defla­
tion. 

I want you (Hanes) to get tlliS . If you want more -
I•ve given it to you in a thumbnail sketcb., but if 
you want "'"r e you can get it !rom Cy. But tb.a t ' s the 
big fight . 

So uelano •s comdng 1n o t 10:10. I'm going to &sk 
b.im tb.is ~uestion . Nb.at the President wants r eallY 
boils do.a - is tb.at the President wanted me to say 
that if i t ' s an Administrati on policy to do certain 
tb.ings, be wants Del ano to say that be e itb.er goes 
along or else r esign. That's all I 'm going to t ell 
him. I mean whatever t he decision i s • • • . 

I t hink tb.ere will be some obligation, whe ther 
expressed to Delano or not , to t ake car e of him if 
possible in any reor ganization of this whole field, 
if be goes into this . 

Oh yes, the Pr esident said he ' d do t b.at . 

Yes . 

Now, nas anybody go t any doubts about Delano? 

No . 

(Nods no) 

(Nods no) 

I ncidentally , one of his cb.ief backers is Danny Bel l . 
Danny Hell rega r ds b.im very higb.ly. 

You (Hanes) said your brother • ••• 

(Nods a pprovingl y) Very, ver y ••• (words i ndistinct) . 

But Danny Bell r egards uim very blgbly 
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1'1 e had one thing to bring up. 
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All right. But I ' m glad to have a chance to explain 
to Hanes how I feel about bank examination. And then 
after you've digested it and t alked to Cy, if you•ve 
got a ny doubts and we•re not ln the same boat, please 
tell me. 

I haven't any doubts about the soundness of your 
position now about examination. llost silly thing I 
ever heard in my life: £coles talking a bout making 
examinations loose when times are bad . I don ' t see 
any sense to 1t - no sound ground. 

VI ell, I haven't overstated it, have I? 

No, I think not. 

What? 

You might be interested to know that Mr . Clark, the 
Vice President of the Federal Reserve Bank of San 
Francisco, said that the excuse that some of the 
bankers on the Coast give for not lending more, 
not being a little more generous in making loans, 
is that they're afraid of the banks that have done 
that crashing in t heir face and they • 11 be in a 
very illiquid position; that if all the banks were 
good, some of the good banks could do a little 
more about lending than they do . 

And may I also say to you, in view of some of the 
gossip that you ~ote me about that, when the President 
or the United States has t o decide what is good banking 
pr actice and what is politics, he unhesitatingly 
decides what is good banking practice. 

I had every confidence that he would . 

Well , I'm delighted - it's a pleasure, Al l r ight -
1 mean . ••• 

a 
Senator Pope of Idaho - that was/characteristic 
F.O. R. joke. 
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I never said a word. I mean it's such an advantage 
h< ving 11 ved w1 tb this man so long. Instead ot going 
ln- "Now, Kr. President, I don't want Senator Pope,• 
I never mentioned Pope's name . Instead of saying, 
"I don't want Pope and I won't have Pope and I can ' t 
have Pope" and so on, we never mentioned it; he never 
mentioned it . 

Just forgot that one. 

Out the window. Never was ment ioned . 

Seemed like a good idea at the time. 

Yes . Nell , I haven' t got- I 've - I ' m not going to 
believe that Delano is appointed until I see t he 
President ' s signature on it; not on account ot the 
~resident, but t here ' s several little hurdles over 
there. 

And tne other t hing - I'll give you a time; I don't­
after Del ano 's appointed I want to t alk to bim and 
you (Upham) and the r est of you on bow I'll handle 
Diggs, because I think Diggs should be given enough 
no tice that he can turn himself around, that he isn't 
d ropped ott the payroll - I don't know just how to do 
it. 

!t might be t hat Ur. Delano could keep him on for 
e while. 

No, no, we've got to~t him in there. But we ought 
t o f ind some way tha t be can g et 90 days ' pay to 
look around • 

I ' m not eager to leave you. 

Thanks, sweetheart. I •m not eager t o have you go . 

hre you leaving? 

Well, I '11 be once r emoved anyway . 

Reminded me of that • sugar• story. 

What? 
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Reminded me of tbe • sugar• story. 

All right. Wait, we'll cross that bridge after 
Delano ' s got his shingle, signed. 

Well , I saw "Alexander's Ragtime Band" last night. 

Did you like it? 

It was a lot or run. 

Wasn't it? 

Oh your recogmendation, Mrs . Klotz. 

Did you (Klotz) see it? 

Yes. I loved the music. 

Yes, it ' s grand . 

Well, the General Counsel over t here is Mr. Barse. 
Be ' s an old car eer man. And he made a mistake 
yesterday , I think, and I t old him so very emphati­
cally . Be probably didn't sleep last night. Early 
yesterday morning Yr. Collins, a local lawyer who 
Cy tells me bos been handling Giannini's business 
for some time, and used to be a Deputy Comptroller 
of the Curre.ncy, is tlla t right? - • • • • 

Rigllt. 
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•• • • came in to see Yr . Barse, and tllere•s a memoran­
dum from Barse telling or his talk, which was largely 
in terms or Giannini ' s state or mind, bis nervousness 
and all tllat sort or thing, . and bis feeling tbat th1s 
action was vindictive and so on. And Barse apparently 
talked to him at some lengtll to tlle e r rect t bot it 
wasn' t vindictive, that it was just handling the thing 
in a regular way. And then Collins went out and called 
the Coast and talked, apparently, to Gianni.ni 1 s son, 
and what's tlla name or the other man? - •• • 

Smith. Russell Smith, Cashier. 

Russell Smith - ••• and ceme back witll tlle proposition 
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t o Barse t hut they wanted to clean this whole thing 
up dthout t he necessi Ly o f golng th rough the Section 
30 machinery , a nd Barse noddingly told him tha t he 
thougilt that could be a rra nged , "a lthough," he s a id, 
" I ha ven't any power. " I did point out t o Barse tha t 
i t was bad j udgment, because he had in f a c t established 
an independent line of communication a nd was carr ying 
on negoti ations . Of courne , he was terribly upse t 
a bout it . I t £lked to Hanes a nd Cy l Es t night ubout 
i t, and it seemed to us pr oba bly t he wi se thing to do 
would be to just have Bar se call in Ur . Collins £rA 
say ne f ound wnen he r epor ted his conversati ons he 
wasn't advised £ S to the way the Department wa s 
hLndling the matter End he should disr egar d all he 
h&d said . 

~ow, tne other possibi l ity and the one tht t Ed 
1llvol'e:l l s to not ao tha t, Jus t 

uell, I think in view of wha t may happen today I'd 
s it tight . 

No t say anything a t all . 

I think so . I t llink so. 

Uf course, they now have , I want to point out - I 
suppose on the ~oast they now ha ve the feeling they 
ha ve es tablished t his contac t and that we a r e con­
siaering tne possibility or cleaning it up without 
resort t o Section 30 . 

//ell, let' s -· give me - let' s see wb&t happens today 
ano if toe Pr esi aent t ooay ~igns tnis Delano t ning . 
Let's just see . Wha t ? ·•hLt I 1 ::1 s &ying - I' d like to 
give Mr . - j ust a little more r ope, b ub? 

Uh-huh, al l r il;ht . 

I t doesn't hurt . I mean ther e ' s no way - Ne ' re i n 
no way committ ed . 

No . 

IVha t? 

No , we 're not commit t ed a t a l l . 
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I mean 1t couldn' t be that Giannini could say tbat 
•Barse promised me tbis.• 

He didn ' t give him any t erms, end our terms could 
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be t hat they don 1 t pay the divi dend they ' ve declared 
and then don ' t do all these other things. 

Herman, before I go home tonight we'll talk about 
this again, have another banking session before I go 
home tonight , and let's just see how we get along, 
huh? 

All right. 

" o you want to tell him that additional fact, Berman, 
about their withdrawing their telegram? 

Oh yes . '/ben this fellow - when Collins telephoned 
to the Coast the second time be came back and told 
Barse tbat he ' d been instructed to go over and tell 
tbe Federal Reserve Board to disregard that telegram 
that we had yesterday morning, where they wanted a 
spacial bearing . 

VIal l, I still say I need a day to operate, between 
now and five o'clock. Right after the Chinese leave 
we will begin on this thing again. Let ' s just see 
wba t - I hope we can get the President to s i gn this 
tbi s morning . 

Do you ~<ant to see his reports to me? I •ve given 
you the substance ot them. 

I don ' t tbink so. 

Be won't make the mistake again. I hope be shows 
better Judgment . 

1ne other people nave seen tbis , baven•t tbey? 

Yes . ~Y Just said in the outer room ther e that he 
thought the banking world had most confidence in 
the . • . . 

Berse and Folger . 

••• • Barse and Folger . So I ' m anxious to - it1 s going 
to take ti.me to know bow to operate tbe way you want. 
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Yell, I got - I may IVant t o let this thing run -
this happened yesterday? 

(Nods yes) 
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\Vel l , let's j ust see; give me t!ll be t ween four and 
fi ve on it, s s long as you say that your case i sn't 
jeopar dized . 

It i sn•t . ~be only - t he onl y damage done is, as I 
see it, they are under the i mpression that we have 
under considera tion handling the ca se VIi thout going 
through Section JO, nnd as I sni d to •• • 

••ell, when is this letter going to go out to the 
directors? 

It's going to go out - your deadline was t onight, 
wasn' t it? 

No, t he night or the 2Jd , I think he said . Be 
tomorr ow night . I' d l ike a minute on tha t before 

Well, make it f ast, because Pr eston Delano i s outsi de. 

" all the group 'lfbo have been working, Mr . Diggs and 
Mr . ~olger and a l l the r est of them, had a l ittle 
mutiny last night about sending out this letter to 
each i ndiviaual director, and I 've talked to Mr. 
aanes and Mr. Foley about it. They have some sug­
gestions t hat t hey ' re afra i d some one director will 
·give it out to t he press , and I supposed you went 
all over tha t in the three days I was away and 
deci ded that definit ely , to send somet hing to the 
individual airectors . 

ne only d ecided since you were back. 

• hey •re r a ising tha t point and suggested that we 
send the comments r a ther than a letter digesting the 
comments, and there are t wo or three plans. 

V/ell, look, you people get together yourselves and 
make a recommendation to me on that when I see you 
some time a fter four o ' clock. I haven ' t got time 
~ow, but I - think t bout i t bet'lfeen now and four ; but 
my deadline was Friday night, end the r eason I r a ised 
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about tbe letter was tbat 1! tbe letter goes out, 
that •... 

l'ba t • s t be answer. 

l'aa t 1 s tile answer to Barse and Collina. 

Yes. 

37 

Unless tbere i s soMetll1nc - soMe cbange, it will go 
out. 

And tile reason I have - I ' d just as leave give all 
these fellows a little .ore r ope. 
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RB BAXl OF AMERICA SITUATIOI Septeaber 22, 1938. 
lltl5 a.a. 

Present: 

a . Y.Jr: 

Uouglast 

a.M. Jr: 

Douglas: 

Healy: 

H. K.Jr: 

OUph&At: 

lfr. Olipbant 
llr . Hanes 
Kr, Foley 
lir. Opbala 
Kr . Douglas 
lfr, Healy 

Well, Trans-America? - Bank of Amer i ca? 

~verything west of the Mississippi. 

Pretty near. West of the dockies a~way . And bave 
they brought you up to date on wbat we•re doing? 

.Judge Healy ta.lked to me. 

I brought him up to the tille of our meeting here tbe 
other day. :>1JI.ce t ben I baven ' t been very mucb 1:a. 
touch with it. 

Well, what we•re doing in the Comptroller ' s office is, 
we ' re going ahead and having thea prepare as rapidly 
as possible, in conJunction with Yr. Oli phant's office -
I call them charges - tbe record which - to prepare a 
case to place before the Federal Reserve Board i n 
illashi ng t on under Section )0. And they ' re doing that 
Just as rapidly as they can, and as soon as they get 
a breathing spell they ' re going to do the same tb-lng 
on tbe Anglo-California Bank, although tbe Fleishackera 
are in town now seeing Jesse ebout some new capital. 

The other issue which is going along at the sue time -
aDd it's important - is tbe question ot A. 0. Stewart, 
wbo is Cbairman of the Bank - Federal Reser• e 1n San 
Francisco, and be and his companies owe the Bank of 
america in the neighborhood of 114, 000,000; it ' s up 
now, 1n the last report it ' s from eight up to fourteen. 
And roughly, as part of tbat collateral, i t ' s gone 
from 28, 000 shares of Trans-America to J2,000 now • 

. 
Now, Marr iner is i .n San Francisco today presenting 
these !acts to Yr. Stewart and asking him to try t o 
JustifY tbem or, I t aka it, r esi gn. 

Particularly Ilia ownen llip or 230 abarea of tbe .BaDit 
ot Aaerica atock. 
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Yes , which - under the rules of the Federa l Reserve, 
no Class C directors can own any National Bank s tock. 
Now, we're - our interests in having Mr . Stewart out 
if be can ' t explain - been n l ittle bit more keen 
about it than the Federal Reserve have been up to 
now, because we feel that when we get into this 
Section 30 business, the Chairman of the Board over 
this Bank out there indebt to the tune of $14, 000, 000-
it hardly makes him illlpartiBl. And then also, the 
Federal Reserve Bank of San Francisco are our f iscal 
agents, and I don ' t like the Chairman of the Board of 
an institution tha t ' s acting as our f iscal agents 1n 
that situation. 

Now, be ' s made the statement to - is i t Clayton, what ' s 
the fellow's name, Eccles • assi stant? 

Cla.ytm is right. 

Clayt on was out there very r ecently. Stewart told 
Clayt on be could substi t ute this collateral with a 
hundred percent Government bonds . If he can, it's 
lovel y, but I don ' t think be can any more than I 
could. And I simply feel this way - and I 've told 
this to the President - that during the past five 
years Yr. Giannini and his financial institutions 
have grown on tbe West Coast until I don't know who ' s 
bigger, l.[r. Giannini or the Treasury, and I' d like 
to find out, because be ' s thumbed his nose at every 
r ecommendation that the Comptr oller has made, and 
he hasn't carri ed out a single recommendati on, and 
be rides higb, wide and nandsome. And 80J mil.li!ln 
dollars of his deposits are insured, which i s twice 
the capital of F. D. I . C. And I think it's Just about 
time we found out. 

Wha t I ' d like to do is, as r apidly as possible, in 
conJunct ion with S. E. C. , run down both the Bank of 
America and Trans-America because it ' s all like 
t hat (fingers inter locked$; in as competent a manner 
put those financial ins titutions on their feet and 
not, after the Presi dent' s magnificent r ecord for 
five years, have a thi ng l ike this blow up in his 
face. And go back t o five years ago - they talked 
about driving the sona:ychangera out of the teaple. 
I tb1nk you've got to also include tbis group, wbicb 
baa grown up duriJI& tbe last five years. And l'a 
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not - I don't wa.n t to make any soapbox speeches, 
but I think it ' s the most dangerous financial com­
binati on we have to deal with. And so fa r nobody's 
been able - no Federal agency has dealt with them, 
and that ' s the whol e thing. And I •m Just going to 
go down the limit, and I 1 ve kept the President 
posted as to wha t we 1re doing, and he unhesita tingly 
is backing me a hundred percent - unhesitatingly. 

No•11 , tha t 1 s - isn 1 t that , John, very • • • • 

I think one point in which Bill will be particularly 
interested is the fact tha t ~e came across a loan 
from ~rans-America - one of the subsidiari es of 
Trans-~merica t o this same man, to one of Stewart's 
companies, Pacific Coast Uortgage Company, of two 
and a half million dollars, secured by appr oximately 
267,JJJ shares of Trans-America, in addition to the 
)2,JJJ wbich the Secret a.ry spoke &bout. 

I• hat ' s the name of tha t subsidiary company? 

It •s either t he Trans-America General or t he Trans­
America Service, and I'm not sure that it isn' t both 
of them, Judge . We haven't been abl e to differentiat e 
between t he two. 

And the number of shar es the t •~tere pl aced? 

267,0JJ, r oughly - 244, 000 in one lotn end 20-odd thou­
sand in t he other. 

Of Trans-hmerica . 

Yes . That loan i s secured also - in addition to that, 
it is secured by 4,400 snares of Bank of America s t ock, 
and some odds and e.nds in there, consi sting of e. hun­
dr ed shares of Na t ional City Bank of New York and 
several small banks in Arizona and around t hat immed­
iat e vicinity, in which the Giannini interests are 
controlling interests in those banks. So t he loan is 
practically made up entirely of the - stockholders • 
money of Trans-America is being loaned to one of 
Stewart ' s companies; in turn t he Bank of America is 
lending to Trans-America about seven million dollnr s , 
so in effect it ' s the bank lending to its subsidiar y 
for the purchase of t he subsidiary 's own shares • 
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What's the name of Stewart ' s company you mentioned? 

Pacific Coast !lortgage Company. 

.Vall, I tnink it 1 s important that 'Ne at our end 
synchronize our Job with this real major Job tha t 
you have. Our official Job, I think, comes down 
to making investigations of tho registration s t ate­
ment a nd so on, but in terms of a working progr am 
I thinK it is very important that Ke synchronize 
e veryt hing we do 1<1 th what you Jo , and feed your men 
the ~tutf tnat we get. 

l'.ell, your pnrt1culor responsibility is , in this 
question, listing on the Stock Exchange. 

Discl osure whether or not all these various facts 
h1ve been disclosed. 

Tnis is an example of the desirability of that 
synchronization. Now, these 2J J shares of Bank of 
America stock which St ewart is not supposed t o own 
are in the Street neme . 

In the name of a nominee of the Bank of America. 

Now, we want to know, is that Stewar t ' s stock? Well, 
if the ],xaad.ner goes to him end asks him, the inclina­
tion is to sa], •Well, no, it ' s not .• But the people 
fro:n your side come to him a nd ask bim - say this ts 
pledged, see - well, the tendency would be to s~y, 
"Well, sure it is." Other•.•ise; it ' s an invalid pledge, 
you see . It ' s one of those facts which you could ge t 
Nhich we can1 t , ••• 

Xes. 

•••• .,robably. 

Tell llr . Upham be ougnt to be in on tbis meeting (to 
Kieley) . 

We•vechecked over the reg i stration statements that 
ar e on file under the Stock Exchange Act ; a lso the 
registration that they recently filed under the 
Securities Act, which has never become effect ive 
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because of deficiencies i .n it. We can 1 t find 
&~thing there that indicates a~ ownership of 
Trans-America stock by Stewart. 

But - now what d.id Cy report to Ransom yesterday? 
Wait a minute, we 1 l l ask Upbam; he bas that at his 
fingertips. 

Any ownership of Trans-America stock - we're looking 
tor ownership of bank stock. 

Oh, what we're looking for tor Ransom is ownership of 
Sank or America stock. And it's - as part of his 
collateral he bas got up 2)0 shares of Bank of 
America, as part of bis collateral for one of bis 
companies, on whose note •••• 

On a loan trom Trans-America. 

Let me tell you more in detail about that, llr. 
Secretary. 

Yes, I wish you would. I don't understand it. 

There is a $111,000 loan to A. 0. Stewart, and so 
far as I can discover from that report, that's a 
loan to Stewart direct from 

From Trans-America, not the bank. 

• •• from Trans-America's subsidiaries. How, Just 
above tbet loan, included in the loa.n of two and a 
half million dollars, is all the other collateral 
I en\llllerated; that includes 4,400 snares or Ba.nk of 
AJaerica. 

(Upham comes in) 

I don't know, Cy, I aust have roraot - you're so 
bashful, wby the bell don't you ask to aet 1n these 
aeetings on this? 

Sa.y that again, will you (Ba.nea)? 

I was Just - we're telkill& about A. o. Stewart's - tbia 
230 shares or Sank or Aaer1ca stock, and 1n it, accordill& 
to the report, there is a loan to A. 0. Stewart , wb1cb I 
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Jud.ge is to A. o. Stewart personally, for $111, 000; 
that ' s separated from the other loan. And that - as 
collateral for th~t loan is 230 shares of Bank of 
America stock, whereas in the two and a half million 
dolla r loen there are 41 400 shares of Bank of Ameri ca 
stock in addition to all of this Trans-America stock, 
which in rough figures is about 267, 000 shares, as I 
recall. Is that right? 

~es, Trans-America stock. 

That's right. 

That's right. 

Well, let me ask you a question, because I never sat 
in on one of these before , thank heaven; I hope I 
never have to sit in on another one . You check the 
information that we have on Trans-hmerica against 
his published report, is that what you do? 

That ' s the statement that's filed. 

Ne've taken his registration statement that's filed 
with us; we've checked it against all public records 
tha t are available. In addition, someone from our 
place has been over in Mr. Hanes's office looking at 
taese various reports , and I don't know whether they 
have finished or not. 

No, t~ex have not. 

'i'bey're stillinthere. 

! bey 1re still in there. 

.Vbenever it's possible t o do it, t hey'll put that 
information up against the registration statement to 
see if t here's any defects in the r egistr ation state­
ment . 

but I t bought you said - do I understand Trans­
America is not r egistered? 

Trans-America is registered under the New York 
Stock Ex~hange. It bas recently filed a registration 
under the Securities Act of ' JJ waich hasn ' t become 
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effective . 

But they a r e registered under the Stock Exchange? 

That's risht. 

44 

4ell, supposing you find t hat the statement - was it 
a statesent they tiled wi t h the Stock Exchange or wi th 
you or wita both? 

Bot h . Filed under our Act. 

Ob, on the St ock Exchange. 

And if it contains misleading false information, we 
could delist that stock. That's our power. 

And taere misbt be a criminal violation by the fellow 
who sisns the misstatement. 

Who signs that statement? 

l'tell, the officers of the - President and usually the 
Secr etary of the cor porati on. 

Now - well then, that ' s soins forwa rd now? 

Yes. 

I suspect that on that , in order to s et down to the 
real facts on that, we ' d probably have to send men 
out into the field. It comes down to the question ot 
who actually is the beneficial owner of that stock 
held in the name of its - character name of Smith 
or Jones . Probabl,y have t o get into the book.s of 
Stewart and books of his companies and really t r ace 
that thing . 

In order to f ind out whether they made an honest 
stat ement. 

i'e llisht very well have t o do taat . 

That would only be so, Bill, wouldn' t it, it there 
were some statement in tbe re&istration statement 
on which that intorsation was found to be at variance •• • • 
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ll.y on!)' guess is tha t the tbing is so complicated 
and so messy that we probably will not be nble to 
arrive a t en informed Judgment of whether or not 
tne t sta t ement filed with us is complete, unless 
we f ollow down these various little leads and what 
not and make i nquiries; ~nd that probably will entail some field investigati on either in connection with -
maybe we ' d have enough evidence to be e prima facie 
case for delisting proceedings, but certainly in the 
hearing and i n the trial of the delisting proceedings 
we probably would bnve to look into the books and 
records. 

Nell , haven ' t we given you two men? Hasn't the 
Comptroller 's office - somebody said we'd just g iven them t wo men. 

No , two of tbeir men are over here. 

Oh. Now let me ask you, le t ' s say you should decide 
to go ahead , tha t you bad enough evidence to bear 
that. ••ho hears t hat, who sits? 

We. It• s an adminis trative proceeding . 

You sit as a board . 

Yes. 

~nd you have access to the stuff t ney file with the 
Stock Exchange. 

Oh yes. hnd we have, pursuant to our powers of 
investigation, the power to subpoena nll r elevant 
documents and summon witnesses . Be s form41 hearing. 

Isn't toat a public hearing? 

Yes, be o public hearing. 

Well , ere we doing everything to give you every assis­
tance that you r aat now? 

I gather so. 

"'eytb.ing else you can t bink of that you need? 
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I don't t hink of anything t hat you•ve got over here 
t.l~t we need, a s far es I ' m aware. 

X our men have some 4ue s tions , and our Examiners 'Kno 
ore here from California go in and talk to them 
a nd ha ve conferences straightening t hings out. 

One of these men over here , Br eslin, is the man we 
sent out to California; spent two or three months 
in tha t preliminury study ne Lttempted of the 
Trans-America Coa~pu~ under our investment trust 
power . You know, we ve nad an investa~ent trust 
investigation under way, under LO hCt of Congress . 

wo I see by the papers . 

This JOrnlng . I'm not sure wne ther we 've exhausted 
our po~ers under t oot or not, because we've made an 
&nnouncea~ent publicly - I don • t know v:hether we sent 
it to Congress in any formul fosnion or not - that 
~11 ~f our field work a nd all of our public examina­
tions were at an end . but tnis Trt>ns-"merica problem 
nas been nanging over us all the time, and the tentative • 
thought that I had of r ecommending t o the Commission 
I'IH S tha t 1<e should sa y Lo Congress something like ttlis: 
tha t within th& time und the money thr. t we had we 
couldn' t wake a complete s tudy of Trans-America; ta8t 
is, the s tudy of tna t company alone is equal to all 
toe rest of the investment trust s tudy J>Ut together; 
a nd c&ll Congr ess ' s a ttention to it and suggest that 
tais subject ought t o be gone lnto . No.v, thEt would 
Jus t lay it on their l ap. Of course, there is a 
possible altern,tive to tha t, and I think if we 
haven' t exhausteu our po #ers under the Investment 
Trust .l.ct an:! can g e t the ooney, 1 t • s possible tha t 
we could get farther in tbot type of investigation than 
we can under an investigation or ~roceedings thLt ends 
u p in delisti.ng . 

•I ell, this thing I have is very vola tile "nd the pic­
ture changes eve ry day . I mean yesterday or the day 
before they s ent a telegram to the Federal Reserve 
Board here in Washington demanding a hearing under 
Section JO ; last night they send o lawyer in, or -
is that correct, they want to withdr aw tha t telegram? 

(Nods yes) 
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Another possibility would be t or us , in connecti on 
with the aonopoly atady, to take on Tr ans-america. 
We could do it; it would take us a little out of the 
field t hat we bad carved out , but it IYOuld fit into 
t ha t mosaic of the financial f i eld. 

That reminds me, I understand that LaFollette's Civil 
Liberties Committee is going to ask a lot of questions 
about Trans-America . 

You (Oliphant) know that. 

(Nods yes) 

Well, this thing, I think, is certainly moving very 
rapidly now, and • • • • 

The advantage of Billt s lost suggestion might be the 
i111111ediate availablli ty of funds . 

Yes. 

Oh. ~bat's i .mportant. 

Well , there are funds in the monopoly s t udy for that 
immediately available. 

'II ell, I just want to say this and I'm sure it1 s 
unnecessary: that if you peopi e could push this thing, 
that I - I figure a united front between all of us -
maybe we can get this fellow under contr ol, but it 
needs the united front. 

Yes, and I think t ha t one ot the most important things 
is decisions on particular points of data and facts, 
who snould get thea and now they should be obtained, 
and when, so that the two staffs working together can 
synchronize t heir activities and feed each other; 
because I '• convinced that soae field study, perhaps 
our men going out to San Francisco, is necessary -
will be necessary at some stage of this before we get 
through with it. 

Jo~ you got anything you want to say? 

Nothing, Kr. Secretary. 

(Nods nothing) 
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(Nods nothing) 

Well, those - we can giTe those instructions to our 
boys, those two men, and we can put on more men if 
tha t seems to be desirable. 

•hey told me yesterday afternoon they were going to 
be through, they thought, by the end or this week, 
were going to try to get you an informal outline 
report by .llonday or Tuesday. 

"hat we're thinking of doing - thinking about it 
today, is that either tonight or t omorrow night a 
letter is going out from here to every director of 
t he Bank of America , puttlng him personally on notice 
and pointing out nis responsibility unde.r the law it 
they pay the dividend on the first of October . Some­
body r aised the question of - a l ittle fearful that 
if we sent this to 25 directors, it might leak out. 
Well, I don• t know how you people think; think about 
it t oday . I t hink that 1 s maybe a chance we have to 
take. But it 1s - it 1 s a nice device. 

Be the best way for a director to bring personal 
liability down on his head, wouldn ' t it? 

olhat, to talk? 

:Lo let it out. 

What would t hat be? 

I mean h,e could create aey sor t of run ·and if you 
had to immediately liquidate, he ' d probably find 
t ha t .... 

I suppose that the deposi t ors or the bank will be 
taken care of all right, but if the bank goes sour 
the effect on Trans-America is apt to be quite 
serious, and there are so many people out there 
that have money in Trans-~merica, and then Trans­
America controls so many enterprises that probably 
it will be almost another earthquake. But if that's 
the way the f acts develop, I don't see that there is 
any responsibility here for it; that the responsibility 
is on the people who did it. 

Well, . I tried to hit Trana-america by asking for bank 
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holding company legislation, and you see how far 
1 got, end I didn't get ac,ywhere on it. They 
asked me up there whether I was worrying here 
about anything 1n the banks. I said, •Yes.• 

Bankhead said, "Whet?• 

I said, "1 1 m worryi ng about the bank holding situation.• 

"hen we got up there - I think this, ttu.t with SeDBtor 
llcAdoo out, tha t on this situation things will be much 
easier for us , I think, politically on the Hill. But 
I couldn't get ac,ywhere on t his bank hold.i .ng thing. 

And 1 1m not fooling myself about the seriousness of 
what we 're taking on here, but I - I just say to lilY 
own crowd, "I want t o know whether G1ann1n1 is 
running the Treasury or whether we're supervising 
his enterprises," and I don't know; I don ' t know 
who ' s boss . It's a t errible thing to say, but it ' s 
t hat serious . 

And 'Kith your (Douglas) former West Coast connections , 
you must have some conception of the hold that that 
man has got on the whole Pacific Coast. 

Simply t errific. 

And f or the New Deal t o permit something like that 
to gt'ow up, a cancer in society - we Jus t can ' t stand 
for it. 

~ee, they 've declared it but they haven't paid it. 

That 's right. but that's t he purpose of this letter. 

Nell, we ' ll put the steam on our boys. 

Fine. 

Add to t hem if necessary , synchronize the program. 

Well now, we'd like to push you people a little bit 
and you push us. 

O.K. 
All right. 

I appreciate your com1ng over. Gled you're back 
in town. 
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holding company legislation, and you see how far 
r got, end I didn't get anywhere on i t . They 
bSked me up there whether I was 11orrying here 
r bout anything in the banks . I said, "Yes . " 

Bankhead said, "What?" 
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I said, "I ' m wor rying about the bank holding situation." 

"hen we got up there - I think this , th~t with Sen.&t or 
McAdoo ou t , that on this situa tion things will be much 
easier for us , I tbink, politically on the Hill. But 
I coul dn' t get &nywhere on this bnnk holding thing . 

~nd I ' m not fooling ~self about the seriousness of 
what we 're taking on here, but I - I Just say to my 
own crowd, "I want to know whether Giannini is 
running the Treasury or whether we•re supervising 
his enterprises," and I don't ~ow; I don' t know 
who ' s boss . It ' s a t errible thing to say, but it ' s 
that serious . 

And with your (Douglas) former West Coast connections , 
you must have some conception of the hold that that 
man has got on the whole Pacific Coast . 

Simply t errific . 

hnd for t he New Deal t o permit something l ike that 
to grow up, a cancer in soci ety - we Jus t can ' t stand 
for it . 

$ee, they 've declared it but 'they haven' t paid it. 

That ' s right . But that ' s tne purpose of t his letter . 

Nell, we 'll put the steam on our boys . 

Fine . 

Add to t hem if necessary, synchronize the program. 

Well now, we'd l ike to push you people a little bit 
and you push us. 

O.K. 
All right. 

I appreciate your coming over. Glad you' re back 
in t own • 
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RE BANK OF nYER ICA SITUATION September 22, 19)8. 
4:45 p.m. 

Present: 

H.U. Jr : 

Upham: 

:lli phant: 

Upb.am: 

Oliphant: 

Ophom: 

ri . ll.Jr: 

Jpham: 

H. !i. Jr: 

Oliphant: 

H . li . Jr: 

llr. Oliphant 
lir. Oplaam 
lir. Gast on 
!irs Klotz 
!Jr . Hanes 

Let ' s go, l e t's go . Come on. 

lhe only thing I had, I talked to Mr . Ransom on the 
phone, and first he suggested tha t he had held llr. Day 
over - the Pr esident of the Sa n Francisco Bank, a nd 
thought that there might be some value to your talking 
t o nil:> . Be says that llr . Day is a thoroughly competent 
person, knows the s ituation t hor oughly, and is not 
fri endly t o the Giannini inter ests, and he t hought tha t 
a conversation might have some value. 

//na t's the diff erence between him snd Stewart? 

Dey is t he ~resident of t he Bank 

"hat• s their personal r elati on, a ttitude toward 
one another ? Ooes b.e like Stewart? 

(Hanes comes 1n) 

He didn ' t say anything about that. 
own conversation with Day thnt he 's 
with Stewart . 

• 

I ga ther trom lilY 
not too friendly 

uell, lilY curbstone opinion is that l don ' t want to 
snare t he r esponsibi l ity with the Federal Reserve 
Boord in connection with llr. St ewart until they 
have acted . 

·lell , of course, t he President of t he Bank has no t hing 
to do w i tb. t his 11earing. 

uell now, all right, they - t his is their job. They 
select the Class C director s and they s el ect the 
Chairman . bod I would be delighted to meet Mr . Day 
after they ' ve decided wha t they ' re going to do in 
reg11rd to Mr . Stewart; tbot ' s jus t the way I feel. 

I agree with you. 

What? l:heck? 

Yes . 
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Upham: 

H • ..I .Jr: 

Upham: 

li . :.I.Jr: 

Uphbll: 

H.l!. Jr: 

Uphnm: 

H . ~! .Jr: 

Uphao: 

Oli; hont: 

Uphao: 

H. r.l .Jr: 

Upham : 

H.M.Jr: 

Uphnm: 

-2-

You don ' t want to talk to a nybody else, do you? 

de •s come here for the last 
never been in the Treasury. 
now? 

four years and he 's 
Why should he come 

And then ~r . Ransom said after this meeting he 
thought be would like to come ovdr and show you 
the exchange of telegrams between Giannini and the 
Bo&rd . Appar ent ly thLr< htV6 teer. two from them 
to Giannini and one from toe Boar d t o him. 

You cell up Kr. Ronald Ransom and say that ¥r · 
Worgentnsu is exhausted , •••• 

All r igat. 

••• tha t he ' s going home; tbat you ' ll be glad to come 
over to see him and tht t you'll get t hose things to 
me the first thing tomorrow morning . I em exhausted; 
I ' m not going on :»y imagir.nti on. 

Fine. 

Third , he said that !lnrriner 1s seeing the Giannini 
people in San Francisco today . 

oohich is sll the more reason why I shouldn' t see Wr . 
!Jay . . 

Ana proba bly wb&t ~arriner will tell tneo is, •Well, 
if you Wbnt to cl~ar this up, the people for you to 
talk to is tbe Treasury, no t me,• because - t ha t ' s 
a bout bll ne'll say. 

Thc t's Giaan1ni . Tha t's all right. 

That's Giannini. 

Who forecasts what Marriner will do? 

Ronald . 

All the more r eason why - the less peopl e that I t alk 
to nnd know how I feel, the better. 

All rigbt . 
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H . ..I.Jr: 

Upham: 

ti . :J . Jr: 

H. :.I . Jr : 

Upham: 

II . !A .Jr: 

Upham: 

H. li .Jr: 

-J-

Now, v er y , very confidentia lly, two minutes ego I 
got t he f oll owing message - but this is very confi­
dential - from the Pr esi dent vie Mcintyre: that be 
hnd postponed for sever al days s igning Mr . Delano 's 
commission beca use it was t oo much like s pitting in 
the eye of Mr . O' Connor, nnd the President thought 
.ve ought to wait until Mr. 0 1 Connor got back to the 
Pbci f i c Coast . Period . 

bo under my new philosophy, da t ed Sept embe r 22, I'm 
no t going t o cal l up the Pr esi dent, I 'm not goi ng 
t o a r gue wi th h:lJD. I've done ever y thing t ha t a human 
being cvn do . Vlhen I see the Presi dent for luncheon 
Uonaay - a nd acr oss t he t able I 1ll try t o get him t o 
Sitn i t. ou t I under sta nd t ha t Mr. O' Connor i s going 
nome t onight. I can ' t oo anything mor e . 

Tne Pr esident isn' t well . l.li ss LeBand sai d nis cold 
is wor se , ne 's f eeling wor se . I t hink to call bi.m 
up or - a nd t he Pr esi dent - l.lcint~re pnrticul~rly t ol d 
me t bet he got t his message in the Pr esi dent' s own 
h6 ndwriting. So I juot t hought, l e t it go, •nd moybe 
he ' s r igh t , I don ' t know. But he did ask me "How soon?" 
r. nd I got it over ther e . If you ge t it llonday it 1 s 
time enough. You (Upham) can, as the State Department 
says , paraph-rase thut message to Mr . Delano for me, 
will you? 

except tha t he ' s di sappea r ed f or two or t hree days 
and I d on't know vther e t o f ind him . 

Well , Miss Spangler cc.n C ind him. 

Oa i d he ' s going to be unnve i lf ble f or t ne next couple 
days t o ~void the ~ress • 

.'oben aid he say tba t ? 

nfter oe t a lked with you. His secr e t a ry Wldoub t edly 
knows wlle r e be is. I can t ry to r eoch h:lJD . 

~ay you 've got a message f or him from me. 

Yes . 
• Now, the most important tbtng nobody has told me. 

First place, have you peopl e decided, should tllis 
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Upham: 

Oliphant: 

Hanes: 

B.~ .Jr: 

Oliphant: 

H. !I. Jr: 

Upham: 

H.J.I .Jr: 

Upham: 

Upham: 

H. II . Jr: 

Upham: 

H • .i . Jr: 

Upham: 

tt .U.Jr: 

-4-

r egis t ered l etter go to the directors of the bank? 

Yes . 

All a greed. 

All agreed on 

"ha t? 

All agreed, no change ln plans . 

Is Tb.ingumabob going to sign it? 

He won't know until be sees t he letter . 

ol'hen is be going to see the letter? 

Late t onight. 

1/hy l a te? 

because t hey 're still working on the letter. 

nhen will he see it? 

He ' ll either see it perhaps by 10 or lO:JO tonight 
o r the fi r st thing in the morning . 
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The r e£son I'd like t o have him see it tonight, even 
if it is midnight - I mean I don't often t alk about 
being tired, or the r est, but r•ve carri ed more than 
my share of responsibility 6nd I want t o leave here 
10 o ' clock tomorrow morning by air, go up to the farm, 
Just f orget everything until Monday morning. I need 
it badly, so I ' ll be able to t ackle sometning more. 
And t her efor e, unless there is something very important, 
I •m just going to qui t working after ten tomorrow 
morning, and t nen go to ·the farm and be back Uonday. 

It he signs it, every thing 1 s fine . If he doesn 1 t , lYe 
hElve a problem . 

That ' s why I want the lett er s igned t onight, even if 
1 t' s midnight. 

If I do go tomorrow - I sent the message t o the 
President I was going t o go a t t en, and you (Banes) 
would go to Cabinet. 
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Banes: 

H.II.Jr : 

Oliphant: 

Gaston: 

B. li.Jr: 

Gaston: 

B. J .Jr: 

Gas t on: 

H. IJ.Jr: 

Guston: 

H.M.Jr: 

Oliphant: 

B. !.!.Jr: 

Oliphant: 

l! . l.l .Jr: 

Oliphant: 

B.M.Jr: 

Olipllent: 

• 

-s-

(Nods yes) 

So you can take a cushion with you. 

Bead rest. 

I did something that I should tell you. Prest on 
Delano was very much afraid that an announcement 
might come out from the White House which woul d 
identify him as being from California r ather than 
from Massachusetts, so I called up Steve Early, said 
tha t a commission might come through for Preston 
Delano, ... 

Oh, Herber t, don• t - you ahouldn• t have done that. 

••• and make it in Massachusetts. 

You shouldn' t bave done that . That 's a bad pull . 
"hen did you do that, Herbert? 

When Preston Delano came in to see me around noon 
today. 

Oh, t hat ' s e terrible mistake . You don't know how 
bad a mistake • • •• 

I•m awfully sorry. 

Yes. 'II ell ••• 

Now one other thing before we so home. 

Yes. 

I•m ebout ready to go nome. You decided that S. E.C. 
could look at that report in Hanes• office . 

Yes. 

Remember, the bank report. 

Uh-bub. 

In the process or looki ng a t it they have to draw oft 
parts of it. I see no objection to that, b eceuse other­
wiee they just as well not l ook at it at ell. 
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B.II.Jr: 

Gaston: 

H. I.I . Jr: 

Gas t on: 

Olipbant: 

H.ll.Jr: 

Oliphant: 

• 

-6-

Personally, as far as 1 1 m concerned, tbey could 
take tbe report over to S. E. C. 

You {Gast on) don't mind my telling you • • • 

No indeed. 
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And may I say, as far as 1 1 m saying - period, page, 
paragrapb, new montb. I 'm througb. 

I understand. 

Al l clear? 

Tbe policy we have around bere: tell - come and tell 
papa; then when I'm told, I never can get angry. The 
only time I get angry is if I find it out from somebody 
else. So they always rush and tell me themselves, 
knowing if you get to papa first then I can ' t get 
angry . The only time I get angry is if I hear it from 
somebody else. 

bhall we all go home? 
• 

Regraded Unclassified



•• • 

• 

TREASURY DEPARTMENT 

COMPTROLLER OF TME CURRENCY 

WASHINGTON 
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AOOfiiiDII ..,.._ V TO 
• ..,,,.,.,.,......,. OI'THCCU._~,. 

Sept ... ber 23, 1938 

It baa be., broqbt to "'T att.DtioD tbat tbe Board ot Dlrectore 

ot tbe 8aDit or Aaeriea latioD&l rn..t &Dd Sa'rinp Allaocl.atiot> at ita 

... u.., bald 1n Loe .&Dplea 011 Sapteaber 13, 1938, declared a d1rt­

dez~d balt ot ..,icb ia payable October l, 1938, deap1ta tbe ....,.1"1 

contained 1n "'T t.lesruo dated Sapt•bar l3 ud ~unieated to the 

•••tine b7 R. E. J.. Po.lller, Jatiotl&l BaAl< !xuiner. Thia nrn1D& 

wu pr•pted b7 "'T dut7 to protect tbe .S.poa1 tora u well a a tbe 

ebareboldera or 'fOUl' Bank. 

It ia "'T deaire ia tbia •tt.r to be !air to all concon>ed. 

J.ceordinal7, 'fOUl' periiOII&l att.Dtion, u director ot tbe llaDit, 11 

called to the prooriaiona of v.s.c., title 12, eectiOD 93, wbicb pro-

rtdea u tollowaa 

•It tbe dl.rectore ot &D7 D&tiooal Mnlr1 nr ueociatiOD 
eball lmowinal7 rtolat., or lmowiDClJ' paral.t uq ot the 
otticera, qez~ta, or aenuta of tbe ueocl.atiOD to 
Tiolate &D7 ot tbe prodeiona ot tbia cbaptar, all tbe 
ricbta, prbUer .. , &Dd truch1 ... ot tbe ueoc1atiOD 
abell be tbareb7 forfeited. 8uab rtolatlon aball, 
bo .. nr, be detar.i....S ud a4Judred b7 a proper d1atrict, 
or 'territorial court ot tbe lhdted 8tataa, ia a auit 

.. 
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n.. ... 1JI 81lcloaed, tor JOIIiZ' .lJito ... uoa 1JI tb.ia cocmecUoa, a 

copr of -:r latter of criUcin ba .. cl 11p011 t.be report of tile lataat 

euaiD&tioa of 7011r baalt. A c .. plata copr ot t.bia ... port of ._ 

1Jiat1oa bu bean ••t to, &Del 1a opea for 'fOUl" inapeeUon at, the 

aa1n office of tile 8&Dlt of Aaerica JaUoaal Truet ancl San..,. 

.. aooia Ucm, lo. l Powell Straat, S... Pranoiaeo, &lid at t.be office 

ot tba Cbi af laUoaal Baak !uainer, Rooa 1103, lSS llolrt.so-1'7 

Street, S... Pr&Debco, and at the auh-diatrict office of t.be Chief 

JaUoaal Baak !P•tner, 835 H. w. Rel.lMD Bu1ldin&1 Loa .I.JI&alea. 
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Your a t t..Uoa 1JI diNcted to t.ba c.-.,ta, er1tic1au and concluaioruo 

ot t.be euaiMr conta.lJied 1JI the report , and parUcularlJ to t.ba lut 

IWISIW.L R. DIGGB 
AcU.OC Coooptrcller of t.be CurrencJ • 

• 
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~~YTO _ __ ........ o.-,.,..~·· 

Board ot Director a, 

TREASURY DEPARTMENT 

COMI'TliOU.£R Of' THE aJRREMCY 

WAIHI~ 

September 23, 1938 

llellk ot AMrica Rat1on:U. truat and S&vi~~&a Auooiat1on, 
8an h'ano1aco, Cal1torn1a. 

Gentl ... na 

The report ot exaaination of )'OW: banlc, coapleted Sapteatber J5 , baa 
be&D recai'red and reYe&la practic:&ll,r the o&M cr1t1c1au u llhotrD 1D 
prmou reports. The pzrpoae ot thoae critioiiU and ot the critic11U 
aet forth 1D this l etter 1a to aaaiat the Board ot DS.Z..ctora 1D a con­
atructift 116m>er to protect tha 1Dterasta ot the depositors as n ll as of 
tha ahareboldars ot )'our bank. 
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tour attention is ds.r.cted to tbe exaainer• a c-nts under the h.ead­
illg ot 0 Rietor1ca.l Be..- ot Aaaeta 1D O...eral• etartiD& on pece 2 of the 
CO!Iaol1dated report. A COIIpU&tift IIUI'Ye)' Oftr the ~at tift )'eara r eftsla 

' that the pri.Mr)' purpose of tha mnageMnt appears to be that ot publlah1nc 
lsrp Ml'Dillga atate..nta and the po.,)'Mnt ot ...r~1Dcreas1D& 111-edrlaed 
dirldende rather than a tranlc recogn1t1on of the aaaat problema ot the banlc 
and a desire to allocate tha hank' a earni.nS• toeard the a.ortisat1on ot 
frosen end unhanlcable assets, the creation of adequate reserwa and tbe 
correcti on of the banlc'a under-capitalized conditi on . !be aanagemont ot the 
bank bas pera1stant1J contested the exaainer•a olaeaiticatioa of aaaets , baa 
defended nnhen!ca'bla assets, and bas rarel,r adaitted lcseu end charged thea 
ott YOlUDter1l,r. 

011 N• 8, 1neert 2, there 1a abom under 0L&rp Linea• the OO<tea.a10b 
ot credit to !rana••ric:& Corporati<m and itt auba141aries, llhich hss been 
criticised tor )'Mrs, aggreptillg a~tel,r $?6;000,000, or 1D acesa ot 
one and~ U..a the c:&p1tal stock ot the banlt. It 1a noted tMt tbe 
ao-eall.ed "Guaranteed toens• UD~mt to t.s .~oo,ooo 1D I'C>IIDd m.bera. Tb1a 
-t aboalcl. be tull,r ooll.aterallaed bT r.ad1l,r -.ratable aecuritiea , 
particularl,riD rln of the ..thod IMied to ella1nate tha contracts ot tbe 
Inter-Marica Corporation bT 'U'itinc up Uaited States and .mic1pal. eecurl- ) 
ties appraxiaatel,r $141000,000 and aPl>l11Dc that -t u a cn41t co auch 
cootracta, which ,..... than iDdioated to !left been a4equatel,r aecur«l bT 
-.ratable collateral. It 1a the poai tion ot t he Ottice ot the Coolptroller 
ot the Curr&Dcy that thea• cant.ract a abould hue be&D ella1natad, not bT a 
waakeniDr ot the a .. et cODd.ition ot the baDit tbrouch wr1Unc liP certa1.n 
aeeeta u indicated aboft, bat bT actual oollaotion, with UIIF detioi.enc,r 
taUD care ot out ot tbe HCIII'itiea pleclced. 

Binoe the Mrl,r put ot 1932 it baa be&D the banlt' a polio)' to ..U Jiii'OPN'­
tiee aoquired bJ the baDit to the CalHornia LaDda, Inoorparatad, and the Capltal 
COIIIpUO' ~ c ontracts. At the tS.. ot the ezee!MtJ..oo ot the hulk, the 
.._.,t, wld.ob theae ~tiooe .....S the baDit bT reua ot theae oootnota 
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tl2,051,526.09 

.i:~:m~z 
The 0&11tornia LaMe, IDcorporated we turtbar i.lldebted to tbit 'built 1n 
-tot •~1,016.19 Uld the capital c.,_.., ..-1 t» 'built a f'ID'tblr - ot 
tl,443,Q40,6S, akin~, with tbll aboft, tbe total inol.a.tedzleea ot tbiiN two 
coapmiae to tbit 'built t41,533,403,30, 

With Hter...ee to tbe CCIIltr&cta ot tbe 0&11tornia LaMa, Ir.oc:a:parated 
Uld capital ~, tbll 'built aintaine tbllt Hal eatata -ed b.r tbll 'built 
1a eol4 UDder cont1nuing CCIIltracta with tba two tor.coinl coi!P8Diaa. .U a 
Hwlt ot the t&ru Uld CODditicma ot thoN contract. tbll 'built 1a -bled 
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to oarrr parcala ot lUid, 'O'bich &H aitbar IDIHleabla or C... onlT bit 11qa1cl&t­
ed at a .W.atantialloaa, tor an unllaited pariod ot ,....-a, throQch tbll 4.­
'l'ice ot CH41tinl tbll p.'OCM4a ot tbll &ala ot a Ciwn parcel u a ~t Clll 
tba balance ot the total contracts 11\ataed ot trHtinc eacb tranaction u an 
1D41 'l'14ual 1t••· 

It appeare tbllt no ~te ware HqUired on tho•• oontimd.nc cCIIltracta 
tar a period ot two )'Ml'a, ,...:~,y, tllroulh 1934 an4 19~, tollorillC IIIU.ch 
one- tantb ot tha purobue price '"- pa:fUla 1n 1936 an4 a liD .-t eaob 
'fetJZ tberMttAr tor t-. JMrs. fma oa !UQh ltpd m p'd br tbt benk· 
PruuMbl,y title 4oee ""t paaa witb tba e:aoution ot tbe contract. .All ot 
tbllee oontraote &H carried 1n T<Nr loel1a an4 41eoounte, but 111 rMlii;r tbiiT 
appear to ... .,...,.,t "'tbar Ileal latata Owned", The lAn1at t&ru Uld coD-
41Uoa. ot tbit coatracta .,... eucll tbllt tb1a arraJII_,t conat1tutea 1n tact 
aarel,y an acez~CT -cro 111t and not a bon& t14e &ala, In tba opiniCIO ot tbll 
Collptz'ol.l.el <:1 tbll CWTenc;r tb1a Nel eatata abaal4 bit allan u ~ on tbit 
boolr:a ot tbll 'built and eo ahDinl 111 tutare p&hlieba4 reports ot tbll bak, 

.l r.oapitulatioll ot tbe -t im .. ted 1n benlr1nc houee, tllnd.t.re 
&1:14 tixtur .. &n4 otbar Hal aatata OIIDII4 ia abaft Clll pace 14, 1....-t 1, &114 
aa:r-cata• m ,660,265.39, 1ncl twl!nc oontraote ot tbll 0&11tornia LaMa, IDo., 
an11. capital Coo~paQT, totallnc t39,m,)46.46, ~ Nt...-.4 to. ""-" 
&H 1nclu4ed 1n tbie acbedula to abcoor proparl,y tbll 'built' • ..,tire Hal aatata 
imeatooonte. ot tbll aaracata ot t97,660,265.39 tbll-' ot 147,615,166.67 ......-•ant• benld ng boueea Uld &qld,.-ct, Uld 149,9'15,098.72 1'8JII'I&tllta ot11ar 
Nel aatata owa.d. 'lbe tl4,0Q4,U6,02 ot aotual &114 proballla toroalc...-aa 
oo r aal aetata 1oe11a oarried 1n 1oe11a &114 41~, &H ..sda4 to tbll ~ 
pta ot t97 ,660,265 ,)9 Nt...-.4 to, tbll total 1a tlll,664,311..U or .,.. 111-
•taJ,J tba entire .-tot tbll bak'• oapit&l alll=balre &a allalm 'llr ita 
boolr:a, It 1a aalt-rrl""et tbllt .. aaaat a II I WatiCIIl ' ot th1a .,..s.-... 
ooutitut.ea a tn~ 1-""trc' .,,._ wazectlw ...,.. 
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Att.Dtion 1e U.O directed to tM COillcentrat~on ot ON41t 1n tM direct 
and eudoree4 lJ.nu ot A. 0. stewart &ecnP.tiDC t8,0881 003.96 as eat out on 
pege 8, 1neerte 16-17 and 181 and tM Pac1t1o Coeat llcrtcac• ~ 1n -t 
ot t2, 92S 1000.00, u ebom on pace II, ineert 191 ot wbioh o~, Jlr, A. o. 
Stewart ia praaidont and a director 1n ad41 tion to beiDC a Mjor etookbolder, 
Porticular attent1011. 1a directed to tM natura ot the collateral aocurinc tbeae 
linea and to tM -ta 1D coaneot1on tberewith, aa eet torth on the 1neerte 
aboYI referred to. 

fhera are now c:arried 1D tM International '8ank1rc DapertMnt, San rru­
cieco, atanaicole UDder a..r.n Cre41te1 larc-lT ~ the oc......, Btandetul 
Aua-t•, ouracatinc t 7,964, 961. '/6 ot wbioh t 7, 820,66o.71!, are claaeitied 
•• followll 

Loa a 

t 3, 72J,441.)2 
2,097, 219.46 
2.001).~.00 

t 7, 820, .71! 

.lt the tiM ot tha October 14, 1936 eue•nation a lose ot $1,000,000,00 
ns aatiMted and aubaoquan~ charfled ott on theoa 1-. liT nrbal qraa­
ment a 111ca --.nt na to han bean oharced ott at .. ob ncoaedlng ex•••nation 
until tbo ..-mt olaeeitiad u doul>ttul, wbioh represented tbt exchange loaa, 
ftS COIIlplete:cy al.1Jd.nated, .lt tbe tiM of tbe April 201 1937 ezn1nation tbt 
mnage• nt retu.aad to charge ott the eaoond .. u.w looa ot $1,000,000,00 
and it 1a included 1D tbe present claee1t1ed loee ot $2,000,000.00. Bowenr, 
a recent co.amlcat1on troe the baDic atetea thot on .lucut 18, 1938 an od41-
t 1onal reaern ot tl,ooo,ooo.oo reilraaontiDC the loao aotiMt.d 1D tM .l!lril 
20, 1937 report, boa been tranaterred to tM Inten.tional Jenk1ng DapertMnt, 
JilllldD& an aggregate ot $2,000,000.00, llhicb hu been applied to reclnca tM 
cany1Dc ftlue ot theae aaaeta. ·Colia.qumtJT U..... rlll&ine an eddltional lou 
ot $11000,000,00 71t to be oharce4 ott 1D order to COIII'lT with tbl nrbal &Cl'"­
DOnt abon referred to. Both tbl agr-t and olaeeit~catioiUI are belJ.ned to 
be liberal and the ezchanp. loaa ahoulc! cont.s.nu. to be Cbarced ott at the rate 
ot Sl,OOO,OOO,OO at each ~NCeaedlnc ezow!nation. fbie erranc-nt i a coaa1der­
abl,7 ..,r• l enient thin tbt cbtrp. otta ..W.Utu117 Mda b1 otbtr larc• national 
banJce bold1DC tblea obl1a:a t1a.... 

On pqa 8, 1DIC't 1, 1IDIIc' tbe oohoedlala "LoeeUU excoediDC tbl l.1J01 te ~ 
aoribe4 b1 Section S200 ot tha Bn1aed Siatetoa•, tbtrl aro 111ted oblJ.ptiono 
ot Trana&Mrica Corporation and oblJ.gaUa... ot cC'tain sull81diar1ae thc'lot 1D 
wbicb the Corporation CJIIDI or 0011trole • •Jorii;J' intareat, aa:re11ti'"C 
$23,118, ]52,87, r11ult.1DC 1D a $14,118,]52.87 -Hin ~ ot ON41t. 
fhia rtolation ot Baot1011 S200, U.S,R,S, ~ be raduoed to tha bulk' a 1apl. 
1oonh11 lild.t ot t9,ooo,ooo.oo. 

tour att.Uoa b 41rwcted to tha .,.._._, • c: ta ....S... the br Urc 
ot WJoada W 81cur1t1M1 relatinc to octeJ.n ~ baDd.e oo;rrled W 
tha opt.Sa to pardlua paate4 to tha !loon= ioa OocpcnUC11 ocmiZ'iJI& S6,600 
ltbaraa r4 la\iGaal ctt:r 11at ot ._ tork at tu.oo a .-..., abo bb ateterooeto 

. . . .. . . • . . _.. " ~ ~ 
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Wlder tbe caption "Boa! l'rite 1Jp". DuriDs the 7 .... 1 19)5 and 19;36, the 
unac-nt wrote up cllrlain so•w-nt and lllllicipal IMOUI'ltlea in -t 
of ap,lll'Oldloetolj- . 14, 000,000.00 liT nriOWI bock entriee and applied tt..t 
aJIOunt ae a reduction an the tor.er tulJ,r eecured Inter........,i ca contracta, 
reference to which waa brlat}T lll!.do elsewhere 1n thle latter . '!'he lou ae 
ebown 1n thlo report 1n c01meotion with thle write-up ebould be charged nrr, 
and 1n addition thereto, the r••lnlng unl.1quid6ted portion nt the arlg1nal 
write-up ebould be rneraed 1n ite ctlret7. In tbe tuture 1n ... at.ent 
aocuritioa ... t be carried not in excaea nt actu&l coat to the b&nlc, laee 
the required a.ortization. 

61 

A depositor ia entitled to the protection nt an ad-te 80Ul>ll capital 
atructure. According to the anal7ab nt capital position aa shown on page ), 
insert 1, tbe net so\llld capital nt 7<JUr balllr: at the U. nt ""'"'MtiOD 
......,.ted to $96,447,599. 77 after deducti.ng eati.ated loaaea, doubttul iteM 
and liabWties not shown on the books, with dapoeita totaling ~.385 ,494,280.80, 
or a ratio nt 1 to 14 • .36. the balllr: ia under-eapi talbed to the extent nt at 
le."t $42,000,000.00 without tak1ns into consideration ita aaaat colldition. '!'he 
need tor such additional capital abollld be apparent and ao\llld bank1ng poliey 
dictates that stops should be taken to proYida it . 

An 1111portant criticiea w1ll be toUDd Wlder the caption "'lanago•nt and 
Supervision liT Directors•. '!'he reports nt the variowo col:lllll.ttoea appointed br 
tba Board to euporviaa the operating tunctlone nt the balllr: should be 1ncorpor­
a ted in the mlnutea nt the mooting nt the Board in eutticiont detail to be nt 
Y&l.ue to the indi Tldual .embers therent . '!'he OIMbera nt tlle Board he ... an 
iDportent dut7 to portorD in tor.ulating t ho polioioa nt operation nt the banlc 
and aaein& that such polieies are carried out liT the actl ... -.nag .. nt. '!'he 
lllnutes ohoul4' el6U'l7 shew the action, 1t 8Zf1, taDn liT the Board with reter­
o.nco to such c:o-s.ttee reports , and also which nt the .embers approve or die­
appron a giYan loan or transaction. 

On Jlllie 16, 1nHrt 1, tharo i .e a acbedula abcw1n& aerrtce charges on 
dcrant accOW>ta in the uount nt ~20, 7)2.94 since April 10, 1933. 'l'ho coo­
tiscatlon nt d.......,t be.leneea through eunh aarrtce cba:rgoa 1e contrary to tbe 
rulings nt the Coaptroller nt tile Curreney. All charges berotntoro aeaeaaed 
contr4r7 to auch rulings abou.ld be reetared to account.. charged. Unauthariled 
chargee agalnat darant accounts ruain dapoalt liehlli ties nt the balllr: and 
... t be eo reported in m-ta nt CCDIJ.tlca rendered to th1e office and 1n 
publiabed reports. 

On Jllli& 51 1nHrt 51 are ebcwn ollrla1n loue .&de upon the eecurit7 ot 
the balllr:' e """etocl< 1n rlolatioo ot S&Gti.on 5201, 11.S.R.S. 'l'hHe rl.olat10011 
... t be CIOIT&Oted and tile a. etriot}T obearnd. 

tour particular attctlon ia diracted to tbe r-pitulati.on nt eritic1aed 
and ti:Dd UMta, abcw1ng tile •Jar probl_. ot tbe benlt and their relation to 
ita total capital atruct..re, set forth 1n tbe cocolueiona nt the e:pwJner. '!'he 
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criticieecl &Dd fiDel UMtl ot the b&llk AQrepte t22(.,002,3l3.2J6 book ~ue, 
ot which tl37,818,327.86 1a IIUbjact to ednrae elaea1t1eat1en. The eerioue 
ll&tm'e ot the pro~ in't'ol:nd ia m.clent whc 1t u reaUHCI tbat the ad­
.,...~ elaea1t1ed aaMte uceed tba total capital structure ot the bo.Dit tv 
.,... tbaD 125 ,ooo,ooo. 

The -gellleDt baa peraiatentl;r retuaed to either recop1ae or ad.it 
that the unaAtistactety c011d1t1on ot tha bo.Dit mat be c ....... cted. The put 
practice or capitalizing 11ncollected protite 1a pernic1oaa. J. 80ilDd pclic;r 
would nee .. aitate the proper cbargiDc ott ot dapreoi.ated &Dd 11Jlbenbb'\.e aa•ta 
1Deteed ot deferring auch charge-otta lllltll all bope ot II11T recO'f'WJ baa been 
abe.ndoned • 

The J118D118eraent appears to be dollinated bT tha desire to publiah nc'-iD­
creuing earnings state ... nte. Tlw l>anlr:' a earninca ben been ut1Uied to eahanoe 
div1deud ~ents to the aharebol4era ot !'ranaularlea Corporation 1Dateed ot t.­
ing used to charge ott the l>anlr:' a loeaea aud .U. adequate prov1o10D tar otbar 
criticised asseta . The 8JIIOUllt ot dividends paid tv tba bo.Dit baa been tba 8111>­
ject ot repeated critic181l by VU"iOWI ua••nara. Deapite tba" repeated 
criticieu, the div1deud rate has been constantl;r increased. Dur1Dc tba resz 
1937 the dividend paid r<~preaented 7\:J of the net operating protita ot the b&llk. 

In a talec:rea to Hatianalllank Ereelnar Pa:u.r, which waa reed tv llr. 
PalMr to the Board ot Directora ot the l>anlr: at ita -ting 1D Lo8 qel.ea OD 

S.ptalll>ar 13, tha pcaition of the eo.ptrollc of the CUrrenCT with ...r.......,. 
to the declaration ot IIZ1I' di'rld8ad wu cl.aarq atated, &Dd tha Board -.. -.lviead 
tbat, in b1e op1Dicm, tba claoW&tion ot II11T div1daud at this tU. WOIJld, unlaae 
FOI!R prov1aion for tba criticiead -ta ot tba bo.Dit ......, first ..sa, be aud 
oontimM an lllll&to aud 'llll80alld practioe 1D oondaoti.Dc tba baJiiDaaa ot tba 
bo.Dit, aud, the eo.ptrollc, pur-..t to tba prov1aiona ot Seotion 30 ot the 
BenJr1nr J.ot of 1933, tllrtller ftl'!lld the l>anlr:, ita ott1oorra, tba Board ot llu-eo­
tora &Dd the .-bare thareot to diaoontimM 11Mb .....ra and '1111101>114 pre4t1ce. 
Tlw otf1oe ot the eo.ptrollc ot the CUft'IIIC'1 ia 1DtCil'Md tbet, daapita t!U 
nrn1ng, the Board ot Directora ot tba belli< d..,lal'<ld a div1daud rltboat tirat 
bavinr -a proper prov1aiOD tor tba oriticiaed aaaata ot the belli<. • fllrthar 
~t 1D coDDeCtion nth tbe d.acluatiOD ot th1a divi&ld io beinc ..S. at 
this U.. ucapt to atata that IIOth1DI -taiMd 1D llr. J.. P. Chm1111ta latter 
ot Be~ 15, 1938, altere 1a IIZ1I' 'llllir tba co-ta aat forth 1D...,.. taacna 
ot Sept ' l3 1D reepeat ot tbe cJMlaration ot the aarrent d11'1.daall. 

y.,.. are ~ to -•ur tbe J~UCt latter at a 8pel1.al ..t1a1 ot 
the Jlouool oallad tor th1a I}IM1t1o ..-...- aud to npq 1D detaU owr tM 
~tvea ot tbe attn'•• t ••• aatt1a1 oat tba ~ etr...tad 1a 
..all ot tba oritia-1 •ttere =' ~ plua for tbe ..,.J..ta eJ1eteU. ot 
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September 2S, 19S8 

For the Secretarz: 

At 4 :25 p .m. ll.r . Ol i phant called me on the telephone 

to say that he had had a conversation with Mr. Barse,in 

the course or which he asked Yr. Baree what Jetty O'Connor's 

plane were . Mr. Oliphant said that Mr. Barse r eplied that 

he did not know, that he had not seen Jetty since last 

Sunday. Ur. Oliphant said that Mr. Barae reported to him 

that 1n the course of that conversation Mr. O'Connor re­

ferred to the Bank of America, NT. & SA. of San Francisco, 

California, and told Mr. Barae that if be were asked con­

cerning the relationships or the Offioe or the Comptroller 

under Mr. O' Connor with that institution, to say that 

Mr. O'Connor had instructed the Chief National Bank 

Examiner 1n December, 1937, to check up on all or the 

things he wanted corrected 1n that bank and press ~. 

Giannini for action. 

Mr. Oliphant suggested that I make a note or h1a 

telephone conversation with me and bring it to the atten­

tion of the Secretary. 

Upm 

• 
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BO.Ali.D 07 OO'f'EIIIIORS 
ott~ 

JZlZIIAL IIISD'B SfSTIII 

con rr Il!jH'l' IAL 

Ur. Cyril B. Opbam, 
.laoiot ant t o tbe secretary. 
'l'.-.aoury Department, 
11aoh1llcton, D. c. 

lq clear Ur. Uplw11 

September 24 , 1938 

Thl.a will aclcnowle~ your let tor of tba 
24th, delh'ered to me by band t hio mornine; at 12:06 
P. U., with ita eaclosureo--one a lett er addressed 
to Yr. A. P. Giannini , which :you ot ate lo i dentical 
with letters sent by reglatered mall, epeolal delivery, 
la~t night to eech of the dlreotore of tba l!llllk of 
lullericn llatlonal 'l'ru.s t and Savingo .uaoci atioh , San 
Frtu>e h co, California , and i t o eocond onclooure, a 
copy of a letter addreaoed to tba l!oar4 ot Dlrectora 
of thet bank. • 

I have todaJ called :your letter and ito 
enelooure o t o tbe at tentlon of t~ other tbree Boar4 
10ecboro who are todaJ in 'faohi~n and l t wUl be 
called to t he at tezttlon of the two aboont me:z:bero ao 
• oon •• this CaD be done. 

Sineerol;y yours , 

(Slsnedl 
Roztald Ranoom. 
Vice OhAinnM. 
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lopt.-bel' u, 1N8 • 

.... a-14 ....... 
,s. .. Obal_, 
BM1'4 .r 0o'I'OI'IIOI'I .r \M 
hd.eftl ......... 87•'•· 

llaahillc'•· :0. 0. 

DMr .... Cbat.--.a 

80GN\a1'7 Moi'Cftt!la• hao aollle4 • to 

ti'ID8ait to 70U1 for 70ur 1AtOII'MUOD1 \!Ia 

onG1ooo4 tWD lotton. 

A lotto•, l4ontloa1 with ~ ODO 

addreooo4 to .... Ao Po osanntns, wo oent 

b7 nalaterod •U, opoolal c!oe1ln1'7, laot 

Dlabt to oaeh .r ~ 41roo\ol'l of ~ BaDk 

.r AMrt.oa, .. uoaal 'fi'U8t u4 h'l'lD&o Aaooot.a­

tt.oa, laD PNDolaoo, Calltornlao With oaeh 

lettu •• oaolooo4 a ooP7 .r tho oaolooo4 

latter e441'oooo4 to tho boerd ot 41notoro of 

\!!at baD. 

OJI'll•· ~. 
A .. t.atallt to tu ... "M1'7• 
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Ident ical letters-eent to: Leo Crowlt~r 
Jeaae Jonee 

Upm1Pil ""· o. Douclo• 
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(l) Report of examination in 1934 ClritiCliea A.o. Stewart 

line and says it had been aub jeClt to crit icism •tor 

sClmo time past . • 

(2) Subsequent examinations have shown increases in line 

and repeated criticisms . 

(3) St ewart appointed Class C director, Federal Reserve 

Bank, san Fr ancisco in July, 1936, and chairman, 

January, 1937, for the year 1938. 

(4 ) san Francisco Rese rve Bank gets copy of each report 

or examination and Federal Reserve Board, .lash1ngton, 

borrows each report. The file a of the Comptroller do 

not show the details of the borrowings of these reports • 

• 
Regraded Unclassified



September 26, 1938 

For the Secretary: 

On July 7, 1936 A.o.stewart wae appointed a Class c 

Director of the Federal Reserve Bank of San Francisco for 

t he unexpired portion of the term ending December 31, 1938, 

and aa Deputy Chairman of the Board ot Directors ot the 

Bank for the remainder of the current year . 

In the February, 1937, Federal Reserve Bulletin, it 

was announced that the Board of Governors of the Federal 

Reserve System had designated A.o. Stewart as Federal 

Reserve Agent and Chairman of the Board of Directors or 

the Federal Reserve Bank of San Franoiaoo, for the year 

1937 . 

In the January, 193B, Federal Reserve Bulletin, the 

Board of Governors announced that A. O. Stewart had been 

redesignated as Federal Reserve Agent and Chairman ot the 

Board of Directors or the Federal Reeerve Bank of San 

Pranoisco tor the year 1938. 

On September 13, 1938 the secretary of the Treasury 

brought to the attention of Ronald Ransom, Vice Chairman 

69 
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ot the Board o! OoYemora ot the hdaral Reaai'Ye S7at•, 

the relat1onab1p bet .. en .a..o. atenrt, Cbairaan o! tb8 

Board. o! D1reotora or the Federal Re .. Z'Ye Bank o! San 

Frano1eoo, and the Bank ot .lmer1oa, B.T. & a • .a.. or aan 

Prenoiaoo, a .. aber bank, and ita art111ataa, aa abown 

b7 the ourrent report or wumsnat1on or that 8&nlt -de 

b7 national bank exaa1Dera e:ua1D1Da tor tha 0!!1oe or 

t he Ca.ptroller ot the CUrreno7. 
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Sept~r 26, 19S8 

REPBRBHCBS TO THE A. O. ST&WART LINB IN RBPOR'l'S OF 
EXAMINATION OF THE BANK OF AJlBRICA, H. T . & S . A. 

1. Examinat i on compl eted Oot ober, l9s•. 

Special at t ention is oalled to tbe line of A.o. 
stewart, •• • • • since the last examinat i on, 
inoreasea of substantial proport i ons are noted. 
These arose through purchase from Bank of America 
(state bank) and Inter Continental Corporation. 
InallliiUOh as this line baa been under critici am 
tor some time past, the merit or allowing any in­
crease i s questioned. 

(No previ ous criticiam 1a found 1n the 
consolidated reports, but the reference 
here to the line having been under 
or1t i clsm for some t1111e put , undoubtedly 
refers to c r itici sms in the report of 
examination of the a0m1niatrat1on depart ­
ment . ) 

2. Examinat i on completed llay, 1935. 

No speci f i c cr1ti c1lllll of the A. O. Stewar t line, as 
auoh., 'is included but there 1a reference 1n the con­
fidential section to the note of A.o. Stewart tor 
$1, 700, 000 secured by 10, 000 sbarea of Pacif i c Coast 
Mortgage Company as a part of the collateral securing 
Tranaamerica Bank Holding Companr tor $28 million. 

In the general section or th1a report, 1n commenting 
on exceaaive loans to corporations wholly or partially 
owned by Transamer1ca Corporation, reference ia made 
to the tact t hat $2, 800, 000, representing an A.o. 
Stewart obligati on, i s now carried unendorsed, whereas 
it was formerly carried with the endoraament of Trans­
america Service Corporation. 

71. 
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;5, Examination CO!!pletad DecMlbor, 1;36, 

'fh• total 1ndebtadnaae or A.o. atowart waa ehown aa 
,s,:5ao,ooo. 

4, Blcaaination ooll!l!letod Jlov-bar, 19:16. 

The total line or A.o. Stewart amounting to $8,200,000 
1a eat up aa an exoeaaiva loan. Tbe excaaaivo feature 
waa aUainatad during tho e:uaination b7 reduction ot 
loana . 

s. B.:uaination OOI!I!leted .. rch, 1;:17 

Tbe A.o. Stewart line refleota a large c oncentration ot 
credit 1!!!!!ropor1J supported and aarginad bJ 11. rgel7 
unsalable collateral. Listed aa an excaaaiva loan in 
the laat examination. aae Jlo. 1 Powell or San Francisco 
Main Ottioa Branch Report tor detailed comments on thia 
higbl7 unsatisfactor,. line. 

5. Examination completed August, 19:17, 

Tbe •stewart largo line" rofleote a large and h1gbl7 
uneatisfaotor,. concentration t=properl7 supported aDd 
aeourad b7 lsrgel7 unsalable collateral. For details 
aoe tho report of tho San Pranoiaco Main Office. 

7. Ex•wSnation comple ted April, 19:18. 

Included •eng tho largo linea 1a a $101 7001 000 it­
to A.o. stewart and affiliated l inea. 

•rn view ot the foregoing, it would appear that credit 
extended ia ver,. liberal with liquidation priaar1l7 
dependant upon the sale ot defaulted bond& with a 
11mitad -rlt•t and declining aarkat and the liquidation 
or aalo or tba atook in tho Joint Stock Land BaDka • • • 
it 111uld appear that a eontinuad oarr,-1ng ot the line, 
tho bank should require additional high-grade collateral . • 
With reapaot to the loan to Paoitio Oc.at Mortgage Ooa­
i&liJ (ot which A.O. Stewart 1a President) it ••' aa14 
tho line would appear to ropraaant a liberal line ot 

credit baaed upon tho t,-pa ot oolla taral pledged u4 
in view ot tho tact that tho P1lJ'POn or tho borrowiJI&a 
waa not d1acloaad • 

• 
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e. Bx•1Dat1on ool!pletect aeptaber, 11138. 

The large line to A. O. Stewart and a1'.ta1lte4 linee 
had arown to $11,000, 000 and aubatant1all7 the .... 
or1tio1ame were included. 
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September 2e, 19~ 

During the 9 130 meeting the Seoretar,r aaked me to go 

into lire. Klot~t 'a room and call Ronald Ranaom to see 11' 

be bad heard anything !rom llr. Bccles 1n reapeot to h1a 

conversation with A.o . Stewart. 

llr. Ranaom aaid, and I reported to the secretar,r, 

that he had heard nothing trom llr. Bcolea einoe a1x o 1clook 

our time Friday evening. The Seoretar,r had been 1nto~d 

by me ae to the developments heretofore. 

The Seoretar,r asked IDI!l to 1ntorm llr. Ransom that he 

1s get ting "sligbtly impatient" over the delaya incident 

to the decision with respect to llr . Stewart's chairmanshi p 

of the San Francisco Bank. I did this . 

llr . Ransom asked me to suggest to the Secretarr.· that 

it takes a l ittle time to handle a matter ot this conse­

quence which 1a brougbt to their attention by auch sudden 

notice. Be stated t hat he is very sure the Board is not 

more interested 1n a~h1ng than in the qual11'ications ot 

the Olaas 0 directors who are appointed by the Board. Be 
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stated, however, that there 1a euoh a maaa or aatar1al on 

this oaae which 1a being carefully read and digested, that 

it takes a little time . They are endeavoring to approach 

thia with a thoroughly judicial attitude and a thorough 

exploration or the taots, and he hopes the Secretary will 

not beoome ~atient. Be stated hie belie! that the 

Secreta ry wants to see no injustice done, while at the same 

time, the Board wants to act with aa much alacrity as it 

poaaibly can. Be would appreo1ete it personally 1t the 

Secretary does not become too impatient with them. 

lllr. Ransom said that the Board must be very caretul 

not t o prejudge this matter because, while it is a collate ral 

matter , it ia, nevertheless, bound up with the ditticult and 

dangerous procedure which may devolve upon the Board 1t 

there ia an aot1on under Section 30 ot the Banking act or 

1933 . Be says the Board 1a attempting to maintain a calm 

and judicial attitude so that when an appellate court 

r eviews the whole procedure, aa is certain to happen in 

h1s opinion, they will t1nd no collateral evidence or 

prejudice to enable them to aay that the Federal Reserve 

Board, having shown evident prejudice in the oollateral 

matter or the chai:nll&llShi p or the Federal Reaerve Bank or 
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san Pranoieoo, ita r1nd1nga with reepeot to unaare and 

unsound banking praotioea ere equell7 open to the allega­

tion or prejudioe . 

Upa 
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TREASURY DEPARTMENT 

.... SEPUB 

'""" Reran Ollpbant 

In collllection with the recent appointaent ot Preston De.l&llo aa 
Coaptroller ot the C\lrre11C7, tbe rollorlce quae tiona baYe been r&ised& 

(.1) Has the President power to -.lea tba appointooent, and 

(2) Upon contt.r..tion br tbe S.D&te, will the appointee be 
entitled to coapenution troa tbe date be took the 
oath or otrice? 

The ananr to beth queationa 1a in tbe .Ul.noatift • 

.t.s to the rirat quaation, the Praeidant has the po'INil' to - the 
appointment. 11.s.c. , title 12, sec. 2, prorldaa that the C~ller 
or the CUrrency aball be appointed br the President br and with the ad­
vice and coneant ot the Senate. The att&chad opinion cont&ina author1t1aa 
to t he arract that there ia no <(U&stion aa to the power ot the President 
to till ncanciee in or:tices · the appointments to which require the adnce 
and consent ot the Senate eYen though such ftcanoiee occur during a session 
or Congress and &Yen though the ~nt ot oo•penaation to persona ao aP­
pointed io prohibited br Section 1 ?61 or the Renaed St&tutes until con­
!i:rastion or such appointzent br t he Seoate • 

• 
U to the second question, tbe Comptroller General bas ruled that 

receu appointees to ftcancies which occurred durill& a a .. aion ot the 
Seoate becoM a.ntitlad to COIIpena&tion !or all oerncea rendered under 
tbe recess appointaents troa tbe date euch appoint.mnte were accepted br 
tbe t&k1D& ot the oath ot atfice (9 Dec. Cotlp. Gen. 1901 21 C.-p. Dec. 
T.2). 
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St atut ea, Wllloll reMa u ftlllowaa 

"Xo _..,. lllall lie paU troa *!Ia orr~, u ..a.,. 
t o QT para011 appoillte4 <lllrill& tile r-ea at tile 
SeDate , to t ill a ftO&CIJ' 1a QT oar::l.UJI& attioa, 1t 
tlla ftO&IIoy orz:lete4 •u. 11ae S..te ._. 111 •••Ilea 
u4 .. by law require4 to be ft lle4 by ad 'Ill t11 tile 
a4rtoe ud oona•t ot tile S..h, •*11 ftOII appolahe 
llaa b.., oonti~ by t be Seaata.• 

The Attomey G_.re.l ill .., opilliOD rendere4 to tlla Seoret&l')' ot tu 

,.roall11l7 UDder date ot J'1111e 18, 1880 (16 Op. Atty. Cia, !122) , attv 

quoting the ebon aeotlon ot tile Rertee4 Statutes , oontlaud (p, ~1)1 

"Tbia 1ects1ation, ill aaiiiiii1A& to aot upon th aal&l')' at 
ottioera appointee! 4ur1nc tile reoeoe ot tho s-t•­
tba ftcancieo a otually eldated * 11• the Stoute .. ill 
.. ao1oD, ... t lie, "--4 a rooopJ UOD by Cancra .. ot 
tho illw.rte1>1e COD.OtrDOtiOil SiT• 1>7 tbe Prea14•h t o 
tlle power ot appolat..,t oonterred tiPOII th• by the 
CODatihtion, Ia poatpoajq the ))&1Mnt or tbe ..a.,. 
or the appo.lnhe until the Saat o haa gi.T&D 1t1 aeaat 
t O thO appoill-nt 0 it OODOe4U thO risllt of the ProoidGt 
to appoint , altbousll i t cdoubte4ly abarruaao tbe 
anrc1aa or t bet r1sbt by ftbjeotiJIS tho appoint .. to 
oODdJ UODS IOdll.ob are 110-at ooaroua. • 

Ia an opinion to the Pree14Clt , 4ate4 J'abl'UU)' 21, lS8S 

(17 Op. Atty. G.,, ~1), Attorney CIClare.l Breweter coneidared the oaee 

or a ll:r. Bannntt wboae noodnation waa ••t by the Preal.4aDt to tu 

Senate Wlllo.h a4jCNrDe4 wUIIout aotlDC oo tba -tioo, -rftPOII t ile 

Proeldent, during the reouo ~at ely 1bllow1ng, appointee! ll:r, Bart­

rantt to till tlla noBiloy by poBiltiDC bJa a co..taaiOD t o expire at the 

..,4 at tba Mn .,..uq .. eaioe ot tile Stoute. After lloldi.JI& that tllit 

Preei4Clt .. •tllorl:z.ed to \bu t1ll tba ftcaDCIJ' 1>7 a tllq)Or&l')' appolat• 

"'t le, lwaovw, to '• M.......S 1a ~· o~• *-' 
..,_ elf tile ealuJ elf the appoiat .. , 1a _. - · 1a 1>7 8Mt1oo 1761, Bert- Stantaa, poet~ atU lilt 
11u ...., ..ru-4 11J tu S..te. • 
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In a later opl.nlon t o tho Poatz>aater O.Oeral. ciM.liDC n th tho 

..,.. typo or quoaUon (30 Op. At~. Oeu. :ll4), tho AttOn>OJ' Oeueral 

aaicl , inter alia (p. :ll6): 

•The quoation e.a to wbother tho ~pointee oan be paid 
tho aalary of tho ott1oo botore oontirmat 1on by t he 
Bonate ohould be referred to t he CC~~~ptrollor or tho 
Tronaury tor determination, no it ia a matter wbinh 
would naturally oomo botoro him and aa to wbich 11\Y 
opinion would only in any oYont be ftdrtoory. • 

By sec tion 304 of tho BUdget and Accouot1ng Act (t2 Stat . 24), 

tbo Gonoral Accounting Office (at tbe hMd or wbioh ia tho COmptroller 

Conoral or tho UD1 ted Statoo) ouccoeded co t he tlmotiona and dutieo ot 

tho Co~o»troller ot tbe Troalllll')'. In a dooioion rondorod to the DiaburolJa 

Otticor ot t ho United States Tariff ea.mioolon on Auguot 21, 1926 

( 6 C<Gp. cern. 147)' the CQllptroller General hold t hot wboro • Ya cancy in 

tho ottlce or a member or the United Stotoa Torift Comm13oion, requiring 

appoin~ent by nnd with tho adrtce and consent ot tho Senate, occurred 

during a reoesa ot the Senate or "118 tilled by a recess appointment tor-

mi~Ung with the ad journment ot the no%\ aeaelon ot the Senate, during 

tJUch aoeeion the peroon inYolTed wae DOIIWiated to tho ottice but tho 

ntllinaU on DOt acted upon, ccuopenaation uodor a eecond recess appointment 

or tbo ..,.., or a dittorout poriOn to t bo ..,.., ott1co made eubeequant to 

tho adjour:rJIIent or the senate ia prohibited bJ section 1761, Rertsed 

StatuteD, tor the reason that a YDcnncy o:d.ated Yihilo the Senate ·•u in 

eoaalon , tho rocaee oppo1nQnont not be1ng conai4ore4 aa causing the Yaoan­

cy to oooee to exiet. Tho abon dooieion or the C0111ptroller Cenoral ,..,. 

tollowed in another rendered to tM ChalrlllaD, J'edoral Radio Ccmal.aaion, on 

NoYcber g' 1927 ( 7 ~. a.. mJ' in • ., ... iDYOl'f'ill& .. Ulalogo ... -

ot facta. See alec 86 Op. Att'J . o-. 134. 
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!lUI I'M)IM\ to ,_ ....... ~ u te ..... ._ aft's-. llaliA­

i.al reoeaa aJ11101~ -u, 1a tM -' 111 tM "~ 111 u.u 

81 

.....S.:.U.. _, U.. e-ta, -'1-. to - w\U tM ... 111 tao. pr ' 

Mlliols at tile Ooacr ... G&' .-J.d Nl1aqwUia oftioe I 'Je~ ..... reoe1JI' 

t4 DOt.ioe fll Njeot.ioD, 1t. 1a It' op1ld.oD \bot lUll ~~ IIIIJ' 1 .. 117' 

OODU.. t.o Ml'ft 1lllll8r u..ir Jlll'loeat. .-l.aaiolsa aill tM .a4 at \bo 

JIII'IIIDt oaea1oll at Oollp'eaa, aleaa t.Wr aJIIIOlnt.oeat.a u. - MndaW 

b)' t.be rr.a1d...t. s 

..... aJIIIO~ U'e .a bT t.be rr.o:1clout. ~ to tbe 

authGrlt;r cotlttll'Nd upoa 11111 117 .l.rt.l.ola 2, 8eot.1oll 2, ~ 3, at tM 

ConoUtut.iols, wlllob ....S.z 

"The rr.alMlt. llball !left Powerta tUl up all VaooDClao 
that IIIIJ' beJPB darb~ ....... at • a..ta, bT 
lftlltiDC C hal Oll8 'lbloll llball aplN at tbe lla4 at 
thair aat Seoa1on. • 

Tbe autllorit;r .oet heq•at~ relied upon w1tb Nepeot to tbe 

duraUon at l'IC .. e appo~ aJIIINZ'o to M aa opl..al.oD ~ to tM 

rr.e1Mnt ....s.r clat.a at lprU 16, 18)0, 117 Ut.orDiir a-alllolrr1a 

(2 Op. ltt;r. a.. ))6), h that op1a1oD UIU'e na ~ U..- 111 

a Jlr, I..., Bill IIIIo bed boen 11...,. a reoeee appo1ot.aout t.o t.be clt1oo 111 

Secoo4 ~of tbe ~· 1lbUa boldhll .-Ia- appoiJd­

M.Dt tile rr.lideat oeut llr. Bill' a -'aot.lon to t.be Snata tor -u -
Uoa. The lleaat.a l'ljaotad tile ,.,.,_tiols &lid 1a ll1o abcmo IDt.1cme4 

opi.D1on tile lt.t.orDiir ~ bel4 \bat a ;; lqloo 1&.-1 bT tile W 

ctar1111 a ....,... ot tile s-at.a oontu.-4 autU tbe .a4 at tile llGt aoaaiols 

at C~Go~CNaa, a1eaa- t.andlatad bT tbe rr.aSMat, na ~tile . 
1JIII1'11daal I '..S 0 llllaal.4 beft MeD ...-u. -'-'-1 te .......... 

_. U. gppttw "~ te U. - olfeet. 18 4 Op. •'V· a.. lOs 

dA .. II6DU4fJII....._ .... -. 
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111 t ho ouo cUUa4 •xa re ...,.bUIIhip tor the lloullbam a4 

IU44le Dinr1oto ot .ua-.• (10 J'a4. 1179), tho OOOIJ't (1Ja1ta4 Stat .. 

D1 a~r1ot Couri tor the 11144le D1ftr1n ot " ·"-) ......,,...,.., 1atao 

&lla, na hm ot ottioe ot ,.. lla~u c . OoMm ao lla4 -.. p.,.. 

a t-J'OJ'7 oppoia-t u V.ita4 8\uoo llarAal, IIIII - - b- -

aoqu.,U7 aamuta4 tor tho ott1oa, bin wboaa a..aou .. lla4 b- rej .. ta4. 

Ill that OUI tho COIIM 1114 ( P• 382) t 

"'l'ha mrthor1U .. eo th1o aubjeO\ - that 11, \ be uture 
oa4 cl,....t1oa ot a tiiiQIOJ'OJ'7 appoia-t -.4a b7 no 
preo14ct to till a ftO&a07 - o.re tbot a o.-teei,. 
1ona4 bT tho prea14..t 4ur1J1C a rooooa ot tbo ocate 
OODtUQIII IIDtU the c4 ot the nan -1 .. of OOIIIl'MI , 
Ulll.e u aooaar 4noN1Da4 bT t» pree14..t, ...., ~ 
the par110a ooo•ho1oae4 lball han b- 1a tllot -
t t.. D.01111D.&ta4 'ItT tlao prea14..t to tbo ott1oo oa4 h18 
aaminat1oa rojootoc!.• 

Tho tollolliDi author1t loa ... ro ohocl 1a 8Upport of tile cloo1o1oa: 11. 8 • 

.,, .lt1rtpe.tr1olt., 9 Wbaot . 7l!l; Cuo of I aoao lUll, 8 Op. Att:r. Gc. 331; 

Ollpia T. O'NoU, 8 lilt. lin. Reo. 1117; l!x poU"to B...,.c, liS Pu. 2l!O. 

( Sipocl) Blll'aJl OUpllut 
.. 

B...- Olipllat, 
O..re.l CCN118ol to tho S.orotary. 

Cop1oclt 
Oot. 24, 1934 {aj) 

Caporocl: 
aJ/vw 
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ll..,..rond.ua tor tbe S.oret&ryt 

J. oopy ot eo.oh report <I .,...1a t1cm a t t be Banlc at .manoa, 
N. t . t.lld S.J.., San ho.nohoo, 1a &h ... to t he Fed.eral R.ae"" Bank 
1n s ... Pl"OI1o1aao , t o be >:.pt by t-. 

f be oopy at the report at .,...1ll&t1ca wb!ob 1a .. ,.t to t11o 
Ccaptroller o t tbe C11rrenoy 1A "lo.ab1Jict«> 1a o.ft1lable tor uae by 
the Ped.eral ._ .. ....., &arcl and. lt a et&tt 1n "lo.ahJ.Dct-, t.lld 1a re&~>~ 
l&rly l>or,_.d. b)' t-. 
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Rh ~NGLO-CALIFORHIA BANK 

Present: Kr. Banes 
»r. Upbam 
Mrs Klotz 
Mr. Oliphant 
JAr. Gaston 

"he Upham: • 

H. M.Jr: Kr . Upham . 

Septeaber 27, 1938. 
9:SS a.m. 

84 

Upham: The Acting Comptroller and the Cbief National Bank 
examiner, and perhaps one or two o thers, have been 
conducting a confer ence yester day w1 th Kr. lfortiller 
Fleisbbacker and Mr. Paul Hoover, of the Anglo­
California National Bank. 

K. W. Jr: What are their respective positions in the bank? 

Upham: Mr. ~leisbbacker is Chairman of the Board and Kr. 
Hoover Vice President. And they report to me that , 
with the help of the R.F . C. in putting i .n about 12 
million dollars new capital, the losses that are 
now in the bank can be eliminated and the bank can 
go forward . They also contemplate getting rid of 
a number of di rectors of the bank and about five 
officers or the bank, including the President , 
Herber t Fleishbac.ker. They have requested Kr . 
Diggs to take care of 

H .~.Jr: *ho •s •they•? 

Upham: The "hairman of tbe Board a.ad the Vice Pr esident of 
the Anglo-California have requested the Acting 
Comptroller to take care of the one item of inducing 
Harber t rleisbhacker to get out of the bank; and he 
last night was prepared to send a wire to Herbert 
Fleisbbacker asking him to come in her e . And the 
whole procedure has been postponed and held up until 
you and the others can have a look st the progr am 
for the bank. And my i dea was that you might also 
want to have a - express an opinion as to whether 
getting rid or Herbert Fleishhacker was a job for the 

- Comptroll er ' s office or for the directors of the bank. 

B. M.Jr : Or up to the Federal Reserve Board. 
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B. !.I . J r: 

Oliphant : 

li.li . Jr: 
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Upham : 
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Uphum: 

d . • i .Jr : 

Uphno: 

!I. ..I . Jr: 

Uphuc: 

H. i.! . Jr: 

Upham: 
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-2-

uo you know that Herbert Flefs~er, Wr. Secret ary, 
owes t he bank $3, 470, 000? 

I don 1 t know. 

II million 600 t housand in excess of wha t the l aw 
allows hi m to owe • . 

No . 

Now, the other thing which I also know, wh1ch they 
s eem to f orget, is that the purchase of preferred 
stock in any banA can only be done over the re~uest 
E.nd signature of the Secr etary of t he Treasury . 

ihat ' s r ight, that ' s right . 

I mean 

But the negotiE.tions 

'l'he R. F . C. can not buy pr eferred stock in any bank 
unless I ask them to , and over my signature; end I -
and I don ' t know what t his thing is . 

Hut t he negotiations usuany go on with the R. F . C. 
prior t o t hat r equest . 

'l hen I 1m advised . 

Yes . 

I 1 ve nan no advice from Jones of nay kind, other 
than that he wns going to see them . 

.. ell, these negotiations are still in process, end 
their plan was to r inish them ell up and get every­
thing through before they came to you. 

Well, I t hink it ' s - I think you used your good 
judgment and I t hink we •11 listen t o them a quar t er 
of e l even, s ee what they 've go t to s ay. 

Now in addi t i on ther e i s this document of violati ons 
of the l aw, whi ch t hey are not apparently t aking into 
account a t a l l ; they're Jus t going to clean up the 
bank and do nothing a bout - do nothing about those , 
as I ge t it • 
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•ell, I think the tbing to do this morning, ualeea 
you people tbink otherwile: let•s listen to wbat 
Diggs bas to say. Arter we listen, you fellows do 
what you always do, get together snd t alk it over; 
then after you ' ve talked it over, meet with me and 
advise me whet you think l ought to do. 

And in this case Preston Delano will be here and 
he ' ll listen, and I'll include him in our group. 
Then the rest of you go somewhere and talk it over, 
come back and say, •Kr. llorgentbau, you ought to do 
this, that or the other.• 

Will Delano be here a t l0:4S1 

~Uirter of eleven. 

Good. 

He'll be here quarter ot eleven. 

Good. 

I thought we lllight as well break him in on this 
thing . We ' ll listen; I won't make any decision. 
Tben you people go into a huddle. When I come back 
from Cabin.et, you can have whst' s lett ot me. All 
right? 

I think so. 

All right, John? Herbert? 

Yes, indeed. 
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RE ANGLO-CALI FORNIA BJ~ September 27, 1938. 
10:45 a .m. 

Pr esent: 

Upham: 

H • .ii .Jr: 

Sedlacek: 

H.M.Jr : 

Diggs : 

Mr. Hanes 
llr. Oliphant 
Llr . Opbam 
llr . Gas t on 
llr . Folger 
llr. Diggs 
llr. Sedlacek 
Mr . Dela no 

llr. llorgenthau, I t hink you know everyone except Mr. 
Sedlacek. 

Bow do you do. 

How do you do, Mr . Secretar y . 

Glad to meet you. 

The reason that I asked you gentlemen to come here 
was that llr: Upham advised me of certain proposed 
action on the part of the Acting Comptroller, and I 
sent M.r . Diggs a message through Mr. Upham that before 
any such action 'Has t oken, why, I'd like to be advised, 
and therefor e, if Mr. Diggs would tell us this morning 
what you pr opose to do in r egard to the Ang l o- California 
Bank ••••• 

Mr. Secretary , we had - fir st of last week M.r . Uortlmer 
fle!silblicker and Ur . Hoover came t o Washingt on and we 
t old them that we couldn' t t alk to them until the f irs t 
of this week·. They came bEck on yesterday and we bad 
e. long conference wi th them. They ' r e entirely i n 
accord with what we 1 r e trying t o do: tog et the bank 
in better shape and to remove some of the of f i cers of 
t he bank. They suggested that - and we felt in accord 
with lt - that it would be better for us to ask Ur. 
Herbert Flei$~cker, the President of the bank, to 
come here to discuss the ma t ter , than i t would be for 
t hem to go out there end di scuss his r emoval as the 
President of the bank end as a member of the Boar d of 
Di rectors. A r emoval es a member of the Boar d can only 
be done by the stockholder s, or his resignati on, or 
under Section 30 of the Federa l Reserve Act. If we 
get his resignation, it would be much easier to handle 
it that way than it would be to proceed under Section 
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JO, which is ra t her l ong and drawn out. And 
we' d like t o ask him in here to discuss the 
matt er with h.1m. 

88 

Well now, I ' m not f aailia r i n any way with what 
the Comptroller ' s office has developed since the 
report has come in - the l as t report of t he 
Anglo-California Bank examina tion - end inasmuch 
as t he final responsibility i s mine I' d like to 
get & Rritten r epor t of what you've done up to da te 
and what you're thinking of doing. 

(Diggs hands a . M.Jr. attached r eport) 

I t• s from a conference we bad, Ur . Secre t ary - it's 
undernea th there . 

l' 11 read it. 

I t hink we 've aavi sed Kr. Upham of wha t we ' ve been 
doi.ng, ond we ' ve had t here »r. Foley - r a ther , Mr. 
Sherbondy, in the confer ence with the Federal 
Reserve . I think they've kno~n pr etty well •••• 

R. F. C. 

R.F. C. has been over tor a confer ence; t hey ' ve known 
about it there . 

·well , Mr. Upham t alked quite excitedly last night •••• 

No, I naven•t sa t in on any conferences . Be told 
me last - yesterday afternoon what the program was 
that ne bad worked out with Mr . Fleishhacker and Yr. 
Hoover, a nd I have this morning a memorandum summar ­
izing it . I knew that the conferences with the R. F.C. 
were going on. I'd been advised tha t they were work.ing 
out a program with the bank. 

Well, I mean wha t you advised me last night was t hat 
you di an' t know a nd therefore you wanted me t o have a 
nitten atatement so that I would know. 

Yes, I t hought you ought t o know the details of 
tha t pr ogrBID before it ns continued with. 

iell, let me read it. 
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"A conference was held today ••• •- this is dated 
the 26th- • •••• beginning at 2:ooP.M. with 
Mortimer Fleisbbacker, Cnoirman of the Board, and 
Paul doover , Vice Presi dent, of the above named 
bank. Mr . ~iggs, Acting ~omptroller, a.od Examiner 
L. B. Sedlacek were present. 

•Messrs . Hoover and Fleishhacker were informed tha t 
the bank would not be permitted to continue in its 
present unsatisfectory condition and that certain 
definite requirements would have t o be met. After 
considereble discussion with respect to unsatisfactory 
large lines, and particularly the so-called <leish­
hacker concentreti on of credit, a program was outlined 
as follows: 

"First - Mr. Herbert ~leishhacker would sever his 
connection as President and Director of the bank. 
Also Vice Presidents Coe, Friedlander , Klinker aDd 
Tilden would be eliminated from the management; fur­
t her, tha t the directorat e woul d be ma t erially 
strengthened, which may be accomplished in par t by 
reducing the board from twenty-five to fifteen 
directors . 

•second - With respect to the large lines of the Fleish­
ilacker brotber.s, !lr . Mortimer Fleishhac.ker stated that 
be would liquidate for cash all his direct and indirect 
indebtedness to the bank, which is i ncluded ln large 
lines in the report and amounts to approxi.mstely 
'$2,50J, OOO . Be furth.er agreed to a program for the 
liquidation and nandling of the resainder of the 
so-called Fleisbbacker line and tbst this progrsm 
would be set up with the assistance of the examiner 
and should be satisfactory to this office. 

"Third - That edditional capital or $12, 0JO, OOO to 
il4, 500,000 be put into the bank with the aid or t he 
Reconstruction Finance Corporation. This will provide 
f or the elimination or losses and doubtful as shown 
by the report and the creation of sufficient reserves 
to provide for losses that will develop 1n the large 
lines and other unsatisfactory assets, leaving a sound 
capital s tructure equal to not less than 10 per cent of 
the deposit liability.• 

or course, you know, entirelY separ ate from ~ 
authority in connecti on with the Comptroller ' s 
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office, not one dollar of preferred stock can be 
bought by tile R,F, C. unless I persoaa.ll.y sign it, 
so if for no other r eason t han that, before any 
steps e re t aken I •ve got t o be fully adVised as 
t o the situation, because only on~ written 
request can the R.F.C. put in a dollar; and I'm 
not fully advised. 

"Messrs . Fleishhecker and Hoover agreed to the 
entire pr ogram as outlined above except that Ur. 
Mortimer Fleishhacker stated that wllile he knew 
it would be for the best interests of the bank for 
Ills brotller to r esign, he considered it a difficul t 
undertaking f or Ilia to accomplisll and clearly indi­
cated t hat tile acti on would have to be taken by the 
Comptroller's office and expressed the opinion that 
it could be accomplished i t he were called to tllis 
office t or o conference. 

"In addition t o the toregoi.ng , Messrs. Fleishhacker and 
Hoover f urther agreed that immediate steps would be 
taken to liquidate the Anglo National Corporation, 
which is a bank hold i ng corporati on, and all other 
affiliates of the bank. 

"On Saturday morning, September 24, Messrs. Folger a.nd 
Sedlacek of the Comptroller's office conferred with 
Ur . Sam Husbands of the Recdnstruction Finance Cor pora­
tion and llis assistant , Ur. ~oombs , at which conference 
J. ttorneys Kelly and Sher bondy were present. l:he con­
dition of the bank was di scussed in an effort t o arrive 
at tile approximate amount of additi onal capital that 
would be necessary tor the bank.• 

Well no·•, have you had time, llr. Oliplla.nt, to go 
into this? 

No. 

I mean have you had time - aa to whether the Comp­
troller's office sllould or should not take tllis 
action, in view or possible breaking or the law on 
the par~ or these ofticera? What? 

»o, I haven't. Bo, I haven•t. 

Don't you want tiae? 
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Yes . Yes, I do . 

oVba t? 

I• d thought I 1d want to have time to go over it, to 
see now those items we have there are going to be 
dealt with and also bow other items of i llegality 
a r e to be dealt with. 

Wha t I'd suggest i s- and I would like, even if llr. 
Delano - even if he hasn ' t t aken the oath, after 
llr. Oliphant and Mr. ~anes and Mr . Upham have studied 
the thing, if for the time being, so to speak, 
you ' d (Delanoj sit on =Y side or the table; and when 
t hey come back a nd r eport t o me , I'd like you to hear 
it and like the benefit of your advice, 1t t hat 's 
agreeable. I mean while I'm studying this, if 
you' re studying it with me - in other words, we ' ll 
go forward or backward on t his t hing together. But 
I would like =Y own people to have a chance to study 
this - in other words , the office of the Secretary -
because l eaving out entirely the Comptroller's office, 
I 've got to ltnow and have my people know so I can or 
cannot decide whether we want to wri te a l e tter to 
the R. F . C. recommending the purchase of pr eferred 
stock. 

And I don't ~now whether it ' s wise or not. Maybe 
we should have Herbert Fle1shhacker here ; I don't 
know. But I want t ime . 

We completed the confer ence about 4: JO yes terday 
afternoon, llr . Secretary. I t wes the recommendation 
or Yr . Folger that we ask him in. Before I did it, 
! called Ur. Upham and we prepared the memorandum 
on i t so that ••• 

Well, I 'm Just saying that Upham came i n here Just 
befo r e I went home and felt tha t we should get 
into this thing a t this stage, before Ur . Fleish­
hacker wes invited . Now, all I'm asking is that 
the office of the Secretory of the Treasury have 
tlme to study this, and - say Yr . Upham a nd Ur. 
Hanes end Yr. Oliphant - and wha t ever you people 
have, and then t a lk t o the R. F. C. , and then when 
they've made up their mind as to how we should 
~roceed they ' ll t alk to me. Then we'd like to 
confer with you people again. 
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And we may decide we want tbe Department of Justice 
in. 

'II' ell . . . . 

Don ' t want to get into the position of compounding 
any crimes. 

Le t ' s just stop, look and lis ten at this point, and 
then when you people are ready - whenever they come 
in, llr. Delano, I ' ll let you know, a nd you and I 
will sit and listen, how•s tha t? 

I think that ' s fine. 

Huh? 

1hat •s right. 

Well, I don't know - I don't know what ' s 1n this 
report. Is the report finished? 

Yes . 

How l ong has it been finished? 

About two weeks. 

Signed and everything? 

Yes, sir . 

Well 

llr. Smith is preparing the letter to go out to the 
board, but we should advise t hat tha t letter not go 
out until after we have had this conference with the 
offic ers, and possibly we can work i t out wi thout 
sending out that kind of a letter. 

Well, I ' m just - I'm jus t asking that the office of 
the Secretary of the Treasury have a chance to t ake 
a look at this thing . That's all. Thank you. 
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IIDIOIWIIlOV - 'l'o llr. Upbu 
rr .. llr. Dtgga 

8e~bel- 27. 19)8 

Retorring t.o 70\U' -rudua <4 S.pt"ber 20 reg&l'dJ.ac 
ltttc ot criticialt t.o the board <4 clirect.oro ot tho AD&lo Calitom1& 
Jaticnol 8enlc ot San Froncieco, Cal1ton11a, pleaH bo odnaod that o 
lot1-or lo bole& prepued aDd will bo collplotod u expodltiouaq 
u poaalble. 

A propaa tor tbie bollk baa boon pro)IU'od, o oopy ot 1IIUcll 
11 ettac:hocl horet.o. 1'b1a ottlco baa DO r .. ooll t.o tool that tho ~ 
...,ta conta11lod thereill will DOt bo ca.pllod with 'but, Oil tho otbolr 
bond, it le the opinion ot thia <4t1co t.hat t.ha ODtiro procru w1ll 
be coopletod •• apodltiowoq u la poealblo \llll!or tho etatuw. It 
will be uncleretood that a part ot t.ha procr-- roqu.t.Ha actioD on tho 
put ot the ReconetructioD FinaDeo Corporation .....t a -'tic& ot the 
etoclcbol.dere ot the bank. 
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Ill reo bllo Calitonda •uoaaJ. llari: <11 
ltp l!!g1rr, Oeltfsrm1e. 

I. ooat ....... e .. Ml4 ~ b4c!M'ftl a~ 2100 P ... with 
•ortiM!' Fllo!ohheckv, CloaUwoa fll ~ Jlo!IJ'd, ..t JluJ. Bonar, Yioe 
Preaiden~, ol the abon .....S but, lr. Dtae, l.ct.1111 Coooptrollv, 
and J:n•lD!IJ' L. B. Sedlacek ..... praaeat, 

hava. 800T!IJ' aad J l eSohheck!IJ' ftre illtc.....t that the but 
would not be penittec! w coattnM 1a 1te preaen~ -t!Jitactcry COD­
clition and that cert&ill <Mtiaite requ!.reMnt.e would ._,.. w be ..t. 
After ooneid .... ble clia0111111oo with raepect t o -ti.tactcry 1arce 
linea, and po.rticularq the oo-c• llecl ri.ehhlw•hr coac•t.retion <II 
credit, a procraa -. oat.liDecl ae toll-.o 

first - lr. lerb.rt. Jlehblwck!IJ' 1101114 eeftr hie ccm.ctioo 
aa Preaiden~ and Dizoectar ol the but. l.leo lice Preaidaate eo., 
Priecll&nder, Oiak!IJ' and t1l.da 1101114 be el1•h•te4 ti'Ce tbe .....,~J 
1'1lrt.her, that the .ur.ctoret.e 110uld be at.erielq atr~, *lob 
-:r be accoepliahecl in part 'b7 reclw>iac the boeZ'4 ti'Ce tw.nt.,.-t1,.. to 
titteen clirecwra. 

SecoDd - 'lith ree)*lt w the larg. linea ol the Jleiablwck!IJ' 
broth!IJ'a , lr. llort.1Mr J le11bback!IJ' stated tMt he IIOuld J..14ul.dat.e tor 
cub all h1a clirect aDd 1nllinct iDdebtednoola w the ballk, which 11 
iacludocl 1a larc• liDae 1a the report and -t.e w a~teq 
8:1,500,000. B.e hrt.loer qreocl w a procru tor the liquidation and 
bandl1'C of the ~'""" ~ t.ha •a m ll ect p lat•Nwcb:r l1DI &Di t.bat 
tbia prcc:r.a would "be Ht up with t.1w ... utaace ol the ..... ,.,. aDd 
abould be eat.i.tactcry w th1l flltice. 

'!'bird - !bat e&litiozal oapit.el. ol $12,000,000 w tl4,soo,ooo 
be put inW the but with the aid <II the Recoutructi on Jim.IICe Corpcra­
tion. Thia will pro't'14e tor the elia1111~1on <II lcaeea and daubttul ae 
ebC'Oil 'b7 the report an4 the -tioD fll ntt1c1ellt re....,... to pl'Ori.da 
tor lc- tMt will ~ 1a t.1w larce liale aad ot.1wr -u.ra~~torT 
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allete, len1Jic ....... oapltal ·"·'- ..-1 to aot leu thalllO poro.\ ct the cloopoait UaMUt.,.. 
;.--

........ , .. • , ' ................ to t.lw ..u... ....... 
ae 01ltl.1aocl U... -so' ---til' ... ,.,. Fl .. •tek!IJ' .new-tat ft1.le 
he kMw lt WG14 he tw t.1w 'Mft Jat•..W fll t.lw hallk lw 1111 llao·'t-
w .... 1p, he 1 14 ;d lt a d11ftANlt ~ fw Ida W WI 111 M 
and olearq • .., ..... t'tat t.lw aotlGa .-1.4 ...... to .... w- "" t.lw 
eowptroliR11 oftloe ... 2 .... - epf.a1a *' lt ..u ....... .,u .... 
lt ... -- Ollllod w t'tU .as. ,_ ...... _. 
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In additlOD to the forecoiDC, •eearo. Flo1Ahacbr &Jd 
Boonr flu-thor a.v-t that ' "taw atope wolll4 be talllon to lJ.tptdaw 
the lDI).o JI&UOD&l Corporation, 'lb1cb 11 a hiDk bold1DI corporatiOD, 
aDd all other attillateo ot tho hlllk. 

OD Saturda7 ...mi:DI, S.ptabor 24, .. aera. Folcer &Jd 
Sedlocok of the Co•ptNU.r1e office Ooofll'J'ed nth llr. S.. Buabuda 
ot tho Reconetrw>tion FiD&Dce Corporation and b1a aaaiet&Dt, llr. eoo.be, 
at which conference .lttonlo7a lell.T and Sberboll41 ....,... pr&HDt. !!Yo 
condition of the hiDk .., dieo,.... 1D an atfort to arriYI at tho 
approx:law a.ount of additional capital that ...,u14 be nocee&el'J for 
the 'bank. 
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September 27, 19~8 

For the Seoretar;y: 

At 2130 p.m. Mr. Hanes, Mr. Gaston, Mr. Foler, 

11r. Sberoon~ and Mr. Opbam met with Hr. Oliphant in hh 

ott ice. 

The proposed program tor the Anglo California National 

Bank, as suggested in the memorandum ot September 26th sub­

mitted earlier 1n the dar to the Secretarr br the Acting 

Comptroller or the Currencr , was under consideration. 

Three things were agreed upon to recommend to the 

Secretary: 

(l) That the letter now in preparation summarizing 

the critici sms in the last report ot examination or the 

bank be sent to each director or the bank. 

(2) That the matter ot getting Herbert Fleishhacker 

to resign as president and director be lett to Mortimer 

Fleishbacker and Paul Hoover as one ot the requirements to 

be met before Governaent mone1 is put into preferred stock 

ot the institution . 

(~) That it be detinitelr understood that criminal 

violations ot law, 1t anr, will be ret erred to the Depart­

ment ot JUstice • 

• 
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Durins the course or the eonrerenee 11r. Upham talked 

by telephone to Mr. Folger who related, wh1la both Mr. 

Upham and llr. Oliphant 11atened, the traneaet1ona involving 

the Western American Realty Company's dealings in the atoek 

or the bank. 

Aleo during the eourae or the eonrerenee llr. Upham 

and llr. Ol i p.hant talked on the telephone to Preaton Delano 

and to Norman Thompson, and llr. Delano was tnronoed 

(a) That the letter rrom the Secretary to h1m 

notlrying h1m or h1a appointment u Comptroller or the 

Currenoy will constitute the notice rererred to in the 

etatute aa that which must be rollowed within r1rteen 

days by hie taking or the oath; and 

(b) That there is no objection to the Home Ownere 

Loan Board announcing that llr. Delano will rell&in with 

the Board until arter the conrerenoe or Preaidenta or the 

Federal Ho- Ownera Loan banka on October 17th. 

ll.r. Upham told the group that there h a possibility 

that llr. Jonea aecured an undated raa1gnat i on rrom Herbert 

Fleiahhacker at the t~ the RFC purohasad prererred stock 
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or1s1nallT aDd that ainoe all Harbert Pla1abhaokar'• atook 

1n the Anglo CalU'omla Bat1onal Baalr h aubjaot to a lin 

1n oonneot1on with a jndpant atandina aplnat hill, it ~ 

be that he doesn't aat1afJ tha requ1~ant tor director 

ot t he bank that he haTe tan aharea trea and unh7Potbotoata4. 
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R£ AIIGLO-CALIPOIUIU BARK September 27, 1938 . 
4:30 p. m. 

Present: 

H.IJ . Jr: 

Uphu: 

B.li .Jr : 

Klotz: 

H.IJ. Jr : 

Klotz : 

Upham: 

u.u.Jr: 

.Clot z: 

H. III.Jr : 

Upham: 

Oliphant: 

Ophamz 

llr. Hanes 
llr. Oliphant 
llr. Upham 
llrs Klotz 
llr. Gaston 

Anglo-California Bank. 

The memor andum is in the machinery giving you what 
happened this a f ternoon. It is roughly this: We 
agreed on three things t o r ecommend to you. First, 
that the r egular letter SWII!IIarizing the last report 
of exaaination of t he Anglo Bank be sent to each 
director of the bank, j us t as was done in the case 
or the Bank of America; this regardless of the 
present negotia t ions. 

You (Klotz) know his new initials, don't you? 

No . 

"EI . B. • Upham . 

"8 . B. n 

"Eiold Beck"? 

No, "Bard ~oiled . " 

on. (Laug.hs) 

Come on, 8 H. B.• 

Second, t hat the matter of removing Herbert Fleish­
hecker as President and as a Director be left t o 
Kortimer Fleisbhecker and Paul Hoover end the Board 
of the bank, as one of the requirements which must 
be satisfied i f t he Federa l Government goes in and 
subscri bes preferred stock to clean up the bank. 

Specifically, tha t Jesse Jones t ell them that. Is 
tha t wbat they mean? 

Yes . And third, that it be definitely understood 
that 1t ttlere are dilcovered IUIY c r1a1nal rtol a t1ou 
o f law, that thq be referred t o the Depert.ent of 
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Justice. 

And what do I do? 

And fourth - may I add one? 

:>urely. 

100 

Folger over the telephone told me while Upham was 
listening an incident wbicb I t bink is so serious 
tbat ~ would like at this stage to bave t he man from 
tbe Department of Justice who handles these tbiags 
sit in, because they lli&bt say that sometbing we 
did Jeopardized tbei.r- case or- they may say tber-e ian' t 
any case . Brien llcllabon • • ••• 

Whet ' s tbe incident? 

lell , you (Upham) tell him. He ' s the exper- t on finance. 

Wha t? 

1be t wo Fleishhacker brothers - there was a realty 
company corporation, and they borrowed $150,000 
each f r-om tha t company and t ook t he money to suppor t 
the Bank of America stock - t he bank stock. 

Anglo-Califor nia stock. 

Anglo-California stock. And pledged the stock as 
they bo~ht it as security tor these notes. So 
tar they ve bo~ht $)00, 000 worth of stock. 

Who is • they•? 

~be two Fleisbbacker brothers. 

Well, tbese are two directors of the bank, one of 
whom is now dead. 

Were they? Just a couple other tallows . 

Jus t .... 
Just what? A couple of what? 

Just a couple of otber t el lowa. 
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•ney were dummies . 

They t r ansferred these notes with the stock as 
security to the bank; so tbe bank, you see, now 
has o loan t o tnese two men secured by its own 
stock . Then they nave the bank take this collateral, 
its own s tock, and absorb it into the assets of tile 
bank and they tear up t he notes . Now, the chances 
are - I don' t .mo·~t, but the chances are tile tearill8 
up of the note is gra nd l arceny, and I'd like to 
nave Brien McVahon, who handles those thill8s over 
tbere - he's a good mo n - t o share the responsi­
bility. 

O.K. •hat else? 

That's all. 

Now, what do I do as of tonight? 

(Gaston comes in) 

'//ell, I would say nothill8. 

Good . Sold . Let it go. 

(Laughs) 

Isn' t tha t correct? 

llel l , now ••• • 

Onless you want to notify Jesse Jones, if he's in 
process of making this l oan. 

It•s his (Opbam) job to keep him 1nforoed end he ' s 
supposed t o have seen Jesse t oday. 

'//ell , yes - well, I t a lked to him on the phone twice 
and he preferred to do it on the t elephone rather 
than my coming over. And I thougllt that as soon as 
you knew t his I would let him know. 

Tnere ' s one other thing I would like you to know -
just a minute - on his Number One. Downstai rs tney 
strenuously object t o tills letter notifying the 
directors out there of their possible personal 
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liability going out while tbese negotiations 
are pending tor tear it will upset tbe negotiations . 
Now, t1rf position is tllllt aey one or a dozen things 
could happen that would upset the negotiations, and 
then if it turned out that we knew or these circum­
stances and hadn' t told the directors, I think we 
would be in 8 pretty bad position. 

Well, unless t1rf banking adVisory co111mi ttee advises 
otherwise, I•m tor the letter; because, Just as some­
body said today - I don•t know who it was; oh, I do 
~ow but I won' t say - the whole trouble with all or 
this stuff in the "'omptroller• a office is tbat there 
is no writ ten record on aey of this stutt. 

That's one very serious difficulty. 

There's no written record on any of this stutr. I'm 
f or making a written record; the only way 1s doing it 
by notifYing the directors. You fellows - I want you 
totbinlt it over; 1C you think I'm wrong, tell me. But 
I'm for 8 written record. 

You want to check tbat point with Jesse Jones? 

Which? 

As to whether 

•••• the letter should go out? That's his (H. li . Jr) 
responsibility. 

No, no. 

I just want to know how auch to tell Jesse. 

Don' t forget, actually Jesse is simply ~ negotiator. 
I've got to assume the responsibility of asking for 
that capital - any more than I ask Jesse for the 
o ther tbing. But I think it's high tiae, particularly 
in the case or the Anglo-California Bank, we bave some­
tiling 1n writing. We bave nothing. This t hing's been 
going on since the l)th of September and we haven' t 
done aeything. 

I gave Kiss Chauncey two aeaoraoda with respect to 
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this bank which I hope you'll find tiae to read . 

Why not? 

You• ve been busy . 

103 

Two things. llr. Delano asked ua, and we thought it 
would be all right - they want to put out down there 
a litt~e re~ease that he' ll be there unt~ after a 
conference of Presidents of Home Loan Bank Boards, 
which is scheduled tor •••• 

No, no. 

.... -and leave •••• 

No, don't, because tbe emergency may come and be 
may have to step in. 

We told him that would be a~l right. 

That was on the 17th. 

No, no , don't • •. . 

! 111 cancel it at once. 

Tell him not to, because something might happen 
t omorrow that I would say he go in as Comptroller, 
and I don't wan t him- I don't want any - Just ta.ke 
ay - without t oo much explanation. 

I ' ll cancel that at once. : 

All ri&ht. 

And the other thing I want you to icnow is that llr . 
Giannini knows that at a meeting in your office 1n 
Febr\18ry llr . Eccles defended his bank and said that 
it had made splendid progress aince 19JJ and that 
all this business about criticism or it was unnecessary 
and untollllded. He lmows everything that went on 1n 
your office that day. 

Well, didn't that go on .... 

That went on - you have a r ecord ot it. 
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Well, as Cy and I went out ot tbe •et1111 that 
day, be and I said, •GiaiiDini will lr:now all about 
this in an bour . • 

Well, tbat disturbs me, but not tor tbe Treasury's 
sake. 

Mo. 

Well, we're bringing him b etore people when be lr:nowa 
tbat tbey 1 ve previously expressed tbe view that be• a 
o .~. That disturbs me tor this Section JO proceedinc . 

How about this "JudicUl'l business? 

Oh, they ' re not very Judicial on this particular 
propos! tion. 

~id Jlr. Eccles say tbat? 

Ob yes. Yes, you have a record ot it. In this r oom. 

Uo you mind telling us how you know Giannini knows 
this? 

Sedlacek told me that Giannini told bim. 

Well, it's unfortunate. 

That's one ot the things we're up against. 

It' s unfortunate - tor tbe PederalAeeerve Board. 
Listen, Cy, tr011 the title I 1 ve been in this thilll, 
s~ce attar Labor Day, I ' ve never kidded myself. 
Itm doing Just one thing; I want to clean up the 
whole question ot bank supervision - when I say bank 
supervision I mean bank supervision and bank insur­
a.nce - for tbe President of the Onited States. I 
want to do it tor bim. These are all presidential 
appointees, and I'• worried sick over the magnifi­
cent reputation which be bas made tor five yeara an4 
I don't want it spoiled, and that's why I'm apeDdiDc 
so aucb time on this thing. I mean be 1s bad - be1 a 
got a magnificent record on banks and I waat to do 
nerything that I can as his Secretary ot tile 
Treasury to keep that record clean. And I 1a not 
kidding myself one bit that the Treasury is aakiDI 
a lone tight on this. I know. 
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Enry dq we t1ad nn ta1111•· 

And it we as a little tau plq tosetber, I'• not 
afr aid about rlllllin&. 

Now, oan you (Upham) prepare tbat letter to so out 
t o the c11rectora? 

Well, i t 1 s star ted, and I aball set them to preas it. 

Will tbey do it? 

Yes. I'll see tbat they do. 

And reaeaber this: that there are two people I'•• sot 
baoking from coapletely on tbia. One is the President 
ot tbe United States, tbe other i s Jues A. Farley. I 
sot bis complete backinl . So I don't aee wbat we••• 
sot to worry about. All we1• e sot to worry about is 1 
are we saart enoush? Tba t' a all: Are we smart enoush? 

• 
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Septocber 12, 1938 

C0i':.'!.':SPO)!n:;10E FlU IYITB Tl!?l .AJlGLO C,U.IJQl!l!IA liATIOllAL l!Al!K 

On December 21 , 1937 Ur. Oouah addroaeod o letter t o 
tho :Soard of Directors of tho Ane;l o CGJ.ifornio llntionGJ. 
l!~ omroaain& disappoint ment with tho lack or p rosreaa 
~rinc the lnat eighteen months in improving i t a condi­
tion, referring to broken promlcoa and ;onorol ~aatiR­
t•ctoxy conduet of the 'ban/., ooldn« them to formulat e a~ 
plM tor the increase of tile ea.pi tGJ. atructur<~ ud a 
reduction ic the dividend rnte oe preferred atoelc, co:l>­
::.ontlnj! on tbe feet t hat f<rar di rectora , Gll of whao heve 
lorge and eeverely criticised ltnee, have not a ttended ~ 
=eetiQSS ot tbe board since the pr evious exomination end 
nO::tllj! !or a r eply tn dateil over t be sl£X14turea of the 
ntto:>dill! c01>':>ers nt the next meettnc o! tbe board end o 
-:onthly report on large linea ud otber criticised cat ten. 

On Doce, ber 23, 1937 Ur. Sl>LuJle;r , Chief !!at tonal llnllk 
Lxnmlnor for tho Twelfth Dlotriet , a~ed p•rmloelon to skip 
the aocond OXlir.ltno.tion of tho AliG].o California !!ationGl l!anl: 
in 1937. Only one exeoinat1on of tho ben:< wan conc!ueted In 
1937 Gltllouah the atatutc ctipul atea tllllt ovnxy "'""bcr 1>onk 
trnt be ex.omined twice ccch year. It nppeora that L!r. Slt'llll<r.f 
moo eontem,lnting substituting Exnminer UncLean tor Examiner 
Sodlt\Ce': for th!a examination but becnuae of tho euit s e;;,atnst 
tllo-prealdent of the bm< which ho.d boon decided 86Binat him, 
he .,.andered If it '"'"" •advisr.ble to t oke tho next ev.ainntion 
O'J.t of ZXtl31ner Sedla.ce:-t• s b:ulda . • 

On Januar:T 22, 1938 Ur. GoUjlh addreoted a letter to 
t ho Bo:>rd of Dlrectora of the Anglo Coll!oruia !;atio!!al :9n0:< 
~atln« •that cctive effort• be put forth to effect redue­
tlo~ on or before June 16, 1938 of loana to executive o!ficero 
in o:eos o! that pemittcd by law. • I find no !ollO,...U!> of 
thot letter . 
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Eceh time the ban!< h asked t o intono the Ottice o! 
tho Conntroller with respect to c~~oo , corroctiona or 
\hl)lrovc:nonto mnde in re sponae to criticicmo, tl.o ropl,y 1a 
tl~~ot alreoey tl., new e=inntion hca betun and cM1 t tr.a:r 
"''it unt1l that exn.minntion hna been c o~~~plotod. 

A memorlllldum !rom !.Jr . Sedlo.cek to l!r. l'rcnt iiG on 
~reb 2~th roferc to active t nd peroiotent Bpcculation 
ln t ho bond account of the btlllk. 'I'M vico preal.dent in 
chor(.e of the bond tradiag e.ecount geto a bonus baood upon 
t ho profit& be cakes. Ap)larentl,y t his •t111!Ul" ted a letter 
t o !. r . :Prentiss fro::> Hr. ~ ln "hlcb he otnt~d •It would 
o'> oor t hnt the bond tttd.iag account 1a bo1r,.; opor" ted i n 
~ i noteliCOO ritbcut due r ecr.rd to t l'.o 1 ... and rogula­
tionc of the Cocptroller. If such l a the cooe, otepa 
•hould be t O::er. to h;r;e the pro:per corroctlona cnda 
1:::::-od!ateJ,y.• 
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COYSQLWm R1P9B1 

r o. of Bn* 9174 Date of &.port .Jlme 21. 1937. 

(J!!lffl!U!. R!?!t1M§ 

The major problem• o! the balll< ben ~en holatod and o.....,Dted upon 
nt ~~:reat length under •Large LiMo• on Pa&o 7 , lneert 2 to 64, to whioh 
at tentlon 11 directed, and the hi&hly WIUt1afactory condition of the 
bODI< haa bean t'll.rtber empbaabed 'b;r the detailed or1Uo1omo on Page 17, 
Inaertt 1 to 15, Little remaino to be added in thia oection of the re­
port other than t o point aut the baaic reaaon tor the exl.ating condition 
and to preaori'be a r81DedT t bet ..ould be e ftecthe 1t ita application could 
be enforced. 

The lack of progreaa made durin& the paat el.&hteen montha, ae rnealed 
~ the reoep1tulat1on of claaei!ied aoeeta 'b;r e"'""inaUone on Pap 17, I&­
oert 2, 1a aoat diocouragiJ:Ig. .b mmnal """""t of time all4 81'111P&thet1c 
coow ration h4a been given t hio bNik, 1110re OIJ)OC1all.T during a114 si""e 1933, 
which baa been juat1t1ed up until ree eotl.T 'b;r the correct1ooa obtained. The 
point he.l now been reached, honver, Where t he larce coD:entratlon ot loans 
t o certain directore and their 1ntereota conatitute 26' of the elow, and 
64~ of the doubtful elan1!1cat1ona, and virtuollT nothl.n& baa been nor 1o 
being done about it 'b;r the III8Jiagtment . 

The oond1t1on 1a not a DGw one , but ao &IIC ient a a t he advent of the 
pr eoent ~IDOnt. It h apparent t het neither past nor pro10nt loeal 
em on1naro can bri ng about its correction w1 t haut :rour office taking the 
initiative b:r =eking 1na1atent demand• ~on tboae perooDAllT reopono1blo 
!or t he deplorable condition exl.etin& at portrt~Yed thronghaut the tint 
nine c r1t1010!Dt on P~~ge 17, which are 1nter-relatad. Local examl.nere 
hne labored end or1Ue1aad for yean without oompenaat !.n& result. ""d 
it 1t o'b'fioue that drat tic require..,nta ..... t be preac ribed bJ' the ~at 
autbor1ty 1! correction of this 1ne1dioua condition 1a ner to be obtained. 

A re'fiew of the •nehhbacmr Lar&e Line• will rnoal that they are 
1ntereated in onr t hirt7 widely varied typea o! bul1neaa with aa -
""" a:opear1ng omoag their peraonal boldiaca of local atocu. J. t'll.rther 
1'8'fiaw of all the lar~ linea lis ted in thia report will reveal that t hey 
tie into t he =aJor1t7 of u-. They ~q~p&rent!.T are in partnerahip 1n 
some """"'e r or other with pract1cal4' ovary large borrower 1n the bank, 

Where the enterpriaea are aucceaetul, aa in the caee of Rainier Br..: 
1~ Compwv , the:r personall.T retain tho profit witbout repqin& t he initial 
putcboee price adnnced by the bank, but where the renrae h trwo, the 
bt.llk auttera thl lou ao llhown 'b;r the borrow!~ of the Sitka Spruce Pulp 
nnd Paper OOC!IP4Ulr, t ho Silvanua Oaup~, 111u 1on Baaeball .A .. ociation 

· and Planatol CC~~~P&~~Y, t ogether with -•rona othere. 

!hia condition can only breed thl auop1o1on, that cannot be pro...., 
by the coannient ly eopty credit !ilea, that 1n the peet, u a condition 
precedent to tbt !inancJ.n& ot - entarprhu, ban:< 10DM7 wu loanecl llv.t 
a part1c1pet1ac 1nt ereet 1n the nntnre wae pereonall7 obtaiMd. 

• 
Regraded Unclassified



1:10 
-2-

:t.e thoroueh cam~er in which tbe7 h:ln u:plo1ted t tle banlc: in the 
p r t bordtrt on the cri:linal, a nd the"/ ehould now be forced t o e>&u ,..,._ 
ut, tlon In eo far at tlle1 can. 'lhe l out t hat thould be required b 
t-t !.:::nt.ll cte rec!uction of their large oxee .. lvo loan to wit hin legal 
11::11tot 1ono , aa well &O tho r emoval of the ille&al and default ed bonds 
ond r<nl ectote mortgnees of their corpora tlone . Tbl o can be accocnliohod 
by the •nlt of presontlJ' plo4r;ed collat eral, it I n no ot!Jer manner, - but 
tho;; wil l not do s o unleBO the.r are forced. InborontlJ' , thO)' are specu­
lotora Md GCcurnuJ..atore rather than llquidatoro. l'or .reoro t hey have u aed 
ur.Umitod OJl>cunta or bank t\mdo in far flunt; opera tion& , keopi~ tbe profit 
..,,d lotting t!Je be.n!t abocrb tho lcaoea, and oro new en~eavoring to rehabil• 
lt • te a loot myt hi cal perocnal fortune by t he continued us e of ban?. t\mda 

• ~~ r1d1culcuol.r lew intoreot rates t bat coo~n etoekholders are un­
kno~lccl;' being deprived of approxi:latel.r 3500,000. 00 of nomal Income an-
011all.r. 

B:• virtue o~ spending week$ and cont ba tollowln& eoc!l eucii'.ation 1n 
~·!'u•1 • .; to clo•e ""'""' until correct ion had been obto.1:>ed, collat eral, 
ootl; unl1at e4 oince they will not pbdge tl'.eir marketable oecuritiea, 

•alued by t he= at $10,000,000.00, which 1o not bel1nod to bon a •01llld 
li Jidatl ng value In exces s o~ $5, 000,000.00, hno been pledeed to secure 
tl.elr borrowlneo. 

At tho time of t r.e pr eviouo twl!lll nntlon en obtolute pro::~ loa was lll8do 
to rcd'uco t!Jel r bor ro .. ines ey $300, 000. 00 c ontb4' cooh reductions. Of 
t i.l .. rwount , $240 , 000.00 was paid du r 1J16 the course of the negot1at!.ons 
but the 11\cxnont the pr •o•ure r.as relieved, not onother dollar has been paid. 
Otl:er t han obtnin!ng an a.os l gnmcnt oqulvelent t o n Uolrd lien en collatex­
nl no" pl odaed to the Chase l:atlonal Jl&n!< M4 tho Continental l<ntional .Ballk 
· nd 7t'll•t Comp<ul:f by !!erbert Fle1ahhackor , t he e~uit:r in which "ill con­
oi •t olmoot ent i rely of unlis ted securit i es having an eati:lated value of 
' 1, ~:,a,ooo.oo, nothi ng else was ootuall.r accompli abed nt t his t ln:e . l'ux-
t .. ..-r pf'O.'!"h oa were o:Lde of substantial reduct lana c ontingent , bor.ever. up­
on 1 1qu1dat1on under favor<t'ole s tool; e>ari<et c onditi on• and until the pee:<• 
of 192? h. n been aurpassed, no voluntary liou14et ion f rom this oeurce 
oc.c. ,. expected. 

ln addition t o t be1r refusal t o aa tio!actoril.r collateralize their 
\:orro~inga and tNbml t t o a reaocnable pro( rMI of l1quidetion they are 
fv.rthor ~.aper1ng tl:e li<;Uidoticn of t b1o concentra tion ey retuolog t o 
pre .. the crit ' claed borrcwin&e of corporation• in which"""- lndlvldllala 
wit!; whom they are intoreated, nor will t lle1 permit t he other bMl: ?ffio­
ialo t o do ao. Since the general condition of tho re=aining asreta 
dcoo not prooent a problem of serious magni tude, It ia eYident therefore 
t bnt little turtbor Pro«•••• can be upected until definite requirements 
arc mooo in connection with the Flehhhackor borrowings . 

In view of t he forogoln&, It Ia recommended t het office letter con­
t o lna the roqu1rement a t hat t he Flelahhackera 1mrnod1utel.r remove all 
vlol atlono of t he l aw for which they are reapono1ble, submit to a daf­
it:ite l1qu1dot1on progreo> l .n tho tuture and thGt the bank be required 
t c raport 1110ntb4' on all iteoa o:ppear1nc under •terse Linea" aa well aa 
tLe crl~lc1ooo on Page 17 • 

• 
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!be .... ttu of Ul>dercepltalhatlon oboald aloo be 4oalt ritb 1ne-l> 
aa the praaent plena onlT oont e.plato t ba oale of autflolent common otook 
to enable the ret1,....nt of the preferre4 otoalc whlob would 1n no wq ln­
oreu e tba capital otruoturo other than a 0111&11 p,_i"'" that •iebt be re­
ot1vt4. 'rMo 8'110 wonld be nocl!.ciblo, bcwner, olnco the ouneot local 
II&Jbt Talno of •- 11 ~~ppro:daatolT par. 

!be prilnaJy reaaon for contl,..d retwoal to w•tt report. of e­
ioation to the directore for cona14erat1on 1a t ba fear of 41aoloo1nc 
t bt extent and nature of tho ne11bbaoll:er borrorinco. tho lo .. eo t ho 
bOI>I< bllo been forced to aboorb for u-. and tho ammal lou of normal 
1ocoe>e by virtue of tha low intereot ratee paid to onlw>ce thoir per­
aooal saina. 

It noceaaarilT followa, therefore, that until tbla CIIUoe 1e removed 
at tbt e xpenoe of tbcae who c noatod i t 1natead of that of tba unsu.apect-
1nc o0111110n obarebol4ero, t.be7 rill contilme to bo oacr1t1cod for tba 
peraooal saina of the "favored few and in tho lntorlll tba preoont con41-
t1on of tblo ban.'< rill be allowed to become pe-nt. 

!be receot retuoa1 of llerbert ne1abbacker t o ooU tba la.ln1er B...,_ 
i"'! Coarpazv' for $3, 000,000. 00 cub 11 an 1n41oe.t1on of l>h att1tn4e: ho 
will 1 ell nothlnc froca which ho 4erh"eo a good lno0010 and bt further 
!latl:r retnau to pledge blo otoalc t herein to aecure blo borrowins• · 
Tlworefora , be ahon14 be forced to liquidate and pq, a nd be rill blln 
to be forced. 

11.1. 
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September 27, 19~9 

I aent for Lawrenoe Clayton, Aae1atant to Eoelea, 
&n4 he oame O'f'Br at 12 o 1 olook. 

I told h1m that I, ae a fr1end or Eoolee, wae 
Yery anx1oue t hat Eoelee personally olean up the A. o. 
Stewart matter. I had been wa1t1ng 15 daye and wh1le 
I do not want to g1ve h1m any ultimatum, I would want 
h1m to olean 1 t up th1e week. Clayton sa1 d he would 
get that meeaage to Eooles r1ght away. 
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1 September 27, 1938 

For the Secretary: 

At 2 :30p .m. Mr. Hanes , Mr. Gas t on, Mr . Foley, 

Mr. Sherbondy and Mr. Upham met with Mr. Olphsnt in h1a 

otf'ice . 

The pr oposed progr am for the Anglo Cal1torn.1a National 

Sank, aa suggested in t he memorandum of September 26th sub­

mitted earlier in the day to the Secretary by the Acting 

Comptroller of the Currency, was under consideration. 

Three things were a gr eed upon to recommend to the 

Secretary: 

(1) That the lette r now ln preparation summarizing 

tho ori tioiama in the last report of examination of the 

bank be sent to each director of the bank. 

(2) That the matter of getting Herbert Fleishhscker 

t o resign as president and director be left to Mortimer 

f lelshhacker and Paul Hoover as one of the requirements to 

be met before Government money ia put into preferred stock 

ot the institution. 

(3) Thst it be definitely understood thst criminal 

violations of law, i f any, will be referred to tho Depart­

ment of Justice • 
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During tho course or tho oont'oronoe llr . Opham talked 

by t elephone t o 14r. Folger who related, while both Jlr. 

Upham and 'Mr. Oliphant listened, the tranaaotiona involving 

the \loa tern American Realt)' Compan)' •a dealings in tho stock 

of the bank. 

Alao during tho course or tho oonreronce Jlr. Opham 

and Yr. Oliphant talked on the telephone to Preston Delano 

and to Norman Thompson, and Jlr. Delano was int'ormed 

(a) That the letter rrom the Secretary to him 

notif)'ing him or his appointment as COJIII)troller of the 

Curreno7 will constitute the notice rererred to in the 

statute as that which must be rol l owed within fifteen 

da7s b7 his t aking or the oath; and 

(b) That there is no objecti on to tho Home Owners 

Loan Board announcing that llr . Delano will remain with 

tho Board until artor tho conference of Presi dent s of the 

Federal Home Owners Loan banks on October 17th. 

llr. Opham told the group that thoro 1a a poas1b1lit)' 

that llr . Jones aeoured an undated resignation rrom Herbert 

Fleiabbsoker at tho time the RFC purchased prererred atook 
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originally and that since all Herbert Fleiahhacker•a stock 

in the Angl o California National Bank 1a s ub ject to a lien 

in connection wi th a judgment atand1ng against him, it may 

be that he doesn't satisfy the requirement for director 

tl5 

of the bank that he have ten shares free and unhypothecated. 

tJpm 

.. 

Regraded Unclassified



Septombor 27, 1938 

., ...,. aon-• 
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Uaeao 11G1 llh aftllabla h •• 

Cort'•llJ .,_., 
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September 27 , 19~8 

., 4.-r OoYoraort 

IIllo rill aolmowl.oqo reoos,' o1 

1INI' loUor or SoP'..t~or 11114, 1lb1oh wao · 

,,.,.. h ~~r. Opbaa 1a I)ONOD ror -.184 

tiM ••ooape'V1Dc oaeboz~co or hlopua 

bo,_ Ill'. L. •• Oialm1a1 OA4 'ho 8oo1"4 

or 0oYOI'IIOI'Oo 

I appNolob rov ownoor 1A •lriDI 

t.hooo ~ab &ftllablo h •• 
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September 27, 1938 

., dMI' 0..0I'IlOI'F 

fh1e rill aeiiDewledp ""lpt or 
J'CIU' 1•"•• or a.pt.-... 11114, 1lhUh ... 
Mc1U ta lb'. Upbul ill paNoa for -. •4 

U.. ... a r i*"ViAc •abaaa• of tole..._ 

bot- lb'o £. •• Otecntnt aa4 U.. Boal"'l 

ot OoYa-.. 

I approot.ato J'OV OOilftMJ' ill •killl 

UlNa dcla 11\a aftUablo h •• 

Ool'lllal~ J'Oili'O, 
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BOARD OF" GOVERNORS 
O,.THE 

FEDERAL RESERVE SYSTEM 
WA.SHINOTDN 

._oa• c:• ·• ar,.ua.u. ca ••IL•·~ONOC.Nac 
TO THC • o•ao 

September 22, 1958 

Con!identi&l. 

It)' dear llr. Seeret!lr7• 

This afternoon llr. Upbaa ad'fi Hd .,. that 1"11 
had a COPT of a night letter UDder date of the 20th troa 
llr. L. II. Giemdni, President, Bt.nlt of '-rica N.T. & S.i. , 
to Honorable llarriller s. f.eol eo, c~ or this Board. 
lie t'u:rther ate ted that :rour office UDderatood that llr. 
Colllna had 8Ubaequ011t to the receipt of thh talegraa 
111 our office asked that the requeot therein ado be de­
ferl'ed. I i llforaed llr . Uphaa that we had replied t o the 
night letter, and that the Board had dooidod that i t 
woul d be glad to lay before :rou the se two telegrua, u 
well as a night letter fro• llr. L . II. Giannini to the 
Board dated Sept ember 21 and our reply thereto or th.io 
date; this, eo that :rou lll&y have before :rou the entire 
t elegraphic coiii!Wlication and not • erely the fint ot the 
four telegraaa inYOlved. 

I u thare!ore, aa euggested by llr. Upbu, hand­
inc thea to TOU herewith and rua del •verill£ thea by hand 
to Vr . Upbu t his afternoon. 

Honorable Henry Morgenthau, Jr. 
StcrOta%7 or the Treasury 
Wo ahington , 0. c. 

Kindness cf l!r. Upham 
4 Ellcla . 

• 
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Septe~ber 28, 19ZS 

For the Secretary: 

During the course of the morning llr. Folger told me 

that Mr. ~ortimer Fleishhacker had requested that I join 

the conference in llr. Folger's office on the Anglo 

California National Bank. 

After consulting the Secretary I aat with thea for 

about one hour, beginning shortly after eleven o'clock on. 

Ur. Fle1shhacker told me the ator,r of the bank and 

the result of the conferences to date, moat of which I 

fillS familiar with in a general way alreadY• His main plea 

t o me was tor a reasonable period of time in which to 

secure the resignation of Herbert Pleishhaoker aa president 

and director. Be thinks that rill have to be done very 

carefully and a little time taken to it, and he is fearful 

that 1t a letter goes to each individual director prior to 

that t1.D:e, the bank will be ruined . I tried to impress 

1.30 

upon llr. Fleiahhacker the seriousness of t he situat i on, the 

neceaaity for them to secure Herbert's resignation promptly, 

and the tact that this office baa responsibilities and duties 

which are taken very seriously and cannot be neglected. 
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Tho con1'orence ended with llr. FleUhhacker agreeing 

to come beck 1n the e1'ternoon and give me eome de1'1n1te 

idea ot what he meane b7 "reeeoneble time .• 

Upm 
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September 28, l9Z8 

~lr . Jesse Jones called me at the University Club 

at six o'clock and I went to his office for a talk. 

He spoke of the necessity of taking time to f ix 

up the Angl o Californi a ~ational Bank in the proper fash i on 

and not to act so hastily as to ruin Herbert Fleishhacker 

personal l y or the bank. He said the important thing is 

cleaning up the back . He said that Mortimer Pleishhacker 

had been 1n his off loe and had been pretty agitated ana 

t hat someone had scared him pretty badly. Mr. Jones 

reminded me t hat Mr. Mortimer Ple ishhacker la seventy-two 

years old and ought to be handled gent l y . 

I tol d Mr. Jonea that I was not too sorry it ~tr. 

Lortimer Plelshhacker was badl y scared. I told him that 

Y:!\1le I thought the moat important thing was cleaning up 

t he bank, that I had sat up nights with the examination 

reports of that bank back over several years and that the 

delays and negligence was l ittl e short or shocking. 

I said there were others 1n the Treasury who ple. ced main 

omphosis on the dutiee and res ponsibilities of the Office 
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ot the Comptroller and the SecretarJ or the Treaa~, 

and with t heir viewa I had aympat~ . I also expressed 

tho view that a continuation of the proaent aituation 

was, in my opi n ion, probably worae than any alternative. 

I told Mr. Jones that becauae I realized the contl1ct1ng 

idoaa--on the one side a desire to atraighten out the 

affairs of the bank without d1aaater to the bank, and 

on the other band t he desire to diacbarge the duties and 

rsspcnal bilitiea of the Office ot the Comptroller with 

respect to tho directors ot the bank--that I had asked 

t ho Secretary not to take my opinion or the opinion ot 

anyone alae in the TreasurJ without checking with a 

banker in whom he bas great confidence--Tom K. Smith of 

St . Louie . I told~. Jones that Wr. · Smith woul~ be~ 

the conference on this bank in the Secret ary 's Office on 

Priday . 

~34 
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September 29, 1938 

During the course of the moming, JAr, Gough tol d me 

that Charles •• Col l ins was t rying to reach h1m on the 

telephone. I advised Mr. Gough to listen to anything 

~r . Collins had to say but to make no commitment. Later, 

!lr . Gough told me that li!r. Collins had a lllced for any 

information t hat could be g1ven h1m a bout the statue of 

the Bank of America , N, T, & S .A. negotiations, and 1t 

he could be g iven a copy of the letter that went to the 

director s . Mr. Gough told h1m that he would do neither. 

Mr. Collins informed Mr. Gough that there ia a 

meet ing of the board of directors in San Francisco to­

morrow and that Mr. Collins ia flying out to attend it. 

Mr. Collins aa1d he supposed a conference could be 

arranged 1f desired! to which Mr. Gough made a non­

corzmittal reply. Mr . Collins expreaaed the opinion that 

there should be a conference and that matters ought to be 

adJusted in that way. 

Upm 
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September 29, 1938 

At twelve o'clock I joined Messrs. Mortimer Fleishhacker 

and Paul Hoover in Mr. Folger 's offioe for a short talk. 

I summed up t he situation for Mr. Mortimer Pleishhacker 

by saying that there are two things going on side by side. 

On the one hand, there are negotiations and conferences, 

to wh ich he 1s a party, attempting to devise a plan tor 

clo aning up the bank and meeting the deDUmda of the ex­

amining division; on the other hand, there is going forward 

the regu.lnr function of the Comptroller 's Office in the 

proparation of a letter to the board of directors summarizing 

the criticisms in the last report of examination of the bank. 

I stated tha t !Jr . Fleishhacker ' s requea·t to us is not to 

send the letter or criticism to the individual members of 

his board until the negotiations tor cleaning up the bank 

have been completed. 

I told him that I could g ive him no assurances on that 

point , that we had duties and responsibilities to h is board 

or diroo tora, and that we had not so far been influenced to 

meet his request . 

Upm 
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September 29, 19~8 

During the course or the afternoon Mr. Folg er called 

me to say that he had heard from Mr. Prentiaa 1n san 

Fronc1aco,who i nformed him that Mr. Ruaaell Smith, cashier 

of the Bank of America , N. T. & S .A., had called on him and 

suggested that everything could be arranged satisfactorily 

1f Prentlsa would go to see A. P. Giannini. Mr. Folger 

told ~r. Prent1aa that the matter was now 1n the hands of 

.• ashington and he was not to aeek out Kr. G1annln1. 

!Jpm 
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September 28, 19~8 

For tho Secretary: 

At 3:30 p .m. I went back to Mr. Folger's office, 

ot ·•hich time l.!r . /Jortimer Fleiahhacker indicated that 

he would need thirty daya in which to secure hie brother's 

resignation. 

I told him that his suggestion of that long a period 

or time waa little abort of shocking to me and would ~e , 

I 1'elt , to my associates aa well. I told him we were 

thinking in terms of over the week-end. I was then called 

to t he Secretary 's office. 

hlr . Fleishhacker indicated that be would be in again 

tomorrow • 

• 
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September 29 , 1938 

1 . There baa bean neglect upon the part ot the 
directors and ottioera ot the Anglo Cal1tornia National 
Benk · 

2 . There haa been neglect upon the part ot the 
Col!lJ)troller ot the Currency in dealing with this bank. 

3 . The s1 tuation hav ing been brought to the att<n ­
tion of the Secretary of the Treasury, it 1a suggested 
that he has a responsibility. 

4. The sugges tion is made that aa a protection to 
the Secretary, a letter setting forth the facta be sent 
at once to the individual directors of the bank, that 
there be inaiatenoe upon cleaning up the bank and securing 
the resignation ot the president (Herbert Fleiahhacker) 
and certain other directors and otticera . 

5 . The opposed suggestion is advo.nced that nothing 
should be done to upaet negotiations tor cleaning up the 
bank. To insist upon the speedy removal of the presi dent, 
or to aubm1t the facta to t he directors , it ia argued, 
would bring ruin to the bank • 

• 
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For tho Secretary: 

September 29, 19~. 

12100 !loon 

Mr . Ransom sa id just now over the telephone that 

~r. Bccloo said yeoterdey that the letter he had ex­

pected !rom Mr. St ewart had not been received, but he 

was sure it would arrive 1n Ogden today and be would 

telephone Mr. Ransom as aoon as it waa 1n hia bands. 

It aoema that Mr. Stewart !irat wrote a long, in­

volved l etter of explanation which he read over the 

telephone t o Marriner and which, at Warriner's request , 

was discarded tor a brief, simple letter atat1ng tech­

nical dioqual1tication aa the reason. 

V.r. Ransom said that Mr . Szymczak and Mr. McKee are 

1n !low York but would be back for a Board meeting to­

morrow ~orn1ng at which time he hopes to have been ad­

vised by Warriner that the letter is 1n his banda , where­

upon the Board can act and iasue the preae release which 

hae already been prepared and approved bJ »r . Scoles. 

tJpm. 
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September 29, 1938 

For the Secretarz: 

Ronald Ransom telephoned me at 4:15 p.m. to say 

tha t Mr. s tewart' a resignation 1a 1n hand and will be 

acted upon at the Board meeting tomorrow afternoon. 

He said that it 1s triple confidential because some 

or t he members or t he Board do not even know it yet . 

Accordingly , I am mentioning it to no one but you. 

Mr. Diggs haa agreed to submit to you a letter 

or resignation tomorrow. He reels that he is being 

treated a little untairly. 

Mr . Oppergard said that he would give considera­

t i on to the request but could not give me an atrirmative 

answer before tomorrow. 

Upm 
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Present: 

n.:! 0 Jr: 

J"nes : 

u,me;.:] : 

ti ••• • Jr: 

illr . !lanes 
llr . Ol!phont 
llr . Foley 
llr . tJphnm 
llr . Gas ton 
llrs !Uotz, 
lir. Sol tn 
:lr . Delano 
IAr . Jones 
Mr . Sealacek 
Mr . Cr owley 
ll r. n~som 
llr . Husbenas (R.F.C. ) 
:Jr . Folger 

Now, ._;y, is e verybody here? 

September JO, 19)8 . 
11: 00 & . II . 

!:.very body except Husbands . llut you go uhend . 

:.lr . ousb"nus and Ur . Folger . 
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Well , let ' s st&rt so es not to keep these people any 
longer than necessary • 

.VIlb t I os.<ed you g entlemen to meet N1 til me for end 
Luvise wi tn the Treosury was in conn.,cti on with the 
... n;:lo- Celifornia Ban:t . 

tFolger co~es in) 

Hello, Folger . Sit down. 

Ana xe •ve iot a very serious situation there, not a 
recent development but something that ' s been developing 
t"or so:ne time . And tbe question i s how tile TreL:Jury 
can best handle t his situation. Now, it l:ws be&n 
suggestea tl:w t the Booru ur Directors of the l.nglo­
Californie Bank be acquainted with the condition of 
the bank . tr I ' m correctly informed -and Mr . Folger 
stop me if I'm not correc t ly informed - all the 
member s of the Board of Directors have not been 
informed as t o the s tctus of the bank. Is that right? 

Tnat ' s corr ect . We na ve sent them the report end 
have written t hem letters - the Boord letters based 
on t he r eport , but we don't tlllnk they 're familiar with 
ei ther or have seen t be letters . 
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Upnum: 

!i . . Jr: 

U~m:a : 

tl .. . Jr: 

Upn:. ;: : 
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~o tn~refore tne suggestion has been made that 
tho Trebsury seno each member a r egi s t ered le t ter 
1nfor~1ng him of tne condition. If I •m correct, 
s uch a letter h&s been prep~red? 

Y'es, sir . 

0\.l you went t o r ead i t ? 

! - tnere• s been prep~rea P oiges t of it which is 
a little shorter t han the le t ter itself. 

I Noulan•t pass out Bny. 

All r ignt. 

lf you wan t t o afterwaras, we can • 

.. e c~on r ead either the digest or t he letter itself . 

I suggest you r eed the digest and t hen lir . Folger 
cen answer questions . HO'N' s the t? 

Surely . 

v r you. 

Seulncek is most f amU1c. r with 1 t . Shall I a sk him 
to r eeo it, o r snall l r ead !t? 

~ou d echJe . 

"Toe following items of critic ism wer e r eferred t o 
in toe letter wbich i s being prep&red for the Boar d 
of 1-irectors of this btnk . " 

• s t his t he excer pt? This is tho digest? 

•his is toe diges t . 

" (l) CLASSIFIED ASSETS : Appr oximately ~47,0vD,vUO 
of t o t al resources are under critic ism, which i s 
approximately three and one-holf times the amount 
of t h" sound capital structure . 

" (2) LOA NS AIID DI SCOUNTS : Approximately J5% of the 
total loans i s classifiea slow; ···" 
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'-lin L have ano ther copy? •,-;ny don• t you g ive the 
people copies? 

(Upham passes out copies) 

Go ahe&d . Everybody got a copy? 

144 

"Approxiaa t ely 35~ or the total loans is clessified 
slow; 6~ aoubtfu1, and . 69% loss, making a t otal of 
approximately 41~ sub ject to adverse classi fication . 

•Loans t o affiliates, officers, directors and their 
corpor&tions are shown as follows : Slow ~lo,825,508 .d0; 

aoubtful ~3,72d,430 . 27; loss !)92, 5)9. JJ . Losses 
~ggrego ting t5,576, 2)5 . 62 have previously been charged 
off on these lines . 

" (J) LhRGE LINES : Tne exuminer nas set up t senty lar ge 
t.nd No10lly unw11rranted lines of creait eggrega ting 
$4J,13L, 6)3 . 68 . $10 , 016,402 . 49 has pr eviously been 
charged off on these lines .• 

(Husbanas comes in) 

"'xcuso <De - r ' m sor ry . (To messenger) Bring ln 
&nother cnair, will you please. 

"(4) BORROWINGS OF DIRLCTOi!S IJID 'HiEIR CO!U'ORJ.'fiONS: 

These borrowings aggregate $16,()18,518. 50, of 'Nbicb 
$377, 951 .49 hvva been previously charged off, lea ving 
ti t otul of $1S,o4~ , 5o7 . 01 in the active assets . These 
borrowings are or long st~caing &no the leek of progress 
made in improving and reauclng this l~rge concentration 
is aisappointing . 

•(s) ~\CESSIV£ LOhNS: Incluued in this scneaule a r e: 
tbe Voller Steamship Line, IncorporEted, Limited, in 
the amount of ,2, 80J, 021 . 56, and the Herbert Fleisb­
hacker line aggregating $3, 473,442 .26 . Bot h of t hese 
lines e r e of long duration and the Boord was advised 
that immeaiate and decisive s t eps should be taken toward 
t he e llmination of these fixed violations . 

" (6) loO ANS TO Bt.l{K ' S IIFFILHTES : These loans on the 
date of tne ex6mination aggr egated ~1S , d74 ,4Jo .Jl . hS 
a r esult of ~~warranted extensi ons of credit to the 
affiliates t he bank has suffered s pr esent t o tal loss 
of ~5, ,>1 , 784 . 13 ~~tnout t aking into consideration the 
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income loss suffer ed by v i rtue of the compr omi sed 
int er es t r a tes on the ~fl'i liote l oons which a verages 
less t hen 1%. This l oss r epr esents approximate ly 
~0~ of the ba nk ' s cepitul . 

11 (7 ) Bt.NK •S OV/N ~TOCK HJ::LD J.S I NVESTMbNTS BY I TS 
\),,:; P.FFILH.TbS, Hi.LD AS CO[.[.ATER/,L TO LO/,NS AND 
ILLLGALLY 0,\ NEO ll'i Tdl:. Bt.llK: Of tne 520, 000 shar es 
of outstandi ng common c~pitul stock , 195, 965 sh6r es 
l r~ ll.,ld ss investment s by t he bar.k ' s own affiliates , 
~<• rr1ea on their books a t • 9 , 74d, JJo . 7J ana havi ng 
~ o.rket value or ~J , 72J , JJS . JJ , or a loss of 
;~ , J~5 , 5Jl . 7J ; JJ, 618 sh<.res are oNned by a di r ec t or ' s 
corpor~tion necvily i ndebteo to t he b&nk; 5, J40 s nur es 
tr~ pledgeu by other s as collat~rbl to l o&ns, bnd 1 , 414 
sru.re.; £r e i llegally o.rne<l by th,. buv. cnc. a r e beill£ 
curriec ln t he i nvestJleut nccount beyond tne lloitf<tions 
fixea by li'-" · The to t t.l of tne for egoi ng is 2JJ, OJ7 
sn~res , or appr oxima t ely 45% of t ne entire comoon s t ock 
issues . Tne mar ke t f or t his s t oc" ll&s f l uc t uu t eu fr""' 
;,s . JJ t o ~JJ .Ju a Shur e , 1-nd i s now quot ed a t :'15 . 00 
wltn no trad i ng activity . 

" (cl) STOCK OF Tlili Al-'FILUTI:.ll AJIGLO NATIO!I.r, L CORPORitTIOJI 
h~LD .;:; INV£S~~·Uil'S SY OTHt.R AFFILIATES, O'.'.'tli;D DI HECTI:.Y 
uY. THI!; BANK AND hl!,L[I J.S -;O L LAT~RJII, TO OTHLH LOANS : 
Or t he 2u4, 1J2 share~ of out s tanding Class 11. 1 capital 
stock, 41 ;0~3 snar es er& nold &s i nves tments by bank ' s 
Ol'.n &ff ili a t e s, c a rriea on their booKs ~ t U , 5b6, 9JJ , JJ 
t nu •t• ving ~ msrke t value of 8675, SJ'J . J.J .or a loss of 
tclJl,394 . JO; 25, 891 s nLr es vr e oaneu out r i ght by t he 
bLr~ e ~ a book valu~ of $5lcl , 522 .JJ ~na Ub Ving a ~&rket 
Vhlu,; of $41.4, 256 . uJ or & loss oi' tlJ4, 2bo. OJ ; aoo 
9, 9o8 snares &r e nelc LS collf t ertl t o l oLns of other s . 

" •he to t &l ~f t ne for~goin& is 7o, 3d7 shares or 
~7 .oo~ of t ne e ntire ~lass 1A1 stock outs t snding, 
ln addition t o l uO, OJJ s ll&r .:s of Class ' B' s t.oc;. 
outst~nu ing ownea by tne bfflliLteo Consolida t ed 
&ecuri tie s ..:omp~ ny and pl edged t o secure its indebted­
ness t o th~ bani! . It i s carried on t he books of the 
" ff111a t e at $9vl, lJS. o6 and i s cla s s ified t ner ein 
us <lllving no va lue , w111ch i s not i ncluded in the Hbove 
menti oned l osses . 

"J.s of t he da t e of t he e xnmlns tion, the various 
affili a tes of t he ba nk h8vc suff er ed a los s of 
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~7,~2 t,l62.vJ on their holdings of bank stock 
and the Class 1 A 1 stock of the Anglo llational 
Corporation, the major portion of which has been 
charged off against the undivided profits account 
of the bank by losses taken on the indebtedness 
of the affiliates t o the bank. 11 

Pardon me - has Mr . Diggs been invited here? 

Yes , and be has a conference on a bank in Louisiana 
Nn1ch be thought was core pressing, anJ said he would 
prefer to take cere of that. 

But be was invited? 

Yes, sir . 

All right . 

"(9) Rhi.L ESTATE LOANS IllCLUDiliG ILLEGAL AND 
NON-CONFORMING LOANS: Of the total loans 
$21,155,47) . 00 or 20 .?5~ is secured by liens on 
real estate i n various forms. Of this amount 
)0 . 56% has been t aken for debts previously con­
tracted; )1 . 57~ is ill egul; . 2?% is non- conforming; 
. 98% is col lat er a led by renl esta t e mortgages of 
o ther s f· J5 .14% is conforming, and 1.48% is insured 
under itle II of tbe rl~> tional Rousing Act. " .. ... 
And that next phrase i s left out. 

•It is imper a tive tha t this department be given 
closer attenti on and supervision by the management 
.lith the end in view of lmougura ting a more aggress­
ive correction and collection policy on classified 
and non-confor~ing loans •bile conditions remain 
f avorable in order that t oey 11ny be reduced to a 
minil!lu:n. 

•During the examination the pers~nnel of this 
department was completely reorganized and syste~a­
tized, and toe management reports that outstanding 
progress is being made in both the collection of 
criticised loans and r estor ation of non~conform1ng 
loans t~ a conforming basis. 

"(10) OTHER REAL ESTATE PROBC.E1.! OF THE AFFI LIATED 
PROGRESS UORTGAGE CO~PANY: All of the ' Other Real 
Esta t e ' of the bank has been sold to the affiliat ed 
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~rogress Mortgage Comphny with~ut any down payment, 
~n~ no future payments nave been pr ovided f or other 
tbun ~pplication of t he pr oceeds as par cels ar e sol d . 
Of its t o t cl asse t s , $6 , 1)82, 712 . 81 is r epresented by 
:.c tual r eal e s t a t e onned , ana an additional $683, lo8 . l •J 
is r•epr esent ed by r eal est a t e loans ,.,bien , for pr actical 
1>urposes , are o the r r ea l est a t e owned . A definite and 
~cceptable pr ogram of l l~uidution mus t be consented t o 
or t he o ther r eal est~ te mus t be tr~nsferred t o t hat 
account on the books of t oe bknk, since t ne pr esent 
ruetboo of bandling the same c unnot be cons trued as a 
bom. fide sole. 

~ 11) BONI.I t.CCOOllT Ul Gl:lll:.fu.L: It appears tlu.t ther e 
11£9 been en under lying tendency to.rard s peculetion for 
pr .:>fit r a ther ttwn investaent f or safety t nroughout tne 
entire history of t he ba nk . This stete~ent is sub­
stant i a ted by t he $9 , 418,5=<4 • .Jl of substaodsrd invest­
~Dents s till pr esent tn t ne investment account ana t ne 
remtin cng assets of t ne a f fille tcs . 

"(12) BJ!liJS AND STOCKS UNLJ.'.'!F'Ur.LY AC.,UBED: Ther e 
ill vu il o}en :a bl ocks of 'J t.:>cks und bonds hr.ving " book 
vdu~ of ~3 , 813, 487 . 54 w!lich huve been i llegally 
ac,,ulreu . 01' this amount i.l , )>3) , lo7 . J:> is r epr esent ed 
by lo lar ge blocks of stock among which are i ncluded 
1, 414 sh<>res of t he bnnk 1 G own s tock ~nd 24, o86 shares 
of .;lbSS ' A' col!Uion s t ock of the a ffi u .. ted Ang l o 
Nbti onfl Cor por a t ion ccr r i ed ot & combi ned book value 
•J f ~554,S6l.JJ . Stocks of c orpor~<tions in which 
~!rectors hr e interested Lre· c•rri ed a t $243, 622 . 00, 
or ~ulch el35, loo . J) is classifi ed ~s slo« ~nd 
~lld , JJ6 .JJ as loss . 

"(B) BJfiDS OF uU!nTI.B~t:. L:.G. LI'IY: 'l'nere are 32 
baucs of b.cmas aavll'l6 ;. par vr.lue of $4, lo7, 50J. ,) J, 
~ boo& value of i3 ,dlo , 7~7 .do , •no a ~rket value of 
~J , 557 . d2 l . Jo , r evealing a loss of t2so, 9J6 . 5J. The 
~~s t &na pr esent pr r.cttce of ~eLllng in low gr ade 
StJcuri ties shot:ld be d l 9COnt1nueu a na t he t r emendous 
l:>ss taken in t he ptcs t i s Lgu1n r eferred t o in support 
of tnis cri t icism. Imrneo1a t e steps should be t aken 
toward the e ar l y li4uidntlon of all i nvestments of thi s 
na ture. 

"(14) ILLEGAL DIVIDbNDS PAI D: A chr onic crit icism 
ond the attention of tbe direc tors i s aga in called 
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t o the provision of Section 5204, O. S. R.S., in 
connection witb tne declaration and payment of 
illegal dividends. The combined profit accounts 
uvatl a bLe for tbLs purpose ~ggregated $2, 988,473.41 
wulle sta tutory bad debts a l one aggregated $7 300 -
8J6 .8) . , , 

• (15) IMPROPER AND ILLEGAL CliAH0£S AGAINST BA!rlC•S 
LXP@ISE ACCO UNT: For record purposes abd specially 
for tbe information of tne direc t or s , a complete 
itemization of all charges to the expense account 
of tbe bank is insisted upon which should again be 
submitted t o the directors for a specific approval 
t o be recor ded in the minutes . 

" (16) WLSTERN Allo.RICAH REALTY CORPORATIO!i: It 
.appears t.ha t a t t he tiae of the s tock marke t 
c ro.sh n 

Which one? 

1929 . 

l'his, as a matter of fac t, has - this has been 
changed and is pretty much l ef t out of the letter, 
a nd is still in the summary. 

• •••• an endeavor ~as made by President Herbert 
Fleisbhacker t o support the ma rke t for this bank ' s 
stock . In order t o pr ovide funds for this purpose, 
there were placed in the assets of the Vi estern 
American Realty Corporation, whose indebtedness t o 
the bank was increased a like 84ount, two notes of 
bonk employees bavll)s m financia l r esponsibility as 
follows : a~ry Coe llSJ,OOO. OO secured by 3200 shares 
or t his bank' s stock, ana a note of b . Alexander for 
$150, JJJ. VO secured by 32JO shares of t his bank ' s stock . 
Vn September 24, 1935 the obligation of the Western 
American Realty Cor poration to the bank was reduced 
$3JJ,OJJ . JO by transferring t he Coe and Alexander 
notes total ing $3JJ, OOO .OO t o the Progr ess Mortgage 
Company, the obligation of wh.ich company was increased 
a similar amount. These notes were later cancelled ·and 
the 6,400 shares of tbe ba nk ' s own stock were placed 
in the bond account at $300,000.00 when its market value 
was less than one-half the a mount. On December 31, 1936 
the Progress Mor tgage Ca.pany r esold this block of stock 
to the affiliat ed Anglo National Corporation at urket 

. and suffered a loss of $146, 515 . 20 on t be transaction, 
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'Nhicb loss was included in the U,OJJ, JOil . ::>O charge 
oft on toe line of tne Progress Wortgage Company on 
Uecember 28, 1936. 

1(17) UNDE!ICAPITAL IZATIO N: The present ra tio of 
net capital structure to deposi t liabilities is 
il . JJ to $14 .7 5. According to the report the sound 
cupltal structure is approximately ~6,5JO ,Ou0 .00 
bel011 re((Uirements, but from the fact that approxi­
CD&tely $J9,0JJ, OJJ .OO of. asse ts a re classified 
•.:ilo1V 1

, it is believed tn11t at least .5,0JJ, JJJ .J J 
aaal tional should be provided ~s s protection against 
possible losses in this classification. 

"(18) BVnHO.:IliGS OF t.XJ:iCiJTI Yt. OFPIC£.~5 FROl.! OTHER 
BA!<KS : A report of these borro•ings should be DU<de 
t~ tne Boara of uirectors anu recorJ of the receipt 
of same noted in tne minutes . 

"(19/ REPORTS OF J::.Xi,;IINATIO!I: Apparently reports 
of examination nave not been submitted to the 
ulrectors for conslder otlon at o regulHr meeting 
's r e11uircd , nor mention mude in the minutes of tbeir 
rt><.:dipt . '!he management ot&S been r epeatedly inst,·ucted 
~nd uJv1sed of tne personal responsibili ty it is 
IJSSur.ting by r efusol t o c o111ply witn this re4ulrement. 

"(2J) OFFICE I.ETTERS : Importunt letters froo the 
CooptrDll er t o the Board of Directors rela tive t o 
the condition of the bank b~sed upon reports of 
cx&olm<tion are still not being considered by the 
Dobra nor being noted in the 1111nutes as required. 
Pro~pt steps sho~ld be t aken t o correct tnls criti­
cisao in oraer tnat it mny be unnecessa ry f~r the 
exaaoiner t o refer t o it in subse~uent reports . 

"(21) EXJ~INING COWAITTEE: Tne ex~iner sta tes tha t 
reports of this committee a re both brief and meaning­
less, consisting primarily of the verification of 
assets 'Nith the assistance of the Auditing Department . 
h n Lppr aisal ShOUld be made Of the loans ~nd diSCOUnts 
which is of utmost i mportance since so large an aggre­
gute is subject to adverse criticism. The directors 
should keep themselves fully n~vi sed of all conditions 
in connection with each individua l asset now under 
criticis111. 

"(221 LOANS TO DIRECTORS AND Tlii:.IR CORPORATIONS 
TOOETHt.R WITS INTl:.REST RATES THEREON: Apparently 
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t hese loans ar e not be1n8 s pecially approved by 
the Board of Director s as re4uired. Inasmuch as 
tllis type of asset comprises so large a portion of 
the t ot a l volume criticised, the major portion or 
which ca rry compromised interes t rates, both the loans 
una the compromised interes t rates should be specially 
appr oved by the Board and such action noted upon the 
minu~es . 

"(23) BOARD OF DIRhCTORS IIIlO SUPI>RVISION: It is noted 
t o£t three of your direc t or s , two of whom bave 
sever ely criticisea l oans i n the bank, seldom attend 
t he meetings of tne lloar a . If these di rectors are 
~ble or unwilli ng to ass~e t heir duties and 
r esponsibi l ities as director s , t ney should be replac~ 
by those wno wi ll . 

" (24) LIABILITI ES NOT SSO',VN 0 11 THb BOOKS: No pr ovis i on 
bus been made on the books of tne bank for a contingent 
liability resulting from a judgment in the amount or 
appr oximatel y $750 , 000 obtainea by the heirs or t he 
Lazard estat e . • 

Now, !lr . Folger, a s Chief J::n111l ner, i nasmuch as the 
Ac ting Co111ptrol l er ls o therwise occupied , what do 
yuu recommend t o me as n procedure ~hieh should be 
follo••ed ln tnis ca~e? What do you tnink the Treasury 
should do? 

! reco~ended a progr a111 f or the ba~, Kr . Secret~ry, 
t hat - I don't know tnu t these gentlemen are r aai l i a r 
d t o it; I d on't s uppose t ncy a r e . 

olith woa t? 

" i t n tne pr ogr&.lll of r eorganization and recapita lization 
of toe ba nk. 

No, but I mean before - I though t tna t you had i n mi.nd 
tha t we snould first advi se the direct ors, is tbat 
correct? 

No, sir , I haa~•t said that., 

Oh, I see. Nell, what have you in mind? I won' t try 
to lead the w1 tness . 
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.. ell, I really had in mtnd pu t ting through t his 
program and at the snme time advise the directors 
too . But I don't know tha t we- I don't think we 
should navise t he directors - should stop this pro­
gram just to ad vise the dir~ctors . I think the pro­
g r~m should be f ollowed end n letter advising the 
directors cen go possibly a little later after we 
ge t this plan- I don' t mean t o hold the letter, but 
t o .tor« on the plan; it wouldn't t ake but a few days , 
t tnlnK, to arrive a t a definite •sreement . 

,,e 11 . . .. 

Only & pla n for rec~pitaliz~tion and reorganization 
oi'" tne oenK . 

uell, tnls is tne w&y I feel. I t hin.t if I was a 
ulrec t or in this bonk and the office of tne Comptroller 
of tne Currency uadn1 t t b«en tne necess~ry ~cans t o 
~ee thu t I was aavised, then subsequent ly under the 
low I us f. director wos neld responsible for ection 
of the management of wl1ich I was unaware, I would 
say tha t the office of the Cornptroller ht<dn' t fulfilled 
its obliga t ion to me ~s n oirector o f this bank. Now, 
I feel tha t we ought to follow the S>!me procedure in 
the c .. se of this ba nk til&t .ve did in the c ase of tne 
Bonk of America, nnd I' m encouruged for t wo reasons to 
ao this. One: Nnen we hud up tills question or Bank of 
"m.:rica, we He re told thut if we sent c letter t o 25 
\lirectors tney couldn't lteep 1 t a secret. liell, 
t ney have ~ept it a secret; a s f or as I know, tner e 1 s 
been nothing has come out. And second : we get a 
letter t his ~ornlng from the ilank of America comply ing 
*itn the reques t of the Comptroller , and they have 
ca lled a special meeting t o consider the contents of 
~ur letter t~ them. So f or the first t ime a t leas t 
tne oa nx of America is car rying out the instructions 
of the Co~ptroller to the Letter. No~, wnat tney ' ll 
oo 6t tais meeting I don ' t know, but a t least they've 
called a meet ing and they're going to consider Nba t 
we've t old the d irectors . 

oo this technique of giving the directors all of the 
information that we have up t o this moment has been 
effective , a s far as tha t bonk i s concerned, and 
inasmuch as this other bank 1s in the same town and, 
fr~m what I have hea rd this morning, what they have 
done is - seems to b e much more serious, I - I'd like 
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a - to very carefully consider t tu. t we get off 
• registered letter to each director informing them 
what tbe condition is and then t ell them to hold 
the meeting, insteud of dealing with a part of the 
board with tbe hope that they'll correct this thing. 

Now, as I say, we've been s uccessful so far , and t his 
thing in the Anglo-l:alifol'nia Bank isn't something 
tna t 1 s sprung up overnlght; it ' s been going on for 
years, and I just try t o put ~self in the place of 
a director of that bank and I say, •Well, how can you 
bold oe liable and responsible 1t' you don't let me 
know what's going on, especially where you knew that 
1 as a director was not getting this information; 
ana wasn't it your job to see tnat I got it as 
~uic~y as possible?• 

"ow, toa t• s tne way I feel. Now I'll go around the 
r oom and ask our guests to t olk. You want to add 
anything as to the legul responsibili ty, Kr . Oliphant? 
vo you want to ada anything? 

Well , I think, to state your thought just the other 
way around, that ln view of your duty and the whole 
bank supervision program, it is your l egal duty, now 
that you're in possession of the information summarized 
here and now that you 1 ve been e dvised that the direc­
tors are not in possession of it - it would be a 
pretty serious responsibility for you to keep that 
information even for a day, b eceuse nobody can tell 
what Nill happen to any progr8Cl for the rehabilitation 
of the bank, in view of the personal liability of the 
directo rs. 

Whot have we - wha t information have we t hat the 
airectors nave not been a dvised? Have you got - Mr. 
Folger, have you got that? Do you send your reports 
of exBClination to the officers or the bank? 

Send a copy. We address it t o the directors at the 
bank, Mr. Jones - to the board . 

Yes . 

At the same time the Chief Examiner of the district 
sends a copy to Washington, he mails the directors a 
copy addressed to the directors . 
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I Jus t wonder ed about tile advice ••• 

~a write letter s to the directors based upon the 
r eport of the critic isms. · There is no menti on -
no t a tion i n the minutes of ever hv ving r eceived the 
let t ers or read the reports. 

Tha t ' s the point I 1m getting at. You ' ve done your 
part in notifying - you •ve notified the director s , 
but you 've got nothing in the mi nutes of the meeting 
to indica te tn.ey got the notes . I s tnat it? 

'l"ha t • s right. 

I jus t wanted t o get t hat . 

Before we go •••• 

~here 's a little ambigui ty in t he t . One copy i s 
sent t o the Board of Di r ectors as s uch. I' m talki ng 
ubout the ind ividual , t he prlv11 t e per sonal liability 
of airec t ors . 

I under s t and , but I 1 m Jus t getti ng at the - I want 
~o know wll&t informutlon t hey had as t o whe ther some 
a i r ector had sa i d it . 

! hut, of course , isn't all the i nformation ~e ha ve. 
That's the record . VIe know from t alk ing t o llr. 
Fleishhecker himself tha t •••• 

Tnut ne h~s not given this l nformhtlon t o the •••• 

He hbsn't - he doesn ' t wont them t o have the report 
or the let t er . 

He doesn't ac tuall y exhibit this a t a boar d meeting 
and di scuss 1 t according - as r a<!Uired by law. 

Yes, sir . 

Has he said that? 

He ' s never said that he didn' t gi ve them the letter , 
but he talks about a l etter that we may send from here 
on this repor t ; he knows he gets a letter, and he 
doesn't want us to s and one. 
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I ' m getting s.t the legal side here. 

r snould think you can s ey tha t technically 
tnose i ndividubl directors had instructive notice, 
but l was t al king t o a human proposition, based 
upon fairness in dealing betwe~n man a nd man. 

'ilell , I didn ' t want the Secret ary to act under a 
misupprehension, because I think when a bank gets 
the notice - he has u board meeting a nd he has his 
r eport there; he's supposed to submit to his direc­
t or s and read these letters and read the ans«er . Is 
t nt.t it? 

•es, si r . 

Go abebd now, ~r . Secret~ry . 

••ell, this 111ost recent one, tnls 111os t recent report 
which has Just been finished on the Anglo-Califoroin -
has thb t gone forward t o the Boa rd of Directors? 

Yes, sir. 

~ha t? Tha t has? 

It has , yes . 

•• ell, ao you Knoo¥ whe ther criti cisms 1n that report 
h~ve been r ead t o the Bonra of Ulrectors or discussed 
e t ~ meeting? 

No, I do not &now . 

Now, are they - another thing, may I as~ this: are 
tne criticisms in bere conveyed in the - included 
in t be crt tL:ism o f your l es t examine tlon? 

J:es , sir . 

So if be did take thot report, call his board, and 
dlscuss it item by item, tnen they would have the 
notice . 

Tnat• s correct. 

Yes, but he ' s never done that. That's what I under­
stand . 
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Well , I was just try1f18 to get it clear, 

••ell, that ' s the point. lt •s 1mportatnt. 

I don't think we ' ve got evidence that he hasn ' t 
done it . Tha t ' s what I'm trying t og e t at . 

oocll, I' ve got - from the f ield examinati ons, t hey 
tell me he hasn ' t done it . 

~o oll , toe Fiela Examiner i s right here. I'd like 
L ~le&o-cut answer . Aave toe~ or hhven•t they dis­
cussea tne c riticis~ at t boLrd mee t ing? 

•he) o;.ve not, b>' their oorn edllllssion 

You mean toe FleisahLckers . 

:=ne f leisnhackers nave admitteu t llllt tney have never 
slwwn a report of e xamins tion to the board, nor hB ve 
they r ead ·the letter of criticism based on the rep~rt. 
• ney freely admit tha t . 

Thtt ' s 1vha t I was auvised . Thut ' s what disturbs me . 

~oes thut include - is that Herbert and Mo r timer 
<lr jus t Herbert? 

Herb~rt and ~ortimer . 

~ortimer has admitted that the report baa not gone to 
the directors . 

Yes . ~nd taey give as o reason for tnat , tnat because 
of the condition of trle bl n.< it w.>uld so scare thelr 
~irectors, that inhsmuch as Herbert ' s old pr&ctice 
*hS never t o show tne report fo r possibly the past 
t.veoty years , hOO tout since tne consolidation in 1932 -
~nd to present the bobru - or ~resent the r eport t o 
the boara, with the conoitlon the r eport shows , why, 
they were scared to d ea th that it might cause a run 
on the ba nk ana destr oy the ba nk; so they have pur­
posely r ~fr~lned from showing the direc t ors the report 
or examination or r eading the letter of c riticism to 
the board . 

I wonder if t hey submit l oans when they have their 
boar d meetings. Have you any information as to 
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procedure? 

ies , their pr~cedure is - well , a t t he time of t he 
consolidation of the t wo bt nks June JJ , 1932, there 
11~s a :;pecial - a specill s Gt of urticles of the 
t ssoci~ tion wer e set up wner eby they were endeavor in8 to tie Herber t Fleishhucker ' s h~nds to keep him awuy 
!'Nm the creoits, big credi t s . ln thBt po,rticula r 
sE t -u,J the:; c re& ted 6 Lo~n Coml'l i ttee eo:npr1sed of 
five officers : HerbHt ~·1e1ohro:Ke r ond Mortimer 
Fl~isnhLcker Pbul Hoover , Hv r ry Machen and Louis · 
Sutter compr ised that commlttee . If there wcs one 
L~vErse vot e in the commit t ee, wO¥ , the lo~n r.&s not 
""~c . Tnen those ~~wwltt~~ r~p~rts ~re pcssed U,JOn 
b> the Generc.l F'i11bnce Coo:ll1 ttee, wltich is coc;>r1seo 
ol' l:l.:rbert at:c iolortia.er l'leishhbc.cer nnd Swinnerton, 
SwirmerLon being more or less ot f OUI:I!JlY at rector. 
J na tht lobnS thtuSelves ~.e re not subl:>l tted to the 
boE ru f or apvr oval . 

For t-pproval . 

'lney r.e.rely approve tnc committee ·· ~yorts to t ne bo~<r<l 
tht t th~re w"r" ;;o uiU!l) l ouns muae by tutul c ur ing t he 
monto ~nd so many lo&ns collecte<J dl.r ing tne month by 
Lo tol, not names ood amount; tnd the Boar d of Dir tctors 
6~prove the a ctions of the co~otttee, and t ne Boar d of 
IJi r bct.:>rs ha ve also vest.eu t nt. t tcu thor i t y i n t hese 
c~U!J.1.1ttees . 

l h~ot. 1 s contn.ry t o tn .. ir btnklllll lL•, isn ' t it? 

I t' s contr ary to goou b~nkint, nut l uoo•t tnl~ i t ' s 
contrary t o any lar; . 

Folger, is tn&t £ viol~t1on? 

!lot ~ viol&tion, no . 

I t hought the di rectors h&~ t o ll ,.>pr·ove the loans . 
1ney eppr ove it, of course, buL tuey do it blind . 

Not £Sa matter- it ' s a ma t ti'r o i' policy, no t in the 
law. 

Not i n the l a w? It ' s in the b·N t hey mus t &pprove it . 
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Jf course, the laR charges them with responsibility 
60nerLlly f or t he operut ion of the bDnk . 

THEY cun d etermi.ne tn~ir O'On method of Lpproving 
it . 

1'hcr e ls no specific method the r e t s to c.ppr oval of 
loans . 

•·ell , I think the direc t or s have htid pr e tty good 
notice , under the c ircumsiLnces - I mean from the 
li~a>a rtment standpoint . They hLven• t got it, but 
t.le De;wrtment seeas to hbve complleo .nth the hw. 
out these directors ths t you (H •. Jr) s~es~ of h~ve 
n~t, os L metter of f &ct, b~u this notice, ~r~ tha t's 
tne point you make . 

~hr.t 1 s tne point I mcke. 

ics . 

Th~t 1 s tne point tu&t I !IILke. The point tb<>t I mue, 
Mr . Jones , is this : knowing th~ t th.,se repor ts hHve 
been withneld from th" dir~ctors, then if we expec t 
to nelp the direc t or s to put the bank i n good sha pe 
Lnd under tne l.,w they a r e nelo r enponsibl e , I feel 
thLt we shoula toke steps t o get t his informrtion 
~irectly froa the Comptroller ' s office into the hands 
of the air ec t ors . Thht ' s tne ulol~ poin t . So thh t 
~ney ~;.nnot s1.y t h& t, .<nor.ing these tnings, I didn 1 t 
t~.<e the necessary ae~ns .... H;.ving undoubtedly , by 
the tiae tnat - if tuis doe~ co .. e up, sey, before the 
Fecer~l Reserve cosra or before t he courts, t hey could 
very well say, ·~ell , Ne - tne wee~ pr evious you took 
::1eu:s to notify the directors of tb" Bo~ord of the Bank 
of naerica , ~ny dion•t you Jo us the sc~e courtesy?" 

Mr . Secret£ry, could I t cke Just v fe~ moments • time 
to outl ine the pr esent plLn of recapi talization and 
reorganizati on? 

Yes . You gentlemen know r.tr . Seulllcek is the man who 
actually has examined this bank . 

Yes , tha t ' s wha t I unders t and . 

You cun have all the time you wmt. · 
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~he plan we have , Mr. Secretary, i s t o obtain the 
resignation of Herbert Fleishbacker as President and 
dl rector of the bank . That will be t he first condi­
t i on . The second condition is t o ob t ain the resigna­
tion of four Vice Presidents t hat a t present beve no 
duties in the bank and are holding their positions by 
virtue of blackmail. 

Now walt a minute - using such a word .... 

(Laughter ) 

That's four Vice Presiaents? 

rour Vice Presidents . 

Ana t bey 1 re holding their pos 1 tions 

•• , by virtue of blackmail. 

Will you elaborate on t ha t? 

Well, they have no duties wh11. tever. ~hey have a desk 
t o whicn tney come in the morning to read t heir 
newspaper, a nd that t akes t httm about a half hour. 
Then they pick up and lenve the bank . There are no 
duties assigned to t hem, and they draw sa laries of 
from t welve t o fifteen thousand dollars a year. 

I ' d like to say that yqur kind of dipl omacy and mine 
ure about the s ame, so go right along . 

!'a like to llSk a 'luestion: oobo 1 S bleckmailing WhO? 

Yes . 

Nell 

~ me&n, a re these four Vice Pr esidents doing the 
blcckmallins or are they boin6 blackoailed? 

'•hey • r e holding their Jobs by virtue of the f ac t tha t 
those t: t the henu of the bonk are afraid to discharge 
them ••.• 

I suppose they might talk in this litiga tion. 

••• f or reasons of their own • 
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Fleisbbacker is being sued in ano ther connection. 

Can't t alk . 

Can ' t t alk . 

This was even true before the suit came up, Mr . Smith. 
This has been going on for ten years . In ot her wor ds, 
they hbve had no - they have had no place in the bank 
for ten years , but they 're sti ll there . 

This is the first time I 've hear d this. This is very 
interesting t o me . 

Pr oceed with your plan. I just want t o ••• - Fleish­
nacker and f our Vice Presi dents t o go? 

The present by-laws are •••• 

Ar e they d irectors also? Those Vice Presi dents, are 
they directors? 

All but one of them are . 

Uh- huh . All right. 

The next s t ep will be t o amend our by-laws to pr ovide 
for fifteen d ! r ectors r ather t han the present t wenty­
f!ve ; a nd in that met hod we are going to get r id of 
fifteen worthless director s , mo3t of whom ar e insolvent 
and aid tne bank 1n no way whatever . And of the fif­
teen, why , we can possibly retain five of the present 
c irectors sod we'll have t o obtain ten new directors. 

All right, sir, go ahead . 

t hen the next step Ke'll take is to make ayplicati on 
t o the R. F . C. f or at leost 12 million dollar s of 
additional preferred stock . 

At least, you s ay? 

.. t lej;st . 

The t shock you? 

No , it don't sbock oae . I'm beyond tbe state where I 
can be s bocked . 
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hnd tha t 12 million dollars Will provide for the 
elimination of all the assets classifieu as loss 
nnd ooubtful in this present report and will leave 
us about five million dollars additional to take 
out losses that have developed since this examina­
tion by virtue of the manner in which the Dollar 
Steamship Line was reorganized . 

tiow did you treat the Doll~r line? 

rt•s classified as slow, but 

Slow but good. Two milli on ei ght, is t ha t it? 

Two million eight. 

hbat ha ppened t o that two million eight as far as 
the bank is concerned? 

llell, the company hes been reorganized and the bank 
was f orced to compromise tha t two milli n eight by 
taking a new note for a million eight, payable over 
a period of eight or ni ne yeers, and to take a 
million dollars worth of non-cumuletive pr eferred 
s t ock, which at the moment has no va lue . 

1bis 12 million would be 'enough t o t ake care of 
th•t also? 

That' s rigfit . And t hen in £ddit1on t o that, &11 of 
the "A" stock of the Dollar St eamship Lines, of which 
•e nolo a tremendous b~ount os coll ater al for l oans 
in toe bank - largely the llolb r interests and the 
Fleishhacker interests - during this exoaination t ha t 
was accorded a value of either three or four dollars 
o share, I f orget wbicn, bot now it is valueless since 
this reor ganiza tion oas been completed; so that's the 
reason we ' re asking for an additi onal five million, to 
take care of these losses tha t have developed in our 
slow classification by reason of this reorganization. 

~ut the twelve includes the five. 

That ' s right. Then the next step will be t o - the bank 
has app roximately twelve affiliates, and all of these 
affilia tes, with the exception of one, are filled with 
dynamite, and there are certa in things t hat have gone 
on in there so that they've been afraid to li~uidate 
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them . They voted them into voluntary liquidation 
in 19JJ, but na ve ta~en no steps whatever t o li~ui­
u~te t he!:l . But t hey d.id t hut because the lew said 
t hey should liquida t e them; t hey t ook one s tep • nd 
neve r followeo through . And it ' s the f ea r of telling 
the stockholder s of these a ffl llo.tes that tney hnven • t 
got onythi ng comi ng , which i s true in all of th~m -
thd s toclthol oer s hnve lost their complete inves tment -

'!he s t ockholo.ers of the afi'ilit. t .. s ; that is , where the 
bUlK <Jwns part of t he stock. The bu•.k owns • p&rt of 
the stock in those? 

1hey hto ve cert&in affilia t es t nere wnere one effili:.te 
13 ..> .. ned b) oi r ectors ana outsiae veople . Tiuit affil­
lbt~< in turn tlb.S <. sub- af•filic.te , end •mother subsio­
h. ry, ~o.na a nother subsiolbry - just a mushroom gr owth • 
.. ell, tne seock of all these Lffiliates is worthless , 
dth tne exception of one, the Anglo- !lationul Cor por e 
tion, wnlch is the bank stock hol ding company affilia to -
is t he only one of t he group that ' s solvent. 

i ou mean the s tockholders in t hose affiliates do not 
><now they ' r e .. orthless? 

Thu t ' s right. They ' r e expecting to get somet hing out 
of it . Now, I might add thut the t .:o parent a f filia tes -
thu t ~ t the time of tho consoliaotion the trust company 
hnd " hund r ed per cent o.med &.ffil l~te ; tna t i s , t he 
sht rebolders of t he s t a te ba nk o•;ned t he stock of this 
a ffiliPte on 2 pr o r atL bhsis; at t he time of the 
cor.solio>'tion, tbe reJecte<:l hSsets were thrown i nto 
t tll s a ffiliate t o b e u •• uida tea f or tne benefit of 
t na olo stoc~oloers of tne trus t com~any . Th£ same 
w~ s t rue witn the DLtionrl b~nk . Tney had an identical 
~ffil io te, 600 a t t ne time of the consolida tion t ney 
•ere lea t o bel ieve tnvt t ney *ould r eceive a tremendous 
r~covery fro~ tnese r esiauul t<sse t s . But time ba s 
r roven tnet those effill~tes a r e more tnan insolvent. 
In f act, we na ve chargee off a-bout a nine million dolla r 
loss - the ba nk has t ake n about a nine mi l l i on dollar 
loss . So there will be no r ecovery. 

V•hr, t you going t o do wi th your affilia tes? 

'lie ' re going t o proceed t o U quida te every affiliate, 
foreclose the col l a teral - formal f oreclosure; tbe bank 
t t.ltes over t he collater tol, completely. liquidates them 
by t B.<ing o ver t he assets. J.rw the ba nk will have to 
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li4uldu te the assets ami we ' re going to get tha t big 
•bogeyman• ~ehind us tha t they ' re all afraia of . 
Following tne liquida tion of the &ffilia tes, 1ve then 
pr opose to ha ve the Anglo-Na tional Corpor a t ion which 
i s the bllnk s tock noldlng llfi'lliate, purchase ~11 of 
tnis bani< stock a na all of this corporation Class "A" 
s t ock tha t is being presently owned by the bank - by 
the affilia tes and hel d ll S collatera l to distress 
loons . i'le ' ll sell it ull to the holdi ng company 
&ffiliute . 

Does the bank own the hol ding coopo.ny? 

tlo, there a re outside stockhol de r s . .Ye own - .e own 
J7 p~rcent of it . But the remaining 6J per cent is 
nel~ by outsid e stockholders . And so this &ffiliate 
Hill purcbLse all of the ~nk ' s stock - all of its 
own Cl~ss "a" stoc~ tha t wa ht.ve in tb£ b~nk in every 
form, l•hetner it ' s owned oirectly or owned by these 
r ffili.: tes t hEe t .Yere l14uidt. t ed or held os col!E t ersl 
to tnes" distt·ess l oans . We • l l sell t hem both classes 
<>f stock • 

. \ell , .vno ' :; going to r epr esent t his 6J percent of 
outs l a e stockhol ders? I meun you • r ~ going to trade 
with them? 

Jlo , i t ' s going t o be an outright sale. We ' re going 
t o sell iaem the stock Itt m1•rket. In otaer wor ds , 
toe Lffilia t e will purchase from the bank all of the 
s t oc6 tue bank nolds , &ll the b~nk stock end the 
uffiliate stock th~t the b~nK oNOs . 

• nere will it get the money to p~y for it? 

It wil l be necessary t o - tha t particular affilia te 
o~es us $JJJ, JJO a t this t ime . It has the controlling 
interest in six outlying ba nks which ~e pr opose t o 
t~ke over es branches in tnis r ehabilita tion program, 
e nd from tha t source they ' ll obtain a liquida tion of 
$525, 0JJ in cash .vhich will r etire their present 
indebteaness of h llo , JJO and leove them ~225 , 000 in 
cash . 

Mr . ~edl~cek , l e t me nsk you o question. Ar en't we 
i n settlng up this progr om ge t ting i nto a f ield which 
does not pr operly belon~ to t he supervisory a uthorities? 
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"ow, it seeos to me that this whole program is 
n matter of the bank's responsibility. We 're not 
supposed to go in an~ t ell them they shall liquidate 
this affili a te and consolidate tois one and wash out 
these stockholders. lbat •s not the purpose of bank 
supervision, as I understand the thing. That's the 
responsibility of the directors. 

When he says •we, • Mr. Crowley -Sedlacek has indicated 
•we" are going to do all this, but really the two 
directors that are here agreed t o the plan and they're 
going to do it. 

I know, but nevertheless, the responsibility of this 
bank rests upon the directors. Now, ns I v lew this 
t hing, the deeper you get into this thing here, the 
worse mess you're in, washing out minority stockholders 
and everything else. 

Now, if Mr. Jones is going to put in 12 or 14 million 
oollers, Mr. Jones is going to put it in on a besis 
thQt those things will be brought about by management 
and elimination and boiling down and what not, ~hich 
they do in all their set-ups . 

roo1v, it seems to me that the first thing we ought to 
do is t o let the director s know what your situation 
is, and then make them come bock t o us with an appli­
cation. For the R. F . C. or t he Federal Deposit or any 
of us t o be running around with a silver platter &nd 
say, "Boys, we're reaoy t o put 12 or 14 million ln. 
Ae oon't want t o embarrass you, now; we won't tell 
a nyone about it," then have the whispering start and 
all these minority stoclroolaers point a finger on the 
R. F.C. and on the Adm~nlsLrhtlon that we forced this 
tn1ng, tney didn't understand it. It seems to me the 
oirectors sboula know the thing, t nen let thea come to 
Mr. Jones witb a program. And 1f you want - as far 
as capitalization is concerned, I have no objection 
if the Treasury want to have someone appea r before the 
boora, with a full board. I hove no objection if Mr. 
Jones wants that his man should be there. But for us 
to set up a program ond not let the board know the full 
knowledge, and these minority stockholders feepng that 
there ' s something been bidden from tbem - aren t we 
going to be a partner to tile aaae thing we accnse the 
other fellow of being a partner to? 
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Mr . Crowley - just a second, ~r . Sedlacek, if you 
don ' t mind - ~r. Crowley, I think Sedlacek was­
h~w shall I say? - ne ' s so lull of this thing, and 
for the first time I think ne sees a r ay of hope, 
ne ' s going to get a 11 ttle backing . 

I ' d like to hea r the r est of the s t or y . 

olell , if you - m1.y I make 

u .:> aheaa . 

I don't kno~ whether you wunt to do it no•, because 
tnis ought to b& a ~tter of days . 

uot to bt . Re e&n1 t ac t t his morning . 

All I'd like to do t his mer ning - all I'd like to do 
this morning, and I ' m not - if after I get t hrough 
you s till ~ant t o go Fhead, ull right - is, I wanted 
you people to hear - two things: fir st, wha t was the 
conaition we found, sod second , to s a tisfy myself ~ nd 
you people that this has been withheld from the 
directors . 

Now, the people in the Tre~sury who are advising me 
ununimously r ecommend t ba t the Treasury forward a 
letter to each director, Hnd I wnnted to give ·you 
people this tning . I didn ' t want to get into t he 
-.uestion of how you ' re going to reorganize it . Ana 
after you heard that, I wanted t o t~k you: advice 
·hether you did or di(lll 1 t t hin.< ,,e ought to go ahead 
• ltb the letter hS promptl y tiS lt coula be prepared . 
·· ~:r, tnf.t wts tne big bridge t o cross . ~nd >.fter 
t hEt, way, then I'd like t o na ve Er.other meeting . 
niUio t !J~ . Seo l aceo< tells me - I hbven•t got it yet, 
bnU what I'd l!Ae t o do - I d ur. • t know the t I ' m going 
t o gu lnto this ~yself, but if NO do, I need a couple 
of days , see? I ' m not prep6red . 

So I would like to cross this one bridge and just 
&Sk as to the r esponsibility ot the Treasury i n r egard 
to ti letter going to the d irectors . Tnen if Mr . Jones 
wont s t o go further into d etoils, why, my t1111e is tit 
his alsposal . But I woulu liKe to ao that, Mr . Jones . 

nha t you want t o consider is whether t o send the 
let t er. 
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That ' s all , a nd after we decide, if you want to 
continue, Ur . Sedlacek is going to stay here, Mr. 
Jones , in New York - in Washl~ton until you or 
everybody else fee ls ~hat they ve got everything 
he ' s got, you see; he s a vailable to you a nd your 
organization. · 

So we address our attention now t o the question of 
the letter. 

It you don't mind . 

Kr . Secr e t a ry, could I Just have one moment 

You said that before. It was a big moment. 

I'll mean it t his ti~e . 

hll right. A moment is 60 seconds . 

The difference between these t No cases is the t the 
,,nglo- Nationel people are he r e and they 're down on 
their h~nds a nd knees and begging us for a ticket . 
They ' r e dra.<lng up a program to correct every criti ­
cism that is made 1n this letter that ' s going out . 
They ' ve agreed t o s ubmit a pr ogram that would correc t 
e ve rr c"ndition c1'ted in the tetter . They're asking 
a - or r ather, it ' s not a question of the letter no t 
going out t o the directors , beca use I f i rmly believe 
the letter should go out to Dll t hese directors; but 
it shoula be pr operly timed . They ' re asking that the 
l e tter be held up until tbls plan could be developed, 
so that Rhen the d irecto r s get the lett er t hey could 
say, • Nell, gentle~en, the letter is right, but her e 
a re the answers. Here i s what .Te i)r opose to do to 
c ::>rrect it.• 

I c ouldn ' t; I'd feel tha t I' d been Jus t as weak-kneed 
as some other people ba ve been. l'lha t t hey 're saying 
is , •1'/e want t o continue the policy of the l a s t 
twenty years• - you've got to fight - "a nd we ' ll go 
i n und clean t his up, and then we• 11 tell the directors." 
1 c ouldn't be a party to it; I just couldn ' t . 

But they ' d be t old simultaneously . 

'Nell, what r•m ·interested in - unless somebody here is 
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going t o say, WKorgenthau, you're making a tremen­
dous mistake,• then I ' d like to discuss it- I feel 
tha t - this is the first time s ince I've been Secre­
t ary of the Treasury tha t I've had t o get into aey 
bank ma t ters; the reason I ' m in t hem now i s because 
these t bings have been permitted to s lide for five 
years. Now, what I 1 m trying to do f or the President 
und the whole Administration is t o make up by prompt, 
s traightforward, courageous action, what should have 
been done long ago . 

l<ow, I don 1 t even know who these two men a re. I 
haven't seen them and I don ' t wont to see thee; but 
they 're simply going tnrough the same motions that 
they have for toe lest twenty years, and I don' t 
want t o be a party to it. Now, I Jus t don ' t want to 
be a part-1 to it. 

I say, unless somebody around this room says, •Now 
you•r e making a tremendous mis t ake, that letter 
shouldn't go• - a nd I'm going to ask anybody if t hey 
think it's a maJor mi stake . 

llr . Secr et ary. 

Please . 

i want to a sk Jus t a question. Then I have a sugges­
tion t o make. Vlben was t his report banded - this 
las t r eport banded t o the bank? 

It was banded t o t he bank approximately t:11o weeks ago. 

Yes . 

It occurs to me tha t t he directors should be informed 
immediately in the regular way, a nd as I understand 
i t t he regular way of informing the directors is to 
pass t he r eport to the bank with the request - it 
is addressed t o the bank and - to the Board of 
Directors and delivered care of the bank; and it is 
pr esumed that the report is exhibited tor the 
inspection of the directors. It seems to me that the 
thing t o do in t his case i s to treat it as regular -
as r outine; ask the officers of the bank in wri ting 
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whe ther - re~ind tnem tha t they're s upposed t o 
ueliver it t o the board , ~sk t hem whe ther they 
move . 'Ihen, if t ney "ns11er in the negative - if 
tiley answer in toe affir.nLtive , thAt ' s what you 
wunt, because a l l of tnese orltictsros ar e 1n the 
r eport. If tney un~wer ln the negative, tnen ask 
f or n meeting of the boar d, hove yow· men go there, 
put tne report on the t able, und have with him this 
synopsis or tne let ter, ~oo say, "llo.• gentlemen, I 
Wfnt t~ t ' l k to you about the r eport. For your 
convenience i1er e i s Eo synopsis or t he report• - and 
nbn..t e &cll member a s;·nops13 of toe re1>0rt, then 
ala~uss the r eport • 

Before I decide, I ' m going to ask t•o ~uestions. 
·,nen was tois report dellvered? It ' s slready been 
dellvereu to t oe Boara of virectors, has it? When 
NuS l t deliver ed? 

~wo 'Meeks ugo . 

Ro11 ma ny copies? 

One copy . 

ll nd how often does toe Bouro of Dir ec tors meet? 

llnce " month . 

:.nen will be their n!!"xt :neeting? 

X ell , right tHi f.Y , bect.use tney bed a meeting .men 
I NbS here before . Next f ew oeys . 

They me t the lJtn of September . 

About the lJtn of t nis next month. /.round t ne 13th 
of next oonth. 

Would you take thts as a co..spr omise sugges tion, •• • 

Yes , thnt•s all rigut. 

••• • the t a letter a long the lines tha t Ur . Smith 
suggested go forwa r d, but tha t we sena a copy of 
that letter t o every direc tor? 

Uay I ask e question? 
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::.ee? 

I think tha t ' s the way to ha ndle it. 

Take your suggestion, but send o copy of that letter 
t o every director, register ed mail . See, Tom? 

Tha t ' s all right - remlndins the bank tha t the 
direc t ors a re supposad t o na ve t hls report exhibi t ed 
to the"' &nd esklng whether it h~<s been. 

r •d llke to asK Tom E ~u~stlon . ns I remelllber, we 
very ca r efully considereo t his ~uestion in the case 
of &no tner bank wnere the situution was not so bad, 
ana we sent tne lette r t o e ach of the d !rectors of 
the otner banK . rlo• woula you dis tinguish the situa­
tion, Tom? 

Because t ha t was an old - thLt wos an old case where 
they had refused t o do wha t you had asked tnem t o 
do . If you t ake a ny a rbi trary ac tion in this c&se, 
t he managing offic ers of this bank will say, •;1ell, 
ke wanted t o do wha t you wanted us to, but you 
wouldn't let us .• 

Tha t ' s rigllt . 

nnd I wouldn't cnan~e tne r outine o bit. This report 
is s upposed to go t o the direc tors a t their next meeting, 
><hicll will bo: a ppr oximately on the 13th o1' October. 
Nhen you•re 1n a baM and you get the Examiner's 
r~port , it is pres umed tnat tne next time tne airectors 
meet you _ut it on the t able nna say, •Gentl e=en, here ' s 
tne report, glad t o have anybody r ead it,• and if t ney 
csk you a ny questions you e ns• er tnem. And that ' s 
true, isn ' t it, Jesse? 

(Nods yes) 

Well , Too, let me again f or myself -is Mr . Smith's 
statement correct, as fur as his knowledge goes, 
that we have never before m~de criticisms of the 
banK - this bank? He said this is different than 
the other bec~ouse this i s the first time we ' re aoaking 
these particula r criticisms . 

No , no , I did.n' t say that. 
No , the difference i s this . 

This i s the first t ime •• • 
~aybe I didn't state it 
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correctly . 

l 'h11 t' s wba t you said. 

:.ell, in the Bank of America cnse tqe management 
declined to consider your s ugsestions and stated 
t hey were unfounded and everything like tbat . In 
tllis case t hey don ' t deny tha t t hey are sound 
suggestions and they ere willing t o negoti ate, 
.vnereas the others weren• t. The criticisms have 
been made repeatedly in r eports. 

To the management; but it's never been brought to 
the a ttention of tne director s . 

'roat ' s c orrect . 

But it has been m&de r epeatedly . 

1bere1 s ano ther t hing, that i f you soy it nasn 1 t been 
brought t o tne attention of the Board of Direc tors , 
t ney 1ll pr .oduce s.:>rue of the~e utr ectors and t hey ' ll 
oay tney did kn.ow it. 

I don ' t know, Tom, I woulu sny tnls , th&t if tnis 
.. er e s ometoing - well , where maybe fifty or a hundred 
thou~«na aollnrs , a single item, was involved, I'd 
tn inl< tha t· yo.u• r e right; but I t hink t hat tnis is so 
flagr&nt :._pd has all t he ea rma rks of be i ng so crooked 
t nut I just feel thLt this tblng should go t D eacn 
di rector . 

You c&n a cco:Dpli sb tne same thing in & routine way. 
If aoytniDG coaes up, it ' s r out i ne. This is the 
first t iwe since ~~e cnbnge in Dbn&&ement of the 
~om~troller•s office t n&t bn ex&minLtl on aas been 
maJe, a nd tnis is the fir s t op~ortunity for it to 
go to tne board - will be a t t neir next meeting . 

Tom, I see all sorts of dancer s in tne course you 
suggest, because let's tni nk not in t~rms of the 
f orm but in t erms of tne practical realities . Under 
t he sys tem you suggest , there will be qui te a period 
of time when presumably these people downtown would 
know that they bad an effective commitment from the 
Government, the r est of the Board of Directors 
wouldn ' t know lt and wouldn't know the critici sms 
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and tnere ' s e ll sorts of things t ney migbt be 
able to do i n rearranging tbeir own affair s -
putting tne minority of t ha t group in the know. 

170 

Well, everybody 1n the whole country knows Her bert 
Fleishhacker has been under very severe attacks . 
The pRper s have been full of this , and the cour t 
decisi on was printed in full . 

I'm not talking about t ne court case. The board 
wouldn ' t knon of the direct details of cr iticism 
ana tney wouldn't know of t nis plan tbat you • v~ got 
witn c little group baving inside informati on, a s 
&gEinst the rest of the Boaru of Directors . Now, 
the purpose o f the l aw in setting up the Board of 
IJir .. ctors - orui it goes Just as fa r as it can so f ar 
as the letter is concerned and lea ves it t o us to 
carry out its spirit - i s t o keep these men informed -
1 body of responsible men informed in enabling them to 
j)rotect not only the bank but to protect their own 
interests . Now, I wouldn ' t want to put 1i limited 
group whom I don ' t know in & special position with 
insi de informati on and advance knowledge. I t seems 
to me very dangerous . 

I think you could discuss the details of t his t hing 
for a week a round here . 'Iho fir st thing is, it llr . 
Jones and .the R. F . C. have agreed to a co111111itment, then 
you have no fear . 

~xcuae me, they ha ven' t ag reed to &ny commitment . 

I mean if be will . 

"ell, be can't until I csk b1m • 

• 7ell, asswoing t hat would be arranged, there would 1 
be no fear of a nything happening to your de!)os1tors . 
Now, in giving the directors the knoNledge you're 
protecting yourself from uny charges that may come 
bPck lster tbat they d.idn ' t understand this , or anything 
of that sort. Now, ~s L see i t , if you ' ve got a 
progr&.m • • • 

If you have what? 

If you have a program of rehabili t ating tha t bank 
tha t you ' re pr etty ol'ell agreed on, you can have your 
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man go from here with tnis memor andum, call a 
meeting of t he offi cers - call a meeting of the 
directors, lay this t hing befor e them so tha t they 
shnl l have f ull knowledge, and lot t hem d iscuss 
t his tning with a man that's fsmilia r with tha t 
bunk exwnination; have llr . Jones ' s tiiB n present and 
say that, pr oviding thst certa i n thi ngs are done, 
it will be suitable to llr. Jones - that we stand 
r eady t o rehabilita t e t he bank . Now, t here can't 
be a ny snock to the communlty on tha t kind of ~ 
s ituation, Totn. 

1nct' s all right . 

~s fer os your change of managetnent •••••• 

You mean instead of wai ting for a meeting cell a 
meeting . 

As fa r as your change of management is concerned, 
a nd all of your li~uidation, the R. F. C. is goi ng t o 
t ake ce r e of tha t anyhow if t hey put 12 or 14 million 
dollars ••• 

·•ell , le t ' s see i f I . • • • Wht< t we did in t hi s other 
c&se - we sent a lette r to e&ch director and asked 
them to cuJ.l a special meeting, wnich they ' re doing . 

•hbt•s r ight . 

Now, wna t you're suggesting i s thnt we s end a l et ter 
to e&cn director giving them the f Lcts , asking them 
to call a special meeting, at wnlch tney will consider 
this . 

I would call a special tneeting ot the Boar d of 
Directors, snd I woula g i ve each director this ••• 

••• &t tae meeting . 

tiouldn't do 1t in a letter? 

In letter form, yes. I wouldn' t mail it to their 
res idence. I would give it t o them a t the meeting. 
! woula have t heir hxaminer present, so tha t they 
could ask bim anything t hey wished ; a nd have t be 
Examiner - I would bsve the R. F. C. man there, so 1f 
they, aft er they go t tarough thrashing it out - to 
give them a program of r ehabilitation. 
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ftbat •s your obJection t o s ending the fact s by 
regi ster ed mail t o each oirector ? 

172 

I don ' t t hink there ' s any obJection, only I think 
you've go t t o get your di rectors in a meeting 
together wi th your Chief Examiner, because some 
of ttlese men er e going t o be shocked when they ge t 
t tlis a nd some of them a re going t o accuse the 
Compt r oller ' s office a nd dll'fer ent ones of with­
uoltling fac t s ana t hings like tha t . oo I t hink 
you should na ve & director s • meeting to consider 
this wtlole pr ocedure . 

~ell , I t hink t hat t he quickest ~ sy to r emove any 
critic ism of tne Comptroller ' s off i ce is t o d iscon­
tinue tnis practice ana make ~n exception and ge t 
t nis tning 1n the hands of the director s Just as fas t 
'-S we ca n. 

•he only tning I was t hinking of was not to have men 
running a round two or three day s to their lawyers nnd 
so on; if you h&d tnem in a r oom und pr esented it t o 
them inte l ligently and r ead it to them, then they 
would be able t o ask the f acts, end wha t you went 
t o do is give them the informa tion . 

Tha t ' s right. 

And £ t th~ same t 1me sa ve the bank. If you send them 
o l etter and say, •We 're going t o have a meeting day 
af t er tomorrow i n which we will consider t he condition 
of the ba nk," some of the men wil l go to their e ttor­
neys and they won ' t knon the fac ts . And it isn ' t 
customary to do it t hat way . The way tney did it in 
Los Angeles - the Ext~iner cells t he boerd t ogether -
t aL t ' s the way they did ln Los Allbel es - and 1t is 
~resented there. lha~ way you'd be following the 
regula r cus t om. 

I tnink, 1om, on account ot' your minor ity stockhol ders 
hnd a l o t of these subsidiari es, you' ve got t o be sure 
thn t your f a c t s a r e Jll8de Known t o the ai r ector s . 

I do t oo . I s ee no ob J~ction to call ing a s pecial 
meeting . 

xno naving our man ther e . 
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Havi ng your man there. Present them this letter . 
"Here's the thing I propose to discuss . This is 
what you've done here. " Tben they ' ve got the 
information, t hey ' ll hear the whole story, they' l l 
also know a plan of reorganization i s under way. 

~ut send a l etter to each di r ector telling them 
that our man i s going to be thore to present it. 

You can do that . 

Tha t woula t ake care of those fellows that haven' t 
been at any of tbose meetings . 

I met.n send e letter . 

Tell them a meeting will be neld and a representa t ive 
will be there to discuss the condition of the bank 
Nith them . That ' s all r i ght , isn ' t it, Leo? 

I tnink you 've got t o get them to the mee ting . 
..:now 

I don ' t tnink- don't/whether lt ' s - I t hink if you 
g ive us 24 hours t o consider - I think you can destroy 
t his bank ve ry easily by making the wrong move. I ' d 
l i ke t o - it isn't the f irst one that we •ve done, 
but ••• 

No, but it ' s the second one thot I 've had to deal with 
where there's been ns much delay involved . 

But we ' ve had t hem run on here for years and years . 

olell - but ·•hen t his happens, I mean, the Treasury 
has got a defini t e responsibility, a nd I'm sorry to 
say tha t I don ' t think tha t t hey 've lived up to their 
res ponslbil1 ty. 

nell , this letter here woulJ destroy the bank. 

I don't see it. 

1 1 m thinking a long the line .•• 

I don ' t see it . 
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... of esktng- of your writing- the ~omptroller 
does this thing you ao in the Com~troller•s office? 

Yes . 

- ..• senuing & l etter - I hou this thought- r•m 
not - send n letter t o this bank, these d irectors, 
tmu say that - try to remind tnem, to t ell them i n 
proper lengu11ge thbt he is re~uested t o examine this 
last r eport anu advise th& t he has exami ned it. !low 
thlit way you get d irect informu tion to hl.!l, get 
a irect notice t o hlm - something of thL t kind . How, 
y~u Jo n•t necessa rily frighten him until he goes 
there, but he's got t o write tile Colllptroller then 
tnut ne ' s got hls letter, he's ex~mined toe repor t 
Ln<l c onsiaerea it r or the bo~rd . I 1ll1n.c so:ne tni ng 
ll«e tnLt .<oulon ' t frlgnten tne<t necessarily . I 
<1.> f6el tn&t tnis letter nere, st~o rtin;: out 1.itb 47 
w llli..>n uolh.rs •) f cri tici. eJ i teos enu &11 these 
.> tn~r it~os - I tni~ lt 1 s v~ry dGngerous . f.ha t 
.;, .• ~out t :> ao is s&ve th~ bull( uiU G' t ria of these -
Jr . rle1snhr.cke r £na t hese f our ... 

... blu: ~<ma iler s . I th in.< .ve •r e oll of one mind . 

"ell , they •ve been proceed1 flll with the thought , 1f 
I •ve been correc t ly inl' ormeu 1 tOLt they ' re going to 
bll t rlu of one rlcishh~cker . .IILybe .vhen we• re t.'lrough 
•·e ' l l :mnt to get riu ol' r.11 Fle1shhucKers . 

1hLt >s L ~atter to be det ur oinea hlSO . n~ then 
getting riu :>f tne.11 - tne c~nner or getting rid of 
t ilell . No .. , tne Stano•ro Oil nr.,•e got two r. nd E. 

n·lf cillion sto~"- in th~ t&~ ana tney >ve go t to 
be cons1aereJ . 

Unde r your ~len, woulo your sugges tion be thnt we 
suspencl "11· this c.>nsiuer~ tion of dickering a bout 
tne renubilitr.t1on Dna t nat sort of thing? 

No , I tnln« ;;e should proceed with that • 

.. tth }ut tile o ther uirector s • «nowing Ge 1 r e ao i ng it? 

'Nn:.. t? 
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•li thout the other directors • .<nowlng we ' re doing it? 

.le can do no thing . The bank ' s goi ng to do 1t. We 
con meet and discuss and plan, but we can do no t hing . 
The bank ' s got to ao it - the s tockhol ders . 

H r e-,uires the action of the board ~ nd also action 
of t ne s tockholders . 

Well , •'le know how t hose t hings work out. Actually 
tne tning is done wnen t ile d•ud is struck. 

lie can proceed rt to the plan, but the stockholders 
huve got to do it. 

uell, I thlO:C to" f 1rst tnill8 toe Co:aptroller of 
the Currency has got to do is, Just us fast ~s 
;ossible, either - there ' s one of two things : ei ther 
oe can s end tnis le t ter with t he f ac ts to each 
di rector or he con s end a letter t o the officer s 
&sklng t hee to call s s~cc1nl meeting a t which the 
mos t recent r eport v1il l be considered, and then 
send a r egistered letter to each direc t or ad vising 
him thr t we tu:.ve suggested that such n meeting be 
called . Now, i t ' s one or the o ther . 

To8t ' s all right . 

.. nd there is no r eason wny thl<t ctn' t te settled 
right now. ':le aon • t h~v" to let that go until 
t"~orrow - I ~etn beca use t ht t t hing c£n be settled 
rieht noi1 . 

.. eu, I w .. r.t t o &s«, .toulu we in tht1 C~eantime , if 
RC ~~o~t the latter cours~ . iO Loe&u Lnd xor~ out 
thia ,..l,n • . . 

xou CLr.1 t wor.< out 'r~ pltn . 

... before tne oth"r dl rtictors ~no~? 

You can ' t work out &ny plan • hen you ' r e doing 
business until the other director s know. 

Well, I t hink tha t this pr ocedur e is being .1·orked 
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ur ound Uortlmer Fleisbhackor, isn' t it? 

Yes . 

He •s doing the negotiating . 

176 

1 think that he ought to bo consi dered !n the matter 
und advised with. He t hinks tha t a le t ter - I think 
if .ve prepare a letLer, if you send a le t ter, that 
Yortimer rleisbh~cker ought to be in t he know and 
ought t o concur in it, Know tha t you•re going to do 
it, ~nd indic&te tne Kind of ~ letter thet would not 
thwc rt his purposes or his efforts in trying to do 
tni~ . 

llo , I'm sorry, Jesse, but I disagree with you. I'm 
•il!ing to taAe toe novice of Lnybooy wno is connected 
.ith tne Oniteo Stutes Government on bar~ng m& tters, 
but I as not goi.nll t o take the a dvice or Eon officer 
wno is unoer grave suspicion &s to how the Comptroller 
of the Currency snould carry out his responsibility . 

I ' m not t a lking about his advice . de ' s the fellow 
tha t , let's assume, would be the hebd or the bank. 

Well, I •m not going to assume it . 

IVell , thbt 1 s the plan. 

1'/ell, the plan - I mean today ' s the first time I ' ve 
heard ubout it. •be little I hav& hearo nbout i t, 
if I had to mE.ke a curbs t one opinion, I should SEY 
no FleishhEcker should be connected with t he bank. 

hll you mean is that you (Jones) tnink he should see 
the le t ter and sec if he 1\Ls ~· suggestions . 

I !l"ant his cooperation. If we•re going to do this 
thing, you sh.ould have the coopera tlon of the 
r leisbhackers; other1;ise, you c~n hurt the bank very 
bud 1y . 

vf course , he's the mon that hus -Mortimer bas to 
C&ll t ne meeting ana be ' s the 1~on you ha ve to ask 
t o Cbll tbe meeting . 

He ought t o be ther e before t he letter gets there . 

Is he the President? 
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lie ' s Cht.irm .. n . 

:tho ' s Pres i dent of tho baM? 

rlerbert Fleishhacl<er . 

17'7 

This wan i s the LCtive he~d of the ba nk - ~ortimer 
t!eishhacker • 

.J,:, t·timt r o ught t o be ther e when the di r ector s get 
trtiM letter, so t hey won ' t be frlet.tened End cbll 
up their lawyers and 

So: c~r: a uoress nis letttr to nlm n6re r ather th&n 
1n St r: F rt.r..c isco , since be' s nere . 

jo.: ' s tru:t? 

~ou ctn s~n- nts l etttr t o him here , give it t o nim . 

Y.)U C'tlllrcpw-e your letter ~n<l cive it t o ~ortimer 
J.leishn .. cker, but he outnt t o be home wnen this 
uu n .. . 

L~ t me ~sl< l.!r . Deltno wnother he wtnts t o expr ess on 
Oi' lnlon . 

I ' m klnu of ~>,palled by this tning , Mr . Secrebry, 
oeing new i n tne job . l>ut [ c et•hlnly t nink tht t 
tne vOa>ptruller 1 s offiCE -'utht tO clear i t self her e 
fro~ tnt r esponsibill ty ,mich lt has had for nve 
l~LrS ~nd Lpp~rently b~s r~t exercised . I would ilke 
t o see L letter ;;o f o r>'Lr o le~~;teoh tely to tnese 
d1rector s ~s&ing for ~ syeciLl session of toe bo~rd , 
~tnd I •a l ike to see &n officer £U forfl&rd from her e 
t o present the f &cts of t nis ex~~1nct1on t o t hat 
S,:leci&l s.;ssion of t he boll r d . 

hOd would you go ~ step further, thEt you ' a send notice 
t o e a ch director th~< t tner e had been such " meeting 
culled? 

Yeo , I would do thu t . 

Nould you in the meontime suspend negotia tions for 
a pl&n until the Board of Directors there could decide 
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whether or no t t hey wont ed these men to r epresent 
them in Vlash:Lng t on? 

Yes, I believe I'd do t hat . 

Suspend t he procedure about the plan? 

I would do t hat , Mr . Jones . I think the reason for 
tnn t is t hat we are cleal1ng with a l1 ttle gr oup here 
un ~ very serious matter, and it seems to me the 
wnole facts ought to be ldd before the full dir ec­
torute before we discuss rehab1l1tht1on with them. 

How many s ubstantic.l alrectors have you? 

•·b.>ut rive, possibly six. 

\es, very few - a bout s1x clirectors, I guess. or 
cour~e, in pr<.ctice the directors do not assist ln 
raorg£n1zing " bank . llrd1nurily the:; •re not b&OAers , 
tnty uon ' t .mo;y, So one H~>S to '.7ork up tne pl&n and 
present it t o tnem for their consideration end for 
their oopproval. So even though you notify .•.. 

Isn't that more the question of the new management 
doing th«t aQYhow? 

That ' s r ight, it ' s something t hst the mal'lBgement .... 

In o~her words - again I ge t back - if the R. F .c. 
agrees to tne preferrecl stock nnd they ' re going to 
see about the m~n«gement, t hen t hey ' re ~olng to •ork 
:lUt the elimination or losses &nd the cut -back, things 
liKe tbet, with the Comptroller ' s office. 

'•h&t ' s right. 

!nat's b ot.tter the new bour<i will have to be familiar 
with tind work wito anyhow . 

hnu after you develop the pl an it will be presented to 
them f or tneir considers tion end t heir •ppr oval , be­
cause after all they ' r e the ones that will heve t o 
adopt it . 

Well , you 've got your plan r eedy, have.n• t you? 

I nove the outline of the pl&n, but we ' re going turougb 
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the report now, showing t he eliminations that we ' re 
going to effect in order to give Wr. Jones something 
on which be can base bis judgment as to whether be 
wants to - whether you people will put in 12 million 
dollars of preferred stook . 

Suppose tbey go ahead with this plan as suggested by 
tbe Comptr oller-elect and Mr . Fleisbhacker goes back 
to Cal ifornia, they have their meeting and they deci de 
to reorganize . You're there with a representative of 
tbe Comptroller ' s o ffice; you ' d be in a position to 
sit down with taem then end a rrive at a plan with e 
dulr authorized agent. Xou could arrive at a plan 
w1taout an,y delay e t all , couldn't you? 

I think so, yes . 

Tom, the reason why I think we should drop these 
negotiations until the thing bas been talKed over 
with the full directorate ls that I think this is an 
unusual case of great gravity . Do you see my point? 

Yes . 

I don't like to have us dealing with a small coterie 
of people here while the res t of the director ate do not 
know the f acts . lbey may have some different pl an. 

I can • t see that delaying it - I can 1 t see that 
stopping the negotiations and transferring tbem would 
oel~y tbe culmination of t bis in any way . 

I thiruc we can act very pro11ptly. We een send this 
letter out, send - tell Wr. Fleisbhaelcer to get back 
there immediately. •e can lay our plans then to ~ve 
this meeting promptly - b&ve a special meeting, have 
tnis Examiner there and e very. r esponsible officer 
of the Comptrol ler • s office there. Then tbe cards 
cnn be laid on tbe t able. We 1 va discharged our obli­
gation of informing these gentle~en at l ast . Tben tbe 
negotiations can be picked up from there. It isn' t as 
11' we were breaking thea off for any length of time. 
I fully appreciate the practicabilities of the situa­
tion; but you'll deal with thelll after everybody knows 
about it, wbicb I t binlc is very important. 

Well, this lett er could leave t omorrow, couldn't it, 
so 1 t gets there llonde,y? - 1 11ean Just call inc the 
•eeunc. 
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Oh yes . Yes , surely . 

Just calling the meeting. 

Surely . 

Asking them t o call the meeting . 
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Of course, the Cbairmun or t ho Board is here and 
tnere •s no use in writing to someone out in California. 

Unless you want to avoid the charge that you' r e giving 
him advance notice or an advance tip-off. I certainly 
wouldn't give any member of the board advance notice. 

! think you want to give this man a chance to get back 
t o California . 

Tell n1m to go back t onight, tnere •s going to be a 
letter t here when he gets back there . 

I have great r espect for ~r . Jones's opinion 1n t hese 
matter s . Be' s handled so many. Do you object to that 
procedure, llr . Jones? Do you think t hat t ha t ' s in any 
wey imperil ling the structure out t here , t he financial 
s tructure? 

Well, I don't know. This is a very ticklish situation . 
The Fleisbheckers are prominent ; t hey 've been prominent 
there for a ~ifetime . This man Mortimer is 72 yea r s 
old and Herbert ' s about - Just a few years younger . 
Herbert has been more prominent i n t he life of San 
Francisco than Mortimer. Be•s been the driving force. 

How, waen we saved t he be~ in •JJ t arough e loan 
t hrouga a mortgage company of $JS 1 J J.>, 000, a no loaned 
two and a nalf million dollars t o Mor t imer and Herbert 
on preferred stock - at the t ilDe we put in the two 
and a half million we required that Mortimer come lnt~ 
the bank as head of the bank because he s t ands well in 
California . I don't t nink we ' ll do ourselves any good 
if we try - if we blacken or destroy llortimer 
Fleishhacker. That ' s the thing t hat ' s upyermos t i n 
m,y mind, is to bri .ng all t hese corrections about with 
the least possible damage t o the bank. 

What I'm tryillg to balance asainst tha t - and of 
course t hat's a aaJor consider ation, t hat we don ' t 
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tear do•n any financial structures - 1'11 trying to 
balance the importance or discharging the full 
obligation of the Comptroller's office here in a 
matter which seems to me to be or utmost importance. 

That must be done , ot· course. 

It looks to me, Yr. Jones , as if there ' s been three 
or four years nere of ma Jor passing over of things 
that should have been done; llnd I tbl.nk the firs t 
tning we have to think or, Yr. Secretary , in your 
Department, is to remove that possible stigma and 
as promptly as possible. 

That ' s what I want t o do end t hat ' s what I'm going 
t o do . 

I 1m trying to weigh that against llr. Jones, you see. 

•ell, I 1:11 listening to everybody and- but it isn• t 
only - I tnink it's a little bit deeper than tbat. 
llr. rloosevelt and his Administration stand for honest 
finances , honest dealing . Why have we got an S. B. C,? 
l'le ' re trying to regulate t he Stock Exchange so t ba t 
people will have confidence in them, that that's a 
place where tney can buy and sell and do so to their 
advantage; it's a market - make it a market of the 
world. l once was asked, "What is confidence?" Well , 
es I said, it 's something that ' s very difficult to get, 
but once you lose it it's equally hard to get it back. 
And in this financing of this program of llr. Roosevelt ' s 
all of these things go into the making of confidence 
1n his hdministration so tha t we can f i nance his pro­
gram, and people believe t hat everything that we do 
that touches money is Just as clean 6S e wnistle. 

Now, even though 1n this case soeebody mlght get hurt, 
the fact that this sore has been permitted to er~st 
for years - I'm willing to take some risk as f ar as 
the patient goes if through the experiment we learn 
something which may save all the other patients. Now, 
that's the way I reel. I ' m willing to t ake some risk 
personally, as far as this one patient goes, if through 
this operation we learn bow to do it so it won' t happen 
again. 

And this is so serious and it's such a r eflection on 
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toe Comptroller ' s office tha t I am personall y willing 
t o t ake tbat risk; and we 've just got t o oper ate on 
this person knowing the risk t hbt we ' re taking, because 
.ve cannot permit t. n agency1 o financ i al agency of this 
Government to have any douot cast on it as t o its 
honesty or its effect i veness . 

No1v, t hat ' s the wey I feel. 

!. do t oo, !llr . Secretary . 

Tru t •s the wey I f eel. It isn ' t a -. uestion- I don't 
ltno.v tnese people, I don' t want to Know tnem, and tney 
me< n notni ng t o ::se . nno r jus t feel tha t it ' s - that 
Lfter five years of non~st finuncisl aauinlstr a tion 
for the wnole hdmlnistr otion, t nct ~e should be f • ced 
1>1 th soo.,tblng ll.te tnis is so::tetn.ir>g t errible. 

lt •s ~>nlilling . 

It 1 s somet hing terrible . An~ it ' s - well, I can ' t 
odd uny thing , but that ' s t he YrnY I feel. 

No .. , I just wsnt to ask a minute - •Judge , • do you 
wtnt t o get in on t~ls her e or •••• 

"ell, if I rpight s peu.< purely •••.. 

. . . or a re you kina of going to crsap your s t>le? 
now .:bout it? 

I f I eight speak purely to pr ocedure end not t o facts, 
so our posltion might be clear 

uai t a mlnute , let 1 s get this . 

ina t is, witnout expr essing any vi~* Lt ell as to the 
merits of the ccse, because I ~eKe it from wnat you 
ab1d the t one line ol' procedure mi ght pr oduce 1: Section 
JJ c ase, in which e vent I again h&ve to say wlwt I 
have sa id so often, tn~ t we have to maint ain &n atti­
t ude wher e I don ' t t hinK we can possibly expr ess an 
opinion on the merits . 

'•he whol e t h ing is news to me, e s you know, b eceuse 
o ther toan wha t I have heard here today I neve only 
heord the briefest r eferences to t nis s i t ua t ion. If 
I may borrow your comparison: rou soy thot c lthough 
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toe opera tion au.y be dbnger ous, it may be well to 
perfor m it; I ' m wondering if the opera tion might not 
be one of those where the ooctor sLys it w&s success­
f ul but the patient unfortuna t ely dies . 

It might . 

~oN , I t ake it tha t your ob Jec tive i s a simple one, 
t o pr oduce r esults in the interests of, first, the 
oeposi t ors of t nis institution, secondly, its 
stoc~oloers a nd t he public generul1y. 

!low, I ofas a little ,iluzdeo - I wt: s thindng t 
tUOU6ht reasonably clee r &bout it until your l&st 
r em&rk a bout operations ; tno t left me v l ittle 
yuzzleo . If the obJective is t o do < constructive 
Job - e nd I take it from wha t the LxeQiner says and 
froo t he references to a plan, which is news to me, 
tna t someone in the Comptroller ' s offi ce and someone 
repr esenting this institution see~ to be on t he eve 
of some unde r s t a nding as to " plen wh.ic& wo uld work 
out this program a na save this institution - i f thbt 
acr e tne case end I were placeu in your very difficult 
oitu~t tlon, it 100uld seem to me tha t a ques tion of deys 
11ouldn 1 t wei gh so much es t o b e sure that tne procedure 
you follow uoes get the cons trucUve r esults t h&t I 
.<now you want . 

'•nerefore, I t<•• very f ovor i.bJ..y i mpressed Nith the 
combin&tlon o f i de!ts which J.r . Smith hOd :Jr . Crowley 
h.ove expressed . hs I unders t and them, it co~es out 
t o b point woere your office would be sure that t his 
les t eT.omina~ion is c~lleo t o the at t ention of the 
members of tnis bo6rd in person, tne criticisms leio 
befor e t hem, eno t oen I t eke it that coulo be followed 
immeoi~tely by whoever presents it for t he Co~ptroller ' s 
office with an outline of the constructive plan .micb 
seems to be in the works . Ana if tobt was done it 
woulu seem t o me you could do botn tnings : clea r your 
Department of a ny vossi ble critlcis~s for not bringing 
tnls now to the a ttention of these people, and in the 
second pl ace , he v ing e si tua tlon develop which would 
t ake Cll r li of tt~ jus t a t thnt point, not in de t ails , 
not in specii'ics necessarily , but in fundament a ls . I 
t hink bot h of t hose t hings can be produced in t he same 
we,y • 

Jus t redescr i be the so-called Smitn-Cro·Nley plan • 

• 
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Le t ' s see if I can . And I hope they ' ll correct "le 
1f •• .. 

li l1u t wt. s th1 t r eques t , !4r . Secr etcry? 

I asked him to r es t c t e the Smith-Crowley plun . 

I stoid I hopea t o do .so , stonoi ng t o b e corrected 
Dj t n .. t11o • uthor s if I miss t il Le 1 t . It would be 
tn• t ) O U 51ve &s pr o.!!p t no t ice rs possibl e t o ev€ry 
u lrtc t o r of tnis bi.ru< tht t L Si>ecid aeeting hsd 
b~en c•lltti; seeing t hu t th~t special meeting w&s 
~~lled ; that a t tnLt oeeting some gentleman like 
tnc • telc ~xLciner he r e o r sooeone else r epresenting 
tn .. '-o:~;> tr:ll lEr 1 s office •ho l s t no r ougnly convers~nt 
.. l tn t nis s1tu6ti:m, woulo oiscuss t nis eXli.!llineti on 
~nu tne criUcl sas, but follo«lng tn£t pr o::1ptly •i t h 
•t leos t the outline oft. s&.lVb!!c plan. tlo~ , t ht.t • s 
•• !u, t I unaer stt.nd to be til£ t phn. 

-- ~ to t he v ery uift'icul t <,u.stion N<lich :.:r . Oli;>hant 
rlises , <S t o whether you should, pending that • 
mee tint; , cut off nego t11.t1ons • ith t hose people, I 
1m unt ble t o ex pr ess my opinion because I know so 
llttle l bo.lt t hose n~gotibtlons or the people you 
1-ro d~tding wi t h . ::e huve ln Mr . J ones anet :.lr . Cr owl ey 
two gentlemen who nave operu teu on ma ny sick pati ents , 
Lnd I wdulti myself, i f I • e r e in your place, be 
lru'luenced by toeir tnindog t s t o .. ne the r this 
• r clioimcry t r ea tment was sdvlsnble or not. 

AEY I meke one little comoent on tnis s~atecent of 
:lr. R£nsoc 1 s ? ~here i s one pnt.ne t h.:re which I 
tn1nA would be ~ ser i ous m1stLke 1 tnd tha t is t o 
nrve Ur. Sedlece~ or any r epres entative of toe 
Co!llptroller• s office s t r. te tne reorg~<ciZLtion pl en 
i~e~ie tely following his c riticisms . If ther e is 
to be c s t e te::1ent of the r eorga niza tion pl &n, I think 
it shoulc be mLde by llr. Fle1shhuci<er - :.lr . :Jar timer 
Fleisbh6cker . He could th~n t ell tne di r ectors that 
he ha s al ready been negoti~ting end see whether t hey 
want t o give t hei r approv&l to his sctlng in their 
behalf . The nex t step - I d on ' t think it should come 
from the Comptroller ' s oft'ice . 

! agr ee fully Nith ar. Gus t on. I wasn ' t t hinking of 
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who Koul d do thlit, but I meant tlwt some ... 

I tnlnk tha t Gas t on ' s right . And I would Just like 
t o make another sta tement in addition to the Smith­
Cro•dey pl an, and tha t is tha t when a representa tive 
of t he ~omptroller goes there he shoQtd be accompanied 
by a r epresenta tive of the R. F. C. I t hink a representa­
tive of the R. F. C. should be present. 

•hat woQ!d certainly seem advisable, that the surgeon 
shoQ!d be a t hand . 

"lght on the ground, ready to act . 

~re you getting pretty ne"r t hrough with t his? 

:lo, I want to as6 e couple t elloovs lf y<:>u don• t :~~ind . 
..:,y? 

"ell, m&y I aslt c. "uestion first? 

Yes . 

Can .ve call a speci al meeting of the Board of 
Directors of tha t bank? 

1'IE Cl·n 6Sk the .::huirmnn of the .board t o do t hat . 

If he knows .vba t He ' re going t o do , sill he cnll it? 

(!loJs yes) 

ne will. 

.. ._a, I c an• t answer for him, but there is no question 
in my mind but wha t he will. 

I thiru: he will . 

I ' d very much pref er, personetly , following exactly 
the same pr ocedure t hat we did with t he Bank of 
America sending a letter summurizing the criticisms 
to each' director. It seems to me tha t i f we go out 
t her e and ••• • . 

(Locbhend comes in *itb 
market information) 
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Jus t o. minute. 

l>urely . 

If you'll just excuse me o moment , Mr . Secretary. 

Surely. 

uo you mind if we go ahead, llonnld? 

No, I ' m coming r ight beck. 

All right, we'll wait for you. 

(n..nsolll goes out) 

Yut them up , put them up, that's what I say. 

Still going up? 

Ronald ' s ~orried they're off a li t tle bit . 

"'bet are the 2is? 

(B. M.Jr hands Smith char t) 

As f ar as we know, we 've been negotia ting - this office 
has been negotiating with competent representatives of 
the bank; but they are the representa tives of a clique 
in the bank. 

You're right. 

I ra t ner ob ject on principle, llr. Secretary , to doi.ng 
what so fre~uently happens, dealing with the people 
KilO bsve wrecked the bank in r eorganizing the ban.r, 
r a ther thAn Rith the entire Bo~rd of utrectors. I 
think if we go out there and i f the R. P. C. goes with 
us , that we•re going to them. As ~r. Sedlacek says , 
we have t hem on t heir hands a nJ knees here, where I 
thlnk they ought to be. 

Where? 

Here in Washington. !lr . !lortimer Fleisbhacker and Kr. 
Paul Hoover are here, and i f we go out there it seems 
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to me we're at 6 dtsednntage. But I would not ­
I woulo not object to the s econd proceaure that ' s 
been outlined, but I would very much pr efer doing 
it the w~:y we did with the D£nk of America . 

·•ell, ..:y , may I s ay this , 

Please . 
( Ransom re~urns} 

Now, us 1' ar as their changing their mind or as f~r 
as tneir not going through .with wbn t the Comptroller ' s 
office ~~nts, enu the R. F. C., I h~ve no doubt ln mY 
mind but wh~t any man •ho was in this position, Et 
least 1: oirector or ~ a6 Jor s tockholder , would cooperute 
f hunJr eo per cent for to get the ban.< in a better 
position. I aon•t t hink that, no matter where you 
oeet tne::s , Cy , tru,t in p~ rticullir hurts you; I tniM 
tney're in a ;!:>Sition thr t tney tutve t o ha ve help . 

J ohn Banes? 

I ' d li~e to - I f eel a good de•l ltKe Cy does . I'd 
like to folio.< the s~me j)rocoduro 1vc followed in the 
~use of the other bLr~ . However, it seems to me that 
thls plt•n pretty ne~ rly f ollows that procedure . If 
you're sur e tha t each one of tnese director s has 
uue..,ut. t e notice ttu•t t nts mee till£ is going t o be held 
:nJ a t thot meeting thes e criticisms are going to be 
sub~itted , then ne •s -you ' re doing to aim Just 
exactly what you a t e to tne other oir ectors, notifying 
t n"u in &av~nce of tuis cri ticism . 

llo.t, i f tnis isn't fair, you (Delano) say so, see, 
but I 1 o li~e to as~ you GS Comptroller-to- be if you•o 
CLre t o aa&e a reco~enda tlon to ce as Secrete ry 
of the 'I r e::sury tiS to wba t you ~nin.< I ought to oo. 

Well, I wi ll under ouress, ~r . Secr et&ry. I ' m pr etty 
young a t tttis j ob . 

nell, you might es well b egin. The only way to learn 
how t o swim is to throw them in t he water . 

I f you insist on it • • •• 

I ' m not going to insist. 

• 

Regraded Unclassified



~ei r.~ : 

H.:.! . Jr: 

( 

~. • • Jr: 

hnes : 

H • ..! . Jr: 

( 

\ 
188 

-47-

llell , I ' ll make it anynow. !.ly r ecoooendation would 
be •• • 

~ill yo4 talk a little louder? 

14y r &commenda tion 'NOuld be that we ' d send e let te r 
to the - to each dlr~ctor of tha t bank under regis­
t e red cover, with r eturn r eceltlt, stuting tha t we 
nuve a sked the Chair~an of the bank t o cal l a special 
~eetlng . I would tnen ask the ~he irman of the bank, 
with the proper for~lltles , to cell tha t s pecial 
meetl~ for tne considerbtion of the l as t r eport of 
e>.6m1nL tion . .?hen tllat raee ting ·~s called, I J:Ould 
nnve t ne tielo .c.xaminer a nd a r epresenta t i ve of the 
~o~ptroller's office tnere . I Mould distribute tna t 
L copy of •nls letter, or one similar t o it, 1n which 
all of tne criti c isms 6re outllneo . I " ould discuss 
i t ~1tn ell the c ember s of the bo&rd, put tnem fully 
oln notice . Then I belie ve I would f ollow llr . Ransom ' s 
idet of having ~. <leisUoucKcr &t tnat tice state 
thot tney •ve been cognizant of this - of these criti­
cisms a nd tna t tney IUlvij evolv"d " pl an, the plan wn1cn 
.'1& llb ve oiscussea , and I ' d t eke up the negotiations ·rrom 
tnut point . I d oo •t think we can overl ook two or three 
ucys in gett ing t his thing in oper ot1on . I tnink we 
uo make a concession t.o toe umobge th&t mignt be done 
by sending these letters lm~ediately of criticism to 
the direc t ors . 

,',ell, geotle11en, you bave nearJ tne reco=enda tion of 
tne ~omptroller-to-be . Does cnybody obJect? 

I concur . 

If ~>nybooy - does ,;nybooy obj ect? r.e• 11 ;>ut 1t th6t 
*&y . All tnose ln f avor •.•• (Cnorus of "Lyes") 

Your suggestion is accepted . And I aga in tOLnk you 
ull . I thinr. if we ~ill continue on this way, wny , 
we ' ll na ve less p& tients t o oper a te on. 
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September ~. 1938 

Present: 

llr. Hanes 
lir. Ol1phan t 
llr. Delano 
lir. Gaston 
llr. Upham 

5:40 p. m. 

llr. Tom 1. S!llith 

HK Jr: This is what happened. Of course, this 
1a lfh.l.t~se buaineae, ao it h triple oontldential. 

llr. Early phoned and argued with me about how 
badly we treated llr. Diggs; that he got 3e hours' notice 
and this fellow Upham goes in and demands hie resignation 
and the President said we Just couldn't do it, and the 
President was going to see me at 11 tomorrow. 

So I said, Well, the President knows all about it. 
Early aaid, He eays he baa neTer heard or it. And I 
aa14, We l l , I guess I had better come over. Can I see 
the Preeident right away? 

I am telling you Just what happened and it's triple 
cont1d.enHal. 

He said, Come on over. So while I was en route, 
he phoned lira. llot~ to tell me not to come , b.lt I •• 
over there. 

When I got there, Early said, Oh, the President 
remembering your ooll1ng, (I aaw hi a at 5:20 on Wednesday) 
but he d.oea not remember all or it, but he can't see you 
tonight . So I said, Wel l, that ' s all right. 

I said, I Just want to tell you that I saw the 
President ; Tery carefully checked the whol e thing w1 th 
h1a, and after getting hh entire a pproval wetoolt it up 
with r. D. I . c. on Thursday and they voted to give Diggs 
and Oppegard. a Job. I think they are pretty luck. I 
eaid, furthermore, I am doing i t at llr. Delano' • request 
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because he can't afford to talte tile r1elt of leaving 
that Job unprotected. 

Then I went anead and tried to tell Early some 
of the troubl es we were up aga1net . 'fell , he aa1d, 
it 'e the darndeat thing he had ever heard. And I said 
the President had not had any bank trouble• in five 
years and what I am tcyi~ to do 1a keep him from having 
them and I checked this very , very carefully with him 
and he approved it and, I said, I eYen mentioned it at 
Cabinet toda7. Be said, Fine. 

l ell , then, I ebowed Early thie tiolter , wbloh ia 
3:~ p. • · and aa1d Karebal.J. Digge bad ruigned. I said, 
lbat are you doing to do about t hat! He ears, Don't do 
anything. Let it ride. Tell Herbert Oaaton not to 
tallt to any newepaperoaen; that he baa gone tor the da;r. 

So then I let hi.m read t he copy ot the preu re-
l eaee wh1oh I said had Mr. Digge' approftl. And that 
amazed him still more! So I let him eee t he t wo resig-
nati ons. And I let him see the A. o. Stewart resigna-
tion and told him a little bit about that. And I again 
impruaed on him that what I wae trying to do here w1 th 
the help of you gentlemen wae to keep the Paoitic Coast 
f rom going to hell . I repeated the tact t hat you (Mr. 
Delano) eiqply did not want to have that office unpro­
tected during your absenoe. 

So he did not eay muoh. But gueeaing a little 
bit -- and too, I think what happened, Digge got to 
Steve Early and poured t his all into hie ear, what a 
terrible peraon I waa, etc., turn hill out on the street a. 
I eaid, I think Diggs 1e ver:r luolty. He baa three mont hi 
to turn a round i n at the saae ealar;r. 

So I have been thinking a bout it. lbat I thought 
•a• thie - -I don't think I will have an:r trouble, and I 
thought I would aend the Preaident tonight a cop:r of the 
IUilll&ry on the Anglo-California, eo that he oould see 
eomething of the eituation. 

Then J:arl;y ea1d, Well maybe the thing tor the 
President to do tomorrow ie luet to abalte bandl w1 th 
Digge and congratulate hia that he hal a Job with r.D. I.c. 
So I a&1d, leU it 1a UD.tortunate the Pr11ident baa to 
do thie. 
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Then the reaeon I eent for you people wa1 thie: 
whit I t hought wae, if I u blooked and what he told me 
waa he had to keep D1gga until you (Delano) went in, 
then what I want you to eleep in 111 O, l., I will 
ewear Preeton Delano in Saturday morning. And let the 
President equare it with Fahey. You oan eleep on it. 
I don ' t want you to anawer tonight, but I do tomorrow 
morning. But the more I hear, when I read th1a thing 
today/ the more I aee and hear, the more ahooked I am. 
I don t know how it atfeota you. 

11r. 8111th: It'• terrible. 
in the position you ban taken. 

You are Juetified 

lr' ,Jr: llow if, in order to take oare of a fellow 
who uee o be a eale111a11 earning $2 1000 or $~,000 a 
year down in Tex.ae, by the name of Diga, Juet becauee 
he hllppened to be a ola11•t• of O' Connor, 1f he tbrowa 
enough weight around town that he 1e to be offlet by the 
terrifio eituation of theee two banke, then I am going 
to aay, 'All right, Mr. Preeidant. If you don't --I 
don't want to aay it 1 a your reeponeibility and I eh1ft 
it to you - - I don't want to do that. The u.n loolta 
terribly tired tonight, big blaok ringe under hie e7ee; 
he hae Juet had a let down. He loolte eo terrible, and 
I don't feel eo hot ayeelf! But he look• eometb1~ 
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awful and I don't want to aay to him, All right, it • 
your reeponaibilit7; 7ou handle the banking eituation. 
All rifht, Mr. Prell dent, if you don't want to take · 
Delano 1 and -.;r adYice on th1a t hing, although I urge 
it 1101t emphatioal171 then I go ·baolt and ewear in Preeton 
Delano. I don ' t want you to haYe an anewer tonight , 
but I would 111te to ban you here at ten o' olook. 

llr. Delfio: I can gin Jt:N. rq anewtr. I think 
1f thh thing a of auch great publ1o importance, H 
eeeu to me there ia nothing I oan do but be eworn 1n, 
but the t h ing I would requeet ie that 70u explain it to 
llr. Fahey. 

HlltJr: You are a man after rq own heart, but I 
am not go ng to explain to Mr. Fahe7• I will go down 
t he line and aoro11 the way and take all the dirty wo;$ 
that goee and will ae long ae I u here, bllt if I mve 
to ewear you in, I am awearing 7ou in to proteot the 
depoeitore of theee two banlta and the reputation of the 
Pretident • 

• 
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M£1 i'lfrol llo heoitation on _,part and, it 
neoeeearr , w~ take all the trouble that goee w1th 
it, but I would 111te to h&Ye eomeone 1 •• • 

Bll Jr: I w1ll do all I oan. I am not going 
to all< ~o go with me to eee the Prel1dent, I w111 
do thet alone, but before we do it I aa perfectly w1ll­
ing tor you to go to the phone and eXPlain it to the 
lh1te Houae and let them take oare of Fahey, but I want 
to be in the position that it th1o fellow 1e eo bport­
ant that they 111 to me, You oan' t swear in Uphaa until 
Delano h in, I say, 1 Al l r1ght, I will go baolt and 
ewear in Delano, but I want to mo•e 11lte that (enapo 
t1~ero) , but th1e, I think it won't be neoeeaary. 
I th1nk when the Preo1dent ie reeted and after he gete 
t h11 report whioh I aJl going to Mnd onr to h1ll now •• • 

Xr. Oliphant: And eeee thoee papere1 

HX Jr: But what's h1e name toolt great t1• to 
read th'Ii"'itutt -- Early 1 He read all thh. Am the 
taot that he aa1d , Let thia (tiolter) ride -- it aaye 
"'larahall R. D1ggo, Aot1ng Comptroller ot Currency e1nce 
April, hae resigned to return to private law practice, 
1t wae learned today. 1 And Steve Early aa1d, Let it 
ride. 

I am tired and I .aJ not be thinking otra1ght. 
It alwayo h1 te •• below the belt, but u I th1nlt1ng 
etra1ghtT 

llr. OUphant: !he tlret tll1ng h we han a long 
u .. to go to wori with Early and I th1nk we ought to 
work out a eolut1on. 

Jill Jr: !hat' • ne1 ther here nor there. I Juot 
11141&n t hi'f't?, to110rrow, the Prel1dent ebould take tbe 
poaition that he oan't let Diggs reeign and put Uphaa 
in until Delano ooaee 1n, ebould I 111, 1 All rlght, 
Delano goee 1n today.• JohnT 

right. 
Mr. Hane1: I think you are I agree with you. 

HII 1Jr1 !oaf 
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Jlr, 8a1th: You oan handle the oonnraaUon 10 
1t 1an't forcing 1' on the Prea1dent. 

r'tJf? Oh, no; 'the Prn14ent when he h w1 th .. 
all wee aTe 11en 111• at leaat onoe a daJ and tallted 
with h111 two or three tiaea a d.&J on the phone and nobodJ 
could be sweeter than the Preaident hal been when JOU 
oona1der tho atra1n he baa been under. 

He 41d not orl.gi.nate tll1a thing. Tll11 wae origin-
ated bJ Earl7. D1gga goee to see E&rlJ. EarlJ ia 1111 
pal, eo I understand. He telle 111• what a ao-and-ao that 
follow llorgontllal 1a; how he 11 11:.1ok1ng 111• out on the 
atreet -- tb1e ia all oonJeoture -- and the Preeident aa1d 
'Terrible, I DeTer hoard of tll1a 1 and then au44anl7 reeeabered, 

' 117 God! Henr)' told 11e all of tb1a.' Juet 1111:.o the other 
~. 'he wouldn' t spit in O' Connor'• eJe' and the next aorn­
ing be epi h! 8o I figure bJ to1110rrow aorning he will epi t. 
lloet 11ltelJ ran out of epit! Aa I tb1nlt1ng etra1gbtT 

llr. Sa1th: I tll1nll:. JOU are right 1n what JOU are 
doing. I thliik JOU are tll1nll:.ing atraight. 

Hii,Jr: But I wanted to be sure of JOU (Delano) . 

llr. Delano: I u w1ll1ng to be laid on tho orou. 

IIJI Jr: Well, 700 aren't belng laid on tbe orou. 
You are o~b go1ng 1n two or tbr11 weeks earlJ. The orou 
11 no more, how aball I ea:t 1 tT -- i t won't be &n7 hoarter 
to bear toaorrow than on the ~rd. · 

llr. Delano: I baTe oerta1n rupeot for &J people. 

H•Jr: Oh, well! If I fttar JOU 1n, JOU are the 
Comptro lou go baoll:. and epend JOur aorn1nga oYer 
there and Jour afternoon• here. 

llr. Delano: I oan explain 1t to thea • 

.!!!LiJ:: You aoooapl11h the eue tll1ng, exoept Jou he•• to ooae o•er here in the afternoon to eign JOur aa11. 
That'• the onl7 t111ng. Let OJ be JOur oro11 bearer. 
Diqa hal painted a te1'2'1ble picture. Andf •• I 1&7, I 
got throup an4 I ea1d to Earl7, 1 I t111nll:. han been dam 
nice to that fellow.• 
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!r. P.llno: D14n1 t 8hn agree with 7011 on tb&t? 

~~ 'lhen I got through he ea1d 7ee bat J OU 
111 wnal'he told the Pr ea1dent -- I oould teli he waa , 
how atunned he waa with all of thia am wb&t I waa telling 
b1a waa .... 

Let ae aak JOU a quut1on. Were JOU helPful 1a 
getting that O' Connor thing releaaed to larlJf 

llr. Delano: •o, a1rtabaolute1J no. 

H!,Jr: . Then, 1f tb&t waa releated without &aJ 
preeeurt •. •.. 

!r. ~~~ At a -tter of faot, t h e on1J thin& 
I enr 414, ed rreder1olt Delano to aalt tb& Prn14eot 
to a:q>la1n to llr. Fab&J the reaaon whJ t h1a wat baing done. 

srtr: Then I ahoul4 aaf the ohanou are four to 
one I w get a oall at Dina o oloolt toaorrow -orning to 
release the thing. 

oOo-oOo 
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;u. A~GLO-CALUORNIA BAliK Oc t ober l , 1938. 
lJ:OJ a.a. 

?resent: 

d . .. Jr: 

H. ! . vr: 

JU,lruont : 

ii . ~ . Jr: 

vllphhnt: 

ii . :A . Jr: 

Smith: 

Oliphont : 

So l til: 

Oliphant: 

il. :.1, Jr: 

0-l.m nt : 

H. - . Jr : 

llr . Bunes 
r.l r. Oliphant 
lol r . Smith 
llr. Del a no 
Mr s Klo t z 
llr . Fol ey 
Llr. Upham 
:.l r. Gas ton 

"hut c1o you s<.y , boy a? 

I 1 ve LSked - I 1 d like to make ~ speech. 

Go ahetd . 

I feel one coming on. 

Pnrdon? 

I feel one coming on. 

tor God ' s sake make it. 

Speech or crisis? 

Wha t ? 

Speech or crisis? 

No, seriously , I t hought e good deal las t night about 
our ta~ her e when we were all t oge ther , end t her e e re 
some phases of it, Just here in the fami ly, th~t disturb 
Ill& •••• 

No. 

after I thougnt about it. 

Is tha t so? 

Ollphunt: . Thet•s r ight. There was 11 genera l •••. 

(Upham comes in) ' 
H. II. Jr: 

Ut>ham: 

'-ome in, B. B. 

Sorry. 

•' 
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Seemed to be an assumption amol'li some that - well, 
when a ba.rut is in difficulty the whole tllil'li sort or 
ougnt to be llandled so that the - oh, the dir ectors -
well, tlley ougllt to be llandled - I'll exaggerate now -
sort of like cllildren, and the management and so on 
ougllt to handle tllis thing, have it all cleaned up , 
before they get into it too deeply. 

hod t ben two or tDree references Ne re mHle to the 
!'u~ t - n;lell no~, lf you do so uDCl so , tnese oirec tor s 
Nl!i gu r io;nt t o tnelr lc..eyer s , n nell, they 0\lfht t o 
63 r ight t o t neir l c. Kyer s lf t ney1 r e following toe 
spi r i t not only of toe l aw but uf tne wnole mecnenl sm 
f~r btnK sup~rvlslon, beC(USe wna t toe low contempla t es 
is t~t t oe res~nsiblll ty for tne - ult ima t e r esponsi­
bill t y for tne ElUlE&ement ol' the bc.n.t shc:ll be c<st 
upon ~ gr~up of rcputoblc onu r esponsi ble citl~ens ln 
t ne cocmuni ty wno Lre tne type or men Nno ~hn hL ve 
legul counsel, a na we ought t o work wltn r e tner t nen 
~gelnst tbose people . And we've had a striking demon­
stration of bow 'Nboleso:ne th&t l nw is wllich r epresents -
it ' s not en idea spun out of so:nebody 1 s head, it's the 
accumul ation of a hundred years of experience . 

NoN, take Joe Schenck in connection with Bank of 
America. He takes the advice of his l awyer and 
moves in our direction, becomes our ally . 

You througb? 

No. 

1'111 crt< ~y to a.nswer you. 

Kore s~eclfically, it gets down to a question as to 
how that meeting is to be hamlled tha t you 1 re goil'li 
to have out there. If you go out there a nd paint the 
picture of this bad condition of the bank, wbich will 
be news t o some of the direc tors, you'll extinguish ~he­
a nd lf at the same time Fleishllacker brings on a plan 
that Instantly r emoves bim from the danger, the tendency 
will be t o swallow 1t whole without rea lly considering 
whe ther these people ought to go ahead and run the bnnk, 
and so on, end I Just dido ' t like tllat in general. 

Now let ' s see if I got tt strnight . The point that 
you ' re making is • . •• 
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You're not serious this morning. I made ~ speech 
ot the wrong time • 

••• that somebody hinted that you mus t n' t consult 
your l awyer , and you can't let that pass . 

(Hearty laught er) 

I c~n ' t- it aoes us out or business . 

I g et the i dea. And it "e let i t grow, first thing 
you &now we won 't consult our l awyers, and here ' s 
an example, and somebody was during enough to say, ••• 

,,,ftDon•t consult the lawyers. • 

Yes. "If we did this, the directors might consult 
the lll'ltyers ." Therefore, you got out a list of the 
American Bar . 

Figurea on bon you're going to buy shoes tor t he baby. 

Yes , sir . 

nna if you• re going to do the la~<yer out of business . 

Uy man looks after his ola guild first . 

uot to stand together . 

Absolutely . 

Well, I think there ' s sometni ng to it, but I don' t 
think it's ~thing to get worried &bout. I mean it 
hasn't grown so that- I mean we ought t o get a 
p~esidential proclamation. 

It must be Saturday. 

It is. 

I r efuse t o .••• 

Tbe fellow consul t ed niS lawyer ond Iierman g ets 
worried. 

lell oow, list en , • • ntl .. en, while Wr. Oliphant is 
1D such a good bu.or , Mr . •ortiaer Fleisbh&cker is 
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outside, and •117 DOt ask hilll to come i n while you 
people are here? Be said he Just wants to see me. 
I think it might be e very - I didn't know he was 
coiDing, end here l am, and it might be a very nice 
demonstration. He ' s going t o go back, and we ' d sav 
we were just discussing bank matters· and we 'd be very 
glad to have him dr op in a nd shake hands if he ' s here, 
and go out. 

(Nods yes) 

lluh? •lui t do you thi nk? 

"roba bly the best thing that ever happened to you, 
because he can't- oe won't say aqytbing ••• • 

vr course, I think t ha t ' s the idea, i sn't it? 

Oh yes . but also we're considering bank matters. 

I think it ' s a good idea . Let him come in. 

uon 1 t you think so? Wb7 not? Simply say that I'l l 
interrupt my meeting; it so huppens we ' re having a 
meeting on bank matters right now, and we ' re glad to 
have him come in for a minute , even if he hasn ' t 
got his la ... yer . 

Wel l , I think you're probably rig!lt: The other side 
of it is, if you want to look at it·for a moment, 
1t puts him 1n a positi on to go bac:t and repr esent 
t o the directors that ne is ln direct contact with the 
becr etory a nd so end so. 

And the alternative is that •I went to see the Secretary 
ot tile Treasury and 11e refused t o see me,• which I think 
is worse. 

<'igbt. 

I think it ' s very fortunate. 

Kieley, you tell Mr. Fleisbhacker that I'm having a 
meeting on bank. matters, but I' 11 be glad to interrupt 
it and let him c ome in for a few minutes. I'm having 
a meeting on bank matters and I •11 be glad to have hill 
come 1n and shake bands. I ' • glad to interrupt tbe 
meeting tor blm. 
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This is very fUnD¥. You know, lots or tunQT tbin&s 
this morning - God, tbat lc.wyer thing, that •s wonderful. 

(Lilughs) 

(Fleishbacker comes in) 

Fleishhacker: Oood morning. 

H.!:! .Jr: 

F1hac.cer : 

d. ll . J r: 

F•bac.cer: 

H. II .Jr: 

F1bncker: 

itlotz : 

F' hocker : 

H . .:: .Jr: 

F'backor: 

il . ~. Jr: 

F•nocker: 

H.l.I . Jr: 

F•bncker: 

Oood mornine . 

I con• t want to detain you. I know you• re busy. 

Do you know toese gentlemen? Wr . Upbam - Delano -
Hanes - Wr. Foley, Mr. Oliphant. 

Oood morning, gentlemen. 

Urs . !Uotz.. 

How do you do. 

l!ow do you do . 

I didn' t want to take up too much of your time, Yr . 
Uorgenthau, but I 'm l eaving for the Coast this 
evening and I wanted t o pay my respects and tell you 
this matter we •ve been t alking about - we•re going to 
get right at it. I don't know 1! there ' s anything in 
r egard to my matter t bat we could discuss here. 

I don't t ni nA so. 

I t hlnit you nave t hat in hand . 

I don't know, but I think we'll wait until you get 
back. 

Well, I'll be out there tomorrow morning a t 11 
o 'clock according t o the procram and go right into 
matters and keep your men posted. 

All right . 

I Juat ciUie in to abake banda . I haven't aet you since 
we met in San Francia co. 
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.Yben was tha t? 

'lh&. t '/las some years ago b efor e you wer e in this 
vositlon, and you had a l uncheon at the Union 
Paclflc .;lub. 

Oh yes, 110en I was in F .. rm Cr edit . 

You gave a t alk then. Since t hen your father was 
out there; I met him • 

.. ell, I just wanted to pay a>;y r espects . Very kind 
ur you to see me . Sorry to na ve disturbed this 
meeting, gentlemen. Goodbye . 

Gooobye. 

(Fleisbhacker lea ves) 

That's 'lfllat you call in t oe ury goods trade •window 
dressing . " 

uh~t do you .<now >.bout the dry goods t rade? 

I feel sorry for him. I do . 

I reel sorry for his children. 1'/un• t nis boy one 
or the great halfbacks n t California? 

~uarterback at Leland St anford . 

Yes, Al l-Amer ican too. 

.. t was ois son. 

de ' s been a good citizen, t his man. 

Oh, bas he? 

He ' s been .. good citizen. 

But nls son. 

I suppose you ell - wher e ' s GQs t on? - saw t he blurb 
this morning t hat t hey have out. 

(On phone) Ask Ur. Gaston to come in. 
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I'll read it. 

"9.22. Secretary Morgenthau, United Pr ess learned, 
has forced tbe resignation or two top-ranking offi­
cials to effect a personnel shake- up in the office 
of the Comptroller of the Currency. 

"Through his Special Assistant, •Hard Boiled' Upham, 
llorgenthau demanded the resignations of Acttns 
Comptroller Uarshall Diggs and Deputy Comptroller 
0. J. Vppegard. It was understood that be would 
name Upham as First Deputy ~omptroller, Diggs ' 
regular position. 

•Treasury officials declined to discuss the changes, 
but 1n the background there are differences 1n banking 
ideology bet~een •••• • 

»hat's that last? 

• •• taere arp differences 1n bankiP&··" -. I pronounce 
it •I-de- ol-o-gy.• 

That ' s right . 

I d 1dn1 t catch the word . 

! didn ' t either. " · .t)lere are differences in 
banking •••. • 

ll&¥be Herbert can answer that. 

(Gaston comes in) 

B .~.Jr: Bello, Herbert. 

& . ~ .Jr: •Treasury officials declined to discuss the changes, 
but in the background there ere differences 1n banking 
ideology •• • • •Qu•est-ce que c•est que )•?• 

Oliphant: Policies. 

Gaston: 

H.~.Jr: 

That's too difficult a word. Different ideas about 
policy in regulating banks. 

• ••• between the offices of the Secretary and tbe 
Comptroller. 
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•Tne t • o r et i r ing of ficials, whose original appoint ­
ments *ere r ecommended by former Comptroll er J . F. T. 
O•Connor, were given 24 hours to qui t their vos ts . 
'!be demand was made verbally by Upham . • Boy! Old 
H. B. himself! 

Jus t so you keep i t 111! . ll . 11 

Sandy Klei n called me up las t nigh t and I gather ed 
f rom .vha t he said ne go t the i dea from somebody t hat 
Kr . Upham was being f or ced on Ur . Delano eno was 
not ll.r . Del ano ' s cboice . 

I think t he a t ti tude t twt I colhct from some or the 
newspapers - r a t ner i ndiscr ee t - ••• 

Di sc r eet or inoi screet? 

I guess t ney ' d be i ndiscreet . .. .. t bat hereafter 
the Comptrolll\r is t o be a very small nd junct of 
the Secretary ' s office and tha t you would - you bad 
swallowed the whole th ing . I Just •• . • 

• ~ell , you might tell t hem that they •ve got the story 
of Jona h and the whale mi xed up . 

I thi nk you can r ely on Ill¥ discretion. 

If it ' s true I think Jonah was spit out, wasn' t he? 

I thi nk he was . 

Jell, I' m not going t o get i n the posi t ion ·Kher e you 
can spi t ce out . 

I was more amused t han anything else by it . 

No , no , I ' ve bad indiges tion and I'm very r api dly g etti t'C 
over it. 
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........ ... ~.uw 
~resent: 

H.J . Jr: 

U~hLa : 

ii..L . Jr: 

Gllston: 

l'l . !J . Jr: 

limltil: 

ti ... Jr: 

Gaston: 

n . 'J . Jr: 

Gast on: 

.. 

llr . Banes 
llr , Taylor 
llr , Oliphant 
llr . Smith 
lo!r s Klo tz. 
lolr . Upham 
/J r. Foley 
llr. Delano 

All r ight, everybody . 

Oc t ober 1, 19)8 • 
11: 45 a.a. 
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llr . karly just phoned . Pr esi dent sent me a message 
proceedl.ng along the 11nes that I wanted . That 
f1n1shes it . 

So first I congretul~te you (Uphaa) . 

lhank you . 

vod help you. 

"here ' s t ha t let t er ? Isn 1 t it ridiculous? 

Xes, it is r idiculous . 

Here 1 coulu ha ve been up on the farm . 

:.he price of democr acy, t hough. 

Also the letter I sent over last night aelped a 
11 t t l e . 

~til l g ives us an opportunity t o breatne a sigh of 
relief. 

Tne President ~ropositioned me, gcve me his word . 
He nev~r yet br oke his word ; 1 1m sure he never will . 

Let ' s have wbat' s-his-neme. (On phone) Tell 
Thompson t o come r ight in, please . 

We'll jus t keep a record . Ber e •s your commission. 
(Signs it) 

lhere •s a letter to Diggs . General Counsel hasn't 
seen it • 
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•1 thonk you tor your l etter or September JO tenderinc 
your resignation as First Deputy Comptroller or the 
Currency. I appreciate your courtesy in taktnc thia 
action, so that the newly-appointed ~omptroller or 
the Currency will be tree to npprove his own Chief 
Deputy." 

How does that start - first word? 

"I t hank you. tor your letter ot September JO .• 

That's extraordinary. 

What? 

Tbat•s extraordinary. 

Why? 

Tllank e man tor resign1118? 

How would you say it? 

Nlly, "I have your letter of September JO.• 

That ' s right. 

l>mall matter, but ... 

res, sir . 

I think so. 

Wha t ? 

tbere•s something to that. 

WhJ.ch way? 

(Thompson comes in) 

His way. 

All right. Well, I llad another suggestion, as long 
oa we're going to change J.t. 
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Sit down, Thompson, you make me nervous . I mean 
you've got to keep track of all these things. Did 
you shake hands with the Acting Comptroller? 

(Thompson shakes bands with Upham) 

Now, he 1s Just born. Look at the top of his head. 
See tha t nice yellow fuzz? 

Is there a soft spot there? 

You know h.ow they all have them l t that age. Right 
color, too. (Hearty laughter) 
I think you're a bunch of beas ts • 

Well, this is all •••• 

No wonder you said Ood belp me. 

Lis t en, Herbert, wbat I was going to say - you can 
say this thing and save me time before you show it to 
my lawyer - paragrapb: •I am glad to be able to inform 
you that a t my suggestion the Federal Ueposit Insurance 
Corpor ation will offer you a position at the same salary 
for tile next three montbs.• 

That ' s righ~ you make a record of your being reasonable . 

You think about it. 

(Nods no) 

Come on, Wayne. 

llo. 

No? 

No, I don't think that belongs in that letter. 

Well, &Q1Nay - I•m not terribl y serious - I'll take 
it at sharp 12: )0; I'll sian it. 

Hight. 

Please . Bow .nat elae? 
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But you fellows can go back - I throw out these 
suggestions, Wayne , and t hey go in, emasculate it, 
come back and tell me what it is - perfectly - and 
I 've hgreed every t ime . 

And ) Ou should go ahead with 
give out our press r elease . 
official notice of it. 

the press r el ease, 
'Iher e 1 a been no 

llo, we snould give out our press release . 

~rly s a id we should give out our press release . 

It 1 s all r ight in the form it is. And you 're not 
goin& t o s wear 1n lir. Oelllno today . 

No, no, tnis fellow (Upham) . 'Ihompson, does he 
ha ve to be sworn in? 

hs. 

Get ~ Bible quick, and not the lawyers• . 

Do you have to have that bond over here? 

Xes . 

He said he could be over ?ece ln f ive minutes . 

I 1 ve ordered lunch at 12:JJ . I ' ll be up here a 
quarter to one . I' 11 sign tnat nslgnetion. We 1 11 
do this tnlng . And call up the Const Ounrd and get 
the band over here . , usrter of one. Sow' s that? 

•nat's all r ight, I'm s ure. 

No·,, is that all on the macblnery, 'Ihompson? 

Xes, s i r . 

To keep you fe llows informed, at seven minutes past 
11 !lr. Jesse Jones came in t o see me and sa.i d that 
we c ouldn • t be so rough and precipitous with this 
thi ng, and he spent all afternoon with Mr . Mortimer 
Fleishhacker - I' 11 try to give you the figures; 
they ' r e new t o me - tbBt be, Jones, bad two and a 
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ntlf million dolle r s of pr ef erred stock in this 
b~nk and ne t hought that he could get - let•s see 
if I got this right - the St anda rd Oil Company to 
loan the Fleishhackers another two ono a ha l f 
million, and then ne would t ake tha t two &nd a half 
s nd buy the other two t nd G half preferred tha t the 
l:i ttindllrd Oil now has . In otht~r words , he ' d end up 
with five million of pr eferred . The de t ails aren• t 
important. But wha t he wanted was to give tnem time 
t o •·ork it out. 

And I s t.i d, "Jesse, I 1 m very sorry. In the oeeti.ng 
yesterda;,r ;;e all ag r eed . You were tne firs t can t o 
~>gree t o this . " 

He said, 11\7ell, how you going t o do it?" Be told 111e 

how be thought we were going to do it - sooebody•s 
been talking to Jesse - and I said, •No, tha t's not 
r ight. • I sketched it t o him. I s ai d, "I remember .. •­
t ne point that be was making then was t~t this should 
be called in the r egular way, a nd after thinking it 
over yes t erday at the meeting we sai d we ' d send a notice ~ 

nnd we •d le t the ~hairman of the bank call that meeting. 
Tha t was sa i d here yes terday : that the notice would go 
to the Chai rman of t h~ Boora and he would h&ve a chance 
t o call the meeting. flow the way you people wer e t alk­
int: toaay was no t t il6 t wuy , wus 1 t? 

:lo . 

1 thOU&bt I raised the point, if l r ecollect: • Nell , 
uo you •ant t og i ve unybody aJvDnce notice like tnat?• 
&nd I though• it •es Lgreea to we didn' t want to give 
anyboay advance notice . 

No , tne final t hing • as - listen, if it i sn ' t t er ribly 
important - J esse comes over with a progreE, ne wants 
1De to stall on tne wbole tning . I said, •we'll send 
a lbtte r t o the ~~irman, simulteneously sending a 
letter t o all the other peopl e , tne directors , Just 
the same, except tha t the call of the mee ting will be 
by the Chairman. n And t hat tickles hi m, und instead 
of stalling the whole thing he gets u little somethi ng. 
Is it import ant? 

"' d on't t hink so . 
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Smith: 

H • ..t.Jr: 

Deluno: 

B.i.I .Jr : 

Ol1villlnt: 

n.J! . Jr: 

Celc.no: 

B.!.!.Jr: 

Dell> no: 

Salth: 

b.J . Jr: 

Oll;>nant : 

B. li . Jr : 
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It• s not important. And ~ hones t r ecollection was 
of yes t er day, and I t old him tha t - was t hat we would 
direct t he ~halrman of the be~ to call i t , because 
~om Smith said, •Let ' s do it i n the regular way. • 

u~rman t ook - didn't think tha t should be done. 

•\ell, I t old Jesse that thut was ~ r ecollection . 
Now, unless i t' s t erribly important - Is t arted 
Nith Jesse that he wanted us to postpone practically 
tile woole thing end give him tl.Jne . 

rligbt . 

And he ended <1p by ~ telling him what I thought lfe ' d 
agreed to, th£t a letter would go to the Chairman of 
t oe henA, he ' d get it llondey morning, but in the same 
mail will go a copy ... !low, is 1t very l.Jnportant? 

No, that takes care of everything, if it goes on to 
nll th" r est of tbem. I f they get it i n the s1111e 
aail, t here ' s no advance n~tice . 

We start ed wit h t hat , end with that. Seems awf ully 
unimportant, a nd it r eally was ~ recol lection. Does 
it make a hell of a lot of difference? 

It ' s close enough. 

What? 

It's close enougb. 

You' r e going t o send a letter to llortimer Fleisbh&cker •• 

• •• directing bim to call a meeting . 

Ana you ' re going to send eacb direc t or a copy of that 
l~tter . I t' s ••. 

I t• s close enough. It doos the same thing, because 
wha t we want ed t o avoid was tipping anybody of f in 
advance. 

In tact, I don' t t hink - understand who 'Has going t o 
cal l t he meeting the way you bad i t. 
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Ueettng was called by the Comptroller. It doesn't 
ma~e any difference . 

lt was suggested that the mee t ing take place. 

Well , it it ' s no t important ,,,, 

.. t , s not . 

tt •s a big town, it ' s a democracy, and it it ' s 
unimportant I' d do that, because Jesse had it a.ll 
fixed and - that he wsnted to go ahead, nnd in tact 
be practically made a deal on this thing, and so 
rortb. And you see, what's happened to Jesse - 1n 
the miodle of his negotiati ons with Fleishhacker 
t or the first t ime the Tr easury faaily said •Halt,• 
you see? bo ,,,, 

Stiid t he s&me tning out t here ta~~ing to me. 

What'd he say? 

Same thing . 

\Yha t ? 

Didn't want us to rush this thing . 

IJidn 1 t want us t o do anything . 17ell, he 's ended up 
by making a suggestion which I think is follow~ 
t he lead that Smith, as I remember, gave him: that 
this is doing it in the regular way. Now, the 
only tn!ng that isn' t regular is t hat the call to 
the ~balroan - that every director gets a copy ot it . 

That r s right. 

Tha t takes care of all I have. 

Ia . tbls a request or instruction to call this meeting? 

Doesn't make any difference, does it, really? 

I don't ~w. ' 
No, 1 should think the request- it ' s an instruction, 
but of course I'd put it in the tora or a request. 
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That's right. 

You reques t it and say tbat your representatins 
will be there at that time tor tbe purpose ot attend­
ing tbe meeting . 

Now, so tbere can be no possible question, tbe letter 
should be written, Mr. Upham will be sworn 1n at 
snnrp quarter ot one. I•d noti!y the Comptroller ' s 
office, notify the photographers and the press, and 
we'll give out the statement. And then after -Mr. 
Delano will be here, stand at ay side - and then 
after the cere110ny then you sign, but make sure you're 
sworn and everytning before you sign, because - see 
wbat I mean? 

Uo we have to have the press ana the photographers? 

Oh, they want to see that. 

We ' ll give out the release at a quarter to one . 

You see, I can 1 t - Delano and I are 1n the sue 
shape (baldness), so I ' ve got to see somebody •••• 
Incidentally, I want you (Delano) to wntch it; it 
you see something growing, let us know. 

I understand he's working on it, but I have no faith 
1n the matter. 

'llell, I'm tickled to death. I just want to say, 
seriously, as I told you once - the President had 
a chance to sleep on the thing and recollect what 
he had told me - there was no reason to worry; it 
was just a ••• ADd Mr. Farley called me up a tew 
tainutes ago: wby hadn't I congratulated bUI on !lew 
York State? And I took the tiae to congratulate 
him. I then used the opportunity to explain this 
whole thing - whole big episode to him, ana I thought 
I was savin& h1a and ayselt a little possible eabarrasa­
ment , and his answer was, •Wall, anything that's as 
serious as t hat" - be said, •We mustn't let aaything 
reflect on Henry Morgentbau, Jr.• Be said the only 
thing to do was just go ahead. That was Farley's 
reaction. 

I han a aote troa Mr. Farley . 

fall - but it J'O\I aaaU•an don't 1111111 ba1JI& back 
a ~&118?tar of one, n•U leiiACil Oplla8. 
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1011. U~er ot \ba CWi Vo 
k•b1llct00· I). c. 

n- be &ltYi.-4 \bat, parnant to ,. reqaut 
ot ... . Barahall Jl, Jncp, Acting CcnptroUar of tba 
C••n•""7, a Specia1 -tiD& ot tba Boord ot Pireotora ot 
lulc ot AMrica 1 . t, • 8 • .l . •• held on Sapt.aa'ber )0, 
1938, f<>r the plli'POH ot oo,..14ar1na ...S tald..Gc action 
upon a _.m1oat1on addr .. aad to tba loud ot Directors 
of \hie .laaoc1at1on bJ .... Pia• lllldar elate of Sapt.aahar 2), 

1938· 
AU tlla Draotore nre praaant with the acopt1on 

ot .,... 'Olio 1e - ill ll&rope and two wbo are in tho aaatarn 
part ot tba UD.itad Statae. 

the o m<nation referred to wu cona14arad at 
la..,tA and ill detd.l, and e epeoial c.-itt" colll18t1DI 
of n1.De ......... ot tba Boord • • appol.Dtad bJ raaolution, 
a oow ot 'llbich 1e .,..,••114. 

the c:-1\te& aa 1Detr\1Ctad to act prcapt.JT 1D 
<#dar tbat tho Boord ai#t respond opec1t1oallT to ea14 
o~oation a\ an aarl,r elate. 

224 
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wgu•, ...,...U 1 . "-• UU.. Ca;t:.r-'1• fll ,._ c. • 
11&1 .- to ........... ot ........ ot ~ till ... till~ • 

l&u-.1 ~ ud lnUp '•ooSaU<a • o dcaUoa .._ .. -. till • 
Sept....,. :o, 1,., ~ tile •t-iae till U. ...._. ot u. ...,. 
to tilt reparl till --·-u- ot tile ..... ot .t.Mrioa, '""'0\ed e.p-. 
liar 1$, 19J8, ud '- \a. -·•-•• I \e -.......no- opocltie 
bofdi-J ... 

""''"· .... ~ •• --....... ot DUwton to 
cona1<1or Ilia l.Aott.r a t a apocSal -iDe ot tho llca.rd ca1l..s tar t11a 

1poo1tic purpoM &DII. to roi>JJ' 1ll 41\ell to tho at\ert con\e1Dod 

tberti.AJ 

101, TIIIRiftlltlt, • It 

BISOL'fiD, tv t11a -Z<I ot ~. ot llollk ct '-rica 
Jlat.1cnal rz,at alld Sa't'iDc• 1 ooociat1on at a opocSal -tiDe ot 11J.4 

Board call.cl t<r tho 30th dq ot Sapt.b&r, 1938, in ccapli&Doo with 
tho roq\IOat o! 11r. Dill•• J.ctiac Coapt.rollar ot tho carr...,., lad 1ll 

occord&l1co llitb tho lly-lln, a qw>rW~b oiac PN-t lad ""tiac 
ottil'Mt.1nq bero011, tbet tbe tolloo1ac -· ct t11a lloard ot 
Diroctaro 

ll&raha1 llalo 
c. a. Saar 
Dr. O. I. IA&liori 
r. W. Flillt, Jr. 
Dr • • • ll. u• n ntnt 
c ..... -... 
•• .a . ... a..ra 
... Wallace lolA 
Dr. c. ,J. SUllift.D 

art horob7 appolll\ed, aatborllod lad d1roct.od to ~~~ all ct tbe 

i teu contain.cl 1ll t11a report ct t11a -u.otice Oil tbb Aaaocilt.1oll 
cOilplot.cl Soptoob&r lS, 1938, acd t11a litter ot tbe ActiDc Ccltpl;rol.l.er 

ot tho CWriDq ot Sept-or 23 , 1938, allll l\lboit a written ropart ct 
!acto tOWid by web an&qail tar tlla w-uon, rniew lad conddora­

tion ot tho llca.rd ot Dirlctora 10 that t11a -rd, with tlla ••plota 
1tatooont ct tacto bo!oro t.bM, -.:r roi>JJ' io dotaU to tbe l.Aot.tor ot 
tho Act.l.Dc c .. ptrollar ct t11a c ....... ...,. ...s taD all -11&17 lad 

<ODII.nlet.1ft otapo nqW.rod tv tbo facta. 

I, it. r. J.. &'fEIWID, tbo 4u1T oloctod allll q...utiod a.cro1.u7 
ot III.K OJ' .ui!IIICA III.!IOJIAL tiiiiSf AID SI.VDilS ASSOCIJ.tiOW, a Mtioal 

honld.nc aoaoc1at1ce ora-1011! a1111 a1at1nc cedor allll liT w1rtlao ct tlla 
lin ot tbo 11Dit.cl Statoa <tl ... rica, lad b&lliac ita P'lllo~ pllco 

ot bulinaH 1ll tho cu.,. allll County ot San rraoohoo ill tbe atato ot 
Cal 1tom11, berol!r oorti1'7 ...s doollro tbet tbo tCII'IIOlllc rooolllti• 

h a lllll, truo oDd o.....-t •- Oil a roaolut1 .. dvly -ood acd odoptod 
liT tbe llca.rd or Dir.ctoro ct IIL1d b&Dit at a opocSal -tiac tllaroct bold 

oo tho 30th~ ct So~, 19)8, por_,.t to t.b& - -low, at .S.••'*udl-.]j 
-tiac • q- ct t~oe ...,. or D,.._torw •• -' ...s -
1a faTOJ" ~ a14 naoluU..oeJ t.b&\. add reaolvU.a llae aot. ..._ reec1 ' I 
or .... 111 aid t.b&t tbl -... s.. et1ll 1D t\Jll t.a. ad etten •. 

II 11!11188 BDmr, I bo'n bol'l\lllto 11t _, llaal ogi~CAIIIJIII-t.lp 

, • ooa1 ot aa14 .a.-1au- .. t111a let 4t:r ct 
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Ron. t:c.ptrollar of tbe C\lrre""7, 
TreaiUZ')' Deput.ent., 
lla sh1nctQo, D. t:. 

au .....,.meoo. o~ 

October 4, 19)8. 

Oo btbalf of the Boerd of Di.Hctora of l:faDlt of 
Au rica J. T. It S. a., I reapect.tullT roquut that &QJ 

coaounicatio~ froa r our office hareaftar addrtoaad to 
the Directors of said .t.aeocietion bt e44roua4 to eucb 
Directors io care of the Socrotazy ot the Board of 
Directors or a&14 .t.aaocietioo, llo . 1 Powell Street, Sao 
Franciaco , CaUroroie ; proTi4a4 such co..,.uoicationa require 
the por•cna1 attention of a Director or said .t.uocietion, 
and are confidential ~~cad or a nature al.ailar to c...unica-

. tiona recentl;f forwarded br 7our office t o each Director of 
a&14 .laeociation. 

Tbe Secretary bee bMn directed b7 the Board of 
Directors to effect the dellTery to 11cb Director poroonell;f 
or 111J' ouch cOIIIItUDicatioo addrtoaad io care or tho SacrotarT 
end roceiTed br bJ.a. 

Io .,pporl of tbis roquaat, aad at the direction 
ot t.be llot.N, I aa tonard.ing to JW berowitb a cerW1od 
cow of a roao1utioo ~opted at a Special ... unc of tbo 
Board of DU.ctore beld 011 Septaabtr JQ, 19)8. 
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llllliUS, lr. larsball I. lllcca, &ct.inc Coooptroller ot the 
currency "centl;r aent to each Dtr.ctor ot thio .&asociation cartoin 
c(IIINidcatiOM c-entinc IIPOD Z'eporta ot en•hwtioD of tllio .&osocia­
tion &Dd l!pOII other Mttara "lat.inc to the atf&J.ra ot tMo .&ooociation· 
am • 

1111!11!AB, it baa 00111 to our attootial tbt.t in 10111 in.otancoo 

oa1d cooonDicationo ban been opened and r oad b7 1ndiY1d~~alo .t.o 
cuato.ar1)J' band.le Mil tar certain Dirootoro 1 &Dd 

WI!!US, in rln ot the confidential tWtura of oaid coa­
IIWiicationo tMa Boazd of Directors conaidora thl circ1111tonce or ouch 
coaa:rllllicetiona b&rlDC been ~ b7 eo.eona other tlwl a Director of 
this A11ociat1on ertr ... l,y Wlfortunate am o"" that u,y result in 
1nJUJ"7 to the welfare ot this .&11ociation; 

a:lW, T!!!REPORE, BE IT 

IIISOLYED, t!>at tor the purpose or protectinG t he interests 

of this Allociation, ito depositors &Dd otockholders , tho Co:aptroller 
or tho Currency be reopactrull,y requested to hereafter addreas aey 

confidential cOIIIIIIII\ication requiring the personal attention o! a 
Director ot this .&asoc1ation, and of a nat~ sl.Jailar to tho co:o­
aunicationo referred to in tbt. foregoing preambles, t o ouch Director 
in care of the Secretor7 of the BO&Z'<I of Directors or this Asoociation 

at lo. l Powell Street, Sa.n Pranciaco , Calitorn1a; snd said Secretot7 
1a herobr dtr.ctod to etract tbt. doll.,.t7 to ach Director per•onslJ3 

or azl1 ouch c.-ullicetioo acldreaaed in CAr41 of the Sacrot.lr7 am 

recoin<! ll7 h.la; am 

1"1111TII!R RISOLYED, tht.t the Secre tary or tho B011rd ot 
Directors ot tMa booo1ation b e , am be barebr is, authorbed and 

directed to ab ncb a ~11eet to tho CoAptroller or tho Currency 
on bebalt of tbt. Dtr.etora or th1a .&aaociation and to rorwerd to 

said Coooptroller a carUti..S cow ot this resolution. 

I, R. P • .&. !VDWUl, the dul,y elected and q~~ali!iod Secretary 

of BAll~ OP AIIUUC.r. JLI.fiOIIAL TRIJST .&liD S.&YliiCS lSS()\;lATION, a national 
banking uooc1at1on orpnised and mating under and 'b7 'firtue or the 
l.llws or tho Onited Statoa or .&..rica, and haYing ito principd place of 

busineoa in the City a nd. County of San h ancieco in tho State or CoJ.i­
rornia, horeb;y oerti!;y and declare that tho foregoing resolution is a 
full, true and. correct cow ot a resolution dul,y passed ao:l adopted b7 
tbo Board of DiZ'act.oro ot eaJ.d banl< at a epecial aeeting thereof hold 
on t.ho )Otb 4&7 ot Septe-ber, 19)8, purouan\ t.o tbe By-laws, at wbicb 

ae~Ung a q- or u.. Boord ot Director• - · present and. TOted W>tlniaoual,y 
in r nor ot aa1d " aollltiODJ tbat aa1d "eoluti on baa DOt been roscio:I..S 

or uend..S &Dd tbt.t tho - 1a etill in 1'1111 force lnd o!rect. 

Ill muss amm7, I ba'fl herounto eat 

the 1111 ot -.14 u aoc1at1oA Oil thia 4th cS.7 ot ~~~r}.~::_ 
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TREASURY DEPARTMENT 

COMPTROU.ER Of THE CURRENCY 

~·M."VTO 
- T""".C' Of T" C CUI'tfii«HCV .. 

WASHINGTON 

October 3, 1938 

Mr. ldortimor Fleiobhacker, 
Chairn>an ot the Boal'd of Direetoro, 
Ans lo Col1forn1a National Bank, 
san J'r~U>CiiCO, California. 

~ diu llr. Fleilhhaeker : 

A Ct1f11/ of ey letter of ertt1eiom baaed upon tba report of 

t ho lateat exominntion of 7our Bank it attached. 

It 11 fltl dlaire to be fair to all concerned. Jo:.eord1Dcl1. 

7<10.r pe!'oonal attention, "" director of the Benlc, 11 called to 

tho proviaiona of u.s.c. , title 12, oeetion 93, wbicb proTidlo 

ao followo: 

•see. 93. Violation of provioiono of obepter: 
forfeiture of !ranchioe: personal 
l1abilit7 of directoro 

' If the directors of ~ national bankin& aaaociation 
ohall know1ngl7 violate , or lalowinglt pen>it ~ of the 
ottlcera, agents, or •en$!lt.e of tbe aeeoc1&t1on t·o 
vi ola te ~ of tho proYisiono of tbio chapter, all tho 
r ii;hto, p r ivileges. and frccbioeo of the uoociotion 
aball be thereby forfeited. Such viol c tioD oball, bow· 
rver, be determined end a.c!Jwl&ed by a proper diot rlet, 
or ~erritorial court of tho ODited Stateo, 1D a ouit 
b rcmgbt !or t bat purpose b7 tba Cocaptroller of tho 
Currency, in his o.., name, before the a11oc1at1on &ball 
be declared dissolved. And in ca111 of ll!Ch violation. :verx ~ecto\:bo partieij"ti}in or yt!nted to the 
•Me a 1 be :rrld liable n di ptrtoMl end tn41v1Ap•

1 

cn~acitY for all dnmg;:s which tbA tfBOCi&tion. itt 

• 
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sllArebpldera . or anr other 'Dercoe. •ball baye nat•'pt4 
1n con~equonce ot •ueh violation. (a.s. aeo. 5239; Mar. 
3, 1911, c. 231 , aec. 291, 36 stat. 1167.)• (u.s.o. 
title 12, aoc. 93.) (Underacorillfi lll;l)pllec!) 

A ooC)!llote cow of the r eport referred to i n the t i rat para­

grl\!)h ot thU letter hoe been sent to, end it open tor rou:r inl!)ec­

tlon t.t , tho .,..in ottice ot the An~:lo Co.litornia Nationel B&nk, 

S: n J'ra:>eiaco, and at the ottico ot the Chief lldionel llanlc .,.,..n!ner, 

Booo 1103, 1115 Uont£0CI017 Street, San J'ronciaco. Tour attent' • " 

h cUnct ed to the cc..,.,nh, eritici- and coneluoiona ot the 

eXI!:llner eontcined on pat;e two and lnoorto (l) to (17) ot tho 

report. 

Vecy trul'l :roura, 

C. B. Up-
.Act ill& COIIIPtl'Ollor ot t he CurreDCT 

230 

Regraded Unclassified



• 
TREASURY DEPARTMENT 

COMPTROU.ER OF THE CURRENCY 

Bonrd of Director• 
AnGl o Cnlitornin llnt i onal -
San lr~i•co, Cnl1fornla 

WASHINGTON 

October 3, 19311 

ne current report of exaolnation of 7o= bank bu .., .. ., ....:oind 
;>nd liven carefUl conlidoraUon. A cow of tbe report of o:uminat1"" 
hao 'been t ranom1ttod to the Board of Director&. 1'be roport rovoalo 
the continuat ion of aprev1oual7 cr1tic1ood highly unoatiofaotor,r con­
dition in the banlc ao well u new Y1olat1olll of law oinco the prortoua 
OQCI1nation. You ohould otuq caret\>.117 tbe examinor ' o or1t1c1ao u 
to ""'ttero req11irinc attent i on, u oot forth o" - 2 ad i"oorto 1 
to 17 of t hl o report . 0'f'Or $47,000,000 of the total rllftl"COI of tho 
'bw ore Wl4er c r 1t1c1• · fhlo .,.. 11 opprox111atel7 throe a4 .,... 

halt t1moo the -t of tho 'blll0lc1o 1011114 C"!>ital otr'IIOtv.. !ho piU'· 

pooo of the cr1t1c1omo 110 tho report ad of tho cr1t1o1- oot forth 
110 thlo let ter 11 to uo11t the :Soard of Diroctoro 111 a cout....,t1vo 
111annor to protect the il>torooto of tho dopoo1toro ao woll u of tho 
oharoholdoro of 7our ballk. 

lrom the ochecllllo 'Wldor 1 Lca111 ud DiocC>W>to1 o" PIC• 2 of the 
report, 1t 1o 110tod that oppro:d.lllatol7 • of t otal 1 ... 11 claoo1!1od 
olotr; appro:d.lllatol7 f11. do"cllltfv.l ad • ~ loll, 1UikiDc a tot al of appro:d­
aato}7 41~ of tho total loaa nbjoct to aclvoroo c.laoo1t1cat1.,. Lcaao 
t o atfll1atoo, otf1coro, diroctoro &114 corporationo 110 which t~ ~· 
a n)otutial il>toroot are ochocllllod u f ollonl olow $16,825,508.80; 
doubtfUl $3, 728,430. 27; loll $393,539. 30, ad prwrtcnlol7 charled oft 
$~. 576, 235. 62. The l arp ...,.,.t ot doubtfUl 11101'11414 1n thlo cluo1!1c.­
tlon, which co,.ta1"1 tubotutial pot110tial l~ooeo, aakoo it opparont that 
thou rooponliblo for tho oato IIIUOC-"t of the ballk are roopo,.o1blo for 
thio oortoua :pro'bl•. 1'berofore too an>eh lJiportaoco c&IIIIOt 'bo placed liPO" 

tbe noeeoo1t7 of illllodiato actio" &114 etlforcod corroct1"" of thlo loll& 
cr1t1cloed cond1t1ol0. 

0.. Pace 2 , 1noort 1, tho u.oimr hoe roportod t wo"v 1arp ad 
wboll7 tlllll'arl'Utod linoo of credit accrocat1!111o attor tbe ol1ail>at1"" 
of ~licat1ono, a not ....,.,t of $4(),131 ,833.68, which 11 abcnlt 1,. of 

• 
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t~ total ruourc .. and appro:dmatol;t four tlllleo t he COOIIIOn ca.,ital of 
tbo 'bank· In a44it1on thereto, an ~regato of $10, 016, 402.49. has 'been 
orevioua1Y charged off on these concentratlono. rbe highly undeoira'ble 
nature of theao concentro.tions 1a :!'Urtl><lr ...,bashed b'J t~ recX>i!c>le­
tion of intereat rotea which abowa an incoae looa of $1, 125, 9~1.05 on 
the preeont intoreot b8ll1a oa oppoeed to a 5;. balia. Thla lol8 on these 
&BOtti alone 1a approximatel;t t wice the MlOWlt of t M nnnu:>l dividend 
rota 'baing paid on 'both the colliiiOn and preferred otoc:t iuuea i" t~ 

232 

ocount of $61.2 ,000.00 In this connection, attention 1a directed to t he 
llle41al1tr of certain dividendo heretofore paid., ao herein later discueoecl. 

There 1a acho<luled on P441e 2, inaert 3, of the report , borro-.1116• 
of directora and corpor ationo in which tbej' heve a oubatantial interest 
total ins $16,018,518 . 50. Exeiners and thh of!lce hove given your 
probl-=• conoiderable time and ~!;'!>Pathetic cooperetlon clur1116 and ai:>ee 
1933, 'but the point baa b een reacbed when tho11 lart;e 'borrowi"':• • wbicll 
are 54. 0&;' i n o:moos of the c.....,n capital of tho 'ban::, crust abo" ~ 
d!ato 11Ubatant1al lmprove:::ent. The lack of prosr en made 1n illproving 
and ro<tucins thia large concentretion 1a ind1cat1n or tho negligence 
o! the 'bank1 1 unagement. It b a:poaront thot 1'tr'J little ma been or 
1a being ..:eompliahod br tho management to reline thh situation and 
until ouch time ao the acti1'8 officers place their own 'borro<Tillea 1n 
acceptable condition thor will not be in poaiUon to enforce tho aame 
aetion on the part of tho other offending direotoro. 

On page 8, ineert 1 , there are aohecluled two nocrant violationa 
o! Section 5200 or the ReTiaod Statute• (U.S.O. title 1.2 , aoe. 84) , 
prohibiting exoeaeive loana, nsme1Y: t he Dollar Steomohip Linea , Incor­
porated, Limited, in amount of $2,800,021. 56 and t he !lerbert J'lehllbaoker 
line ~ee:ating $3,473,442.26. The e:meaohe loan to the Dollar Ste...­
•hip lin•• bad 1 to or~in in 19:!0 at approximete1Y four t imlo the legal 
loaning ll.toit of tho banlc a=.d it bas not onl.T 'been without recluction 
oince June 1936, but no intereet bas 'been pald thereon oinOe Docomber 31 , 
1936. It h ttill $905,021.56 in t:ICell of tho legal loaning l!Ait and 
a new loon of $250,000.00, not reneete4 br the report, aa made clur1ng 
tbe •~!DAtion t o ftnaDce current operations. 

fbo conotantlt exceeolYe llne to Preoidant &er'bert 7lelo~er 
revealo a nat radnctlon of only $89,936.81 Iince tho preceding e:xamina­
tion, and 11 otill $1,578,442.26 in a:m••• of the legal loaning ll.mit 
of $1 ,895 ,000,00. It 11 wbollt without a prot;rem o! rec!uctlon other 
than from the proooods o! the wpporting collateral in tho eftnt a:q 
ohould be told, notwit hotand1116 that clurlng tho eXIII!Iination o! June 16, 
1936 prolllioe was lll&de definitel;t to prot;r~n thio loan for recluotion at 
the rate of $50 , 000.00 monthlt, and the IC & II 7lellbhecker line, which 
h a COCDponant part of tho o:meuin line, $100,000.00 monthlt· 
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fl» atte~>tlon of tl» Directon 8D4 Zacuti ... Ottlcen 1a called. to 
tl» provllloDO of Section 5200 ot tl» lert .. 4 Stat uteo, whlch preecri'be 
tbo llAl.tt upon the ...,ta which a b&Dlc ..., lo811 to IUfT peroon, co­
nortneroblp, aooociation or corporation; tbt provlolont of Section 6238 
~~ tbo !evlu4 Statuteo (u.s. c. titlo 12, ooc. 93) , wbloh prortl!at in 
o!reot tbtt tl» Dlrectoro lmowing)¥ IIPPr'OYlng IUfT violation of the to~ 
solng aoct ion will be held peraoD&l]¥ aD4 iD41vldual}7 liable for all 
domAgel oblob the bank, ito obarebol4ert or 6Qf other peroon oball ~e 
ouatalne4 in conoequaDCe of such violation; on4 the proTialou of oeo­
tlon 22(f) or the h4eral Beoorn Jet (u.s. c. title 12, oac. 503) which 
yrov1~1 in effect thet 1t the .Uroctoro or offioen of 01J:1 -'ber bad: 
knowiDClY vlol~te or permit ~ of the ~nto, otfioero, or dirocton 
or thll bN>lc to violate eoction 22 , or roguletlont llla4e UD4er atborit,' 
tboreof, every director 8D4 officer partiolpatins 1o or aoontlng to 
such Tiolation oball be porooD&l]¥ aD4 iDdlvidual]¥ ll.able tor all 
dmele• which tho blllllt, ito sbarohol4ero, or 11ZrJ other perocn IIWitalna 
ln conoequance of cuch Tlola.tion; 8D4 the :provloiou or Section 22(c) 
o! t'hft l'odaral Beaorn Act (u.s. c. title 1~. oeo. 375&) which prahiblto 
loaM or the t;ype here!.:> criticlae4 b7 a 10801ber bailie: ot th<! h4eral 
lleaorve S;rot .. to a:s;r ot ita eDc:utin orrtcero , on4 praTideo that a:s;r 
axec·~the officer •lola.tlng the prorteiono or .... oball be mjoct to 
rOCDO.,..l from office 1n tbo 1!111Dn8r 'Oreacr1 bed 1o Section :!0 of the _... 
1!15 ACt of 1933. -

On :poae 8, inoert 2 , thoro 1o a c~a.ratln aohetlnle of 0 lo&DI to 
Bank' 1 Aftillatea, 1 whloh abo,.. that ""'h loau at tho date of elllllli.Dor­
tlon ngsro~ated $15, 874,436.01. The exam.i111r otatea that tbo pr~ 
purpose or tho major portion of the attiliatel on4 their au'boidiarieo 
wna to enable the ~nt t o spec:ula.te in otoel<o on4 hondo 11114 101111. 
:~~onq UD4er bron4or corporate po,..ro than thou proT14e4 b7 the national 
end otC>te 'bAIIking laft. .t.a a result , throut:h the 1Md11D of unwarnmte4 
extend one or crodi t to the attiliateo, the 'b&Dl< hal ntfered a preaent 
total lou of $5,331 , 784.13, which lo in exceoo or !ilK of the .,_, 
capit al of the 'bailie:, witbou:t tak1og 1oto conoi4erat1on the iDCO<M loea 
outrered b7 virtue of the ccapromieod 1oteroot rate• on the et!iliate 
lo&DI which everace lei& then 1~ .lrrangGOnte obo'llld 'be llla4e witbou:t 
dal_,. tor the ll.qu.ldation ot all the 'bailie:' 1 etfillateo. 

Ot the 520,000 oharoo of cno.tatan4lng oOODOn oopital atoolt of the 
bank, 19~, 965 tharol are held ao llrreo-..tl bT the bank' • 01111 et!111atn, 
carried on their boolct at $9,748,836.73 aD4 having a maftet Tal,. of 
$3, 723,335. 00, or a lo~& of $6,025,501. 73; :!0, 618 1haro1 are owned b7 
a d1rectore' corporation he&T1lT 1ndo'bt e4 to the bank; 5,040 oharoa, 
taken D.P. C., are ple<l&ed 'by other• ao collateral to loau; aD4 1,414 
ehllreo are illegal)¥ held 'by tbe 'bank 111 reaooD of 'belli& carried in the 
inveatment occount 'beyond the llaitat1one preoor1bed bT Section 5201 
ot the Beviaed Statutes (o.s.c. title 12, ooc. 83). Tbit 'block of ctoek 
11 c..rried on the books at ~5,039.00 8l>d at the Ume or e:xnlllinat ion 
had o 11&11<et Talue or $26,266.00 or a lou of $9,173.00. It ..,..t 'be 
dhpoaed of lmr:>edi~telY. 

' 
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The total of t t.e !o~i"t !o 233,037 obe.roo or epprox1u.tel7 .wz 
of the ent i re coc:mtOn etcc;: lesue. 'l'hle repreaente an increace ot 21,~ 
oh4rl• oinco the exaal.n.o.Uon of !:ov1111ber 10, 1934. Of t hio ICOUDt, 39,&:50 
ollareo are ple4o!;ed to the bank aa collateral, IUid t he loano oecured there­
)- ere ent1rel7 dependent thereon. The atf1l1ated AJ:Itlo :TI\t!Onal Corpore­
tion Ia Indebted to the b....:C i n tl>e amount of $3?S , OOO,OO on an uneecmrod 
baa!l, and Ia t he bolder of 1?9 , 527 obareo of t he bnn:<'a atoek. Tile ,.t 
Increase In total ohoree bae boon occaeloned by I to purct .. e of diotreesed 
atoc:C on the opan marlcet . Dlrlng t l:.e period cove ret. the mer.cet hr.e fluo­
tuated !rom $8.00 to $33.00 a sbere, and ao of t he elate of Ol<llr.linatlon 
it ,., quoted at $15.00 a ebare 11ith low t rodln& activit :;. Inatead of 
endeavoriJ>t t o relieve this uneatitfactor;t condition by diopooh>e of t be 
otoek on the fo:mer rhlng :ll8Z'.cet and thereby obtai.J>ln& '""'e highl.v d&­
oiroblo l1(!Uldat lon !.- t he otagnant low intereot atfll1ate linea, t hio 
condition hao b11n aggravated. 

Out of 204,132 abarea of outatandir..!: Claoo •.t.• cop1t.al otoel< of tbe 
atflUatod Mfllo llational Corpo,...t lon, 41,028 obareo are held ac tnveet­
menta ~ the 'bank' a Olr'D a!filie.tee carried on their booka at $1,560,9"3:!.~. 
and ha'fir..!: a IIIIUI<ot Yalue o! $675,539, or a looo of $891, 3~4.30; 25,891 
oharao of oucb Claoo •.t.• otoclc • r e owed outrif;ht by the ban!: at a book 
Taluo of $518,522, and ha.,. a IUJ!alt value of $414, 256, or a lou of 
$104, 266; and 9 , 968 ohareo are held aa collateral to loano of othera. 
Tbe total of the foregoing io 76,887 oharea or 37. Sa:' of the entire Claoa 
•.t.• otoc:c outotandins. 

In addition, the entire 100, 000 aharoo of Olaoo •»• Capital etock 
nt the AJ>tlo llc.tional Corporation outatandinc are owoed by the affiliated 
Conaol1dated Securities Comp8]11, and are pleclaed t o oooure Ita indebted­
neu t.o t l>e bank. Tbq are canied on t he boo:t:e of t he affUtote at 
$901,135.66, and are claoeified t here in ao' ba'finc no cw!tet val1:.e, and 
t he looo therein 1o not included in the abo•• r.:entioned loo .. o. 

!here bat been ., increMe of 591 ehareo in t he boldingo oince the 
prevloue ex.ainatioD. The ~t Yalue of Claeo •.t.• ot ock hao also flue­
tuated !roc $7.1)() t o $30.00 a ahara, IUid at the tIDe of eJ<a>ination bad 
a ma:'.<et Yl\lue of ~1!..00 a abare. It II evident, therefore, that t hia 
uno.,tlofoctor.r conditio:> bat been aggranted oince t he precedi"t e:=­
ination • 

.t.o of the elate of t llil eXBC1nat1on tbe n .rioua atflliatea or the 
ban;c ba'fl au!fared a looa of $7,021, 162.03 on their boldill!l• of t l., etoclt 
of t he bank and of tbe J.n&lo National Corporation, a lllrge portion of 
which baa balD charged of! againot the undivided profits account of the 
b...:C, by 1~0011 teken on the i ndebted.naao of the atf111atoa of tba baM • 
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0n April 27, 1932 an ontrr oppeared on tm cenerol lodpr of tm afiilietod 
cooaolldatod Securtu .. Compazv entitled ·~cata participation - Berbert 
nohbh&clcor1 in the -t ot $590, 560. 'l'bil &CCOimt 11U 'O&J'ttall;r locured 

~ 7,560 aharoa of baDk etock and 3,334 of Anclo ~attonal Corporation Claao 
•.1.• atocl<. rbe o:..oin&r otatoo tbD.t a cow of tm qn41cato ecroement •­
not be locl\t od. rbe 1ncroa.aed borrcwint;o of tm affiliate to enable lt to 
carJ7 tbio aaoot were not opoclttcal]¥ IIJlPTOYOd b7 tm 41roctoro, nor did 
tbey have lcnowle<!co of tm traneaotlon, aa near a.a can be 4otemtno4. rbe 
Uab111t;r wao oboWII in prortouo reporto a.a a 41r.ct Uab1lit;r of Berbart 
n ohbh&clcor. On Soptcbor 30, 1935 tbio ceneral lo<!cer entr;r ,.... elimi­
uatod and the &bon mentioned otock, b&Tinc a lll&i1cot Yaluo of $213,156 at 
that t1mo , ,. .. placed 1.n the bond account ot the affiliate at $590,550, 
or $377,395 in •= .. • ot tm lll&i1cet Yalu. of ,,..., 'I'm b&ll1c later aboorbod 
this lou b7 oharcinc oft on tho line of thet affiliate , and the total 
charpd off on tbio Uno accrega tea $1,327, '143.116. 

Ot tm total loana, epproxill:atol;r $21,000,000 or 20. ~ 11 oOCIIred 
~ U oua on real ootato 111 Yeriaua t omo. s..,. of tmM are mld and 
curried U lecall;r. 11th eppro:dmato]¥ ourtbird of tm rool oata te loans, 
in c!Dllar IIIOilllt, etill oubJect to critici• followirat; tm UberoUzation 
ot tile lawo COYerninc real eotato loano, it 1o !Aporatin that tlleoe loana 
be ctnn olour attention and oupemdon b7 the ......,_..t with tile end 
tn view of 1aaugurat1QC a more aggroooivo corroouon and collection policy , 
on clautt led and no~ontom·tnc loana while con41t1ono re&1ll t~m>rablo, 
in order tbD.t the;r oq be reclwlod to a minimum. 

Tile •Ot her Real Eoh to• of the bODk to carried in tile loano and 41e­
counto of the bank tllrou&h the 10edt'JID of oo-c&llod ooloo of NOh reol 
eatnt o to the att1l1ated Progroea t:ortcnc• Compazv. Do clown pl~Jm~nto are 
lll&do b;r the Procreoo llortcace Compazv and no obltp.t1on utoto tor tuture 
po;omento b;r that oompazv other than pqmento rooulUnc troa proceoda of 
oaloo of parcolo of tho real estate. 'I'm tormo and con41UODI under which 
tbio real utah 1o tranatorrod t o Procro•• llorte;ace c...,_ are 111>Ch that 
tbio arranceaont .,.,.. not couatituto a bona !tela oalo. 'l'bio real ootato 
ohculd be oboWII aa 111>0h on tho -. of the bank and oo ohoWII 111 future 
publtohed reporto of the baDe. 

Ot t ha forocotnc real estate. $1,634,635.03 waa oc'!Uirod 111 rtolation 
of law, and a lare;e portion of tbie baa been carried tar be;rond the 1'1.,... 
year limitation oot forth 1D Section 5137 of tho ReYiood Statuto• (u.s.c. 
title 12, ooc. 29), It appears from the e:amtnor'o c.-nto that the onl;r 
r eal estate diopoood of clllr1Dg the put two ;rearo hao -n the mere de­
lirablo and moderato]¥ priced reotdontial proportieo. J. roYie'l' of the 
real eototo now oWIIod reYoalo that t here to little of tbio typo roma1nl.QC 
and that tuturo llC!UidaUon 4openda almoot ontirol;r on tm oalo of apart­
mont houooo, cannertoo, c-rctal and ofttco 'bll.114tnco, hotole, .-r 
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ruorto, u.nl.mproYed 1ndultr1al ol\oo, enUre bloclco of poorer l ocated 

city lots, Qo.in f ...... o aDd lorp ICreacoo of .._ laD4. I\ ahwld be 

noted tbat l5 ol the ...-l.niJle 2511 pe.roolo oro curio! oil tbo booka "' 

onr ~ of the total l.nYoo-nt in rMl ooteto. ~o ~ .,._.11 

cMJ>Ot be placed upon tbe neconltT t or the ~t to ....-tow thio 

nccount, revhe oaloo p r1ooo to ourrent tJPe Yaluatlono 1114 ol1111•te 

e:u:en prlceo en t he leoo doeinl>lo and 110n-proctuct1n boldl.nco in order 

to stop t he Clll'l'1lnt; elloree looooo thereon. .1\trtbe....,re, a dot11l1to ad 

occopt a.ble Pro&n!CI ot liquldotton .,.t bo conochd to aDd b real •~ 

tote CDI'rled ln the llliiiO ot the Procrete !lortcece c~ - bo tran~ 

tor...,d bOOk t o t he •other lloal Jiotat o• ICcou.nt on tbo booka ot tbo 1111111: 

etoce t he prooont "'llcd ot ban4l.tnc the - .,_t be OOJIOtl'llOd u a 

bonn fldo oale . 

'l'bero bee bHn I tondoaa,y in the bond ICCou.nt ln CODIJ'al toward 

opeculat1on tor profit rather t ho.D l.nYOot-t tor &ato\T. lal>otadord 

lnnotnento 1n the approxiJ:Iato - ol $9 ,000,000 are oUll pre­

In the lnvootment OCCOW>t. De oboriCter of the IWiaintnc aoooh of 

the atfillateo t o an a441t1onal 1nd1cat1on ot ....,h pol1Q1. .1. bond 

traclil>g occount, which hao been ~lT aoUYO 41u1.nc the put T&are 

with oubotanUallT cbent;tnc pricoo 1n tbe - cr..S. 1•-· to 111101»o 

talned b,y the bon1c. 

!hero han boc 21 'oloclco ot otoclco aD4 'condo •tac a boclt Y&lua 

ot $3,8U,~7.5' which boYI ...... 1llocallT acqnired. ~ t hio -t 

$1,983, 167.00 1o reprooontod bT 15 larp bloclco ol otocb -ac wl>ioh 

.,... Included 1,414 ohoroo ot the bADit'o ow otock aDd 24,8118 ohoroo ol 

Clue •.a.• e-n ot oclt ot the attl l1atod J.aclo l'at1onal Corporat1oa 

carried at a coal>1nad boclt Yal.UII ot $S54, 5111. .l.ltboQch both otoclco oro 

Hated on the local uchaaco a ~ oallcot hao all but 41._...-.4. tbo 

onq real purchaser tor either of tho io...,o belli& the att111ato 1tHlt. 

The toracotnt; ot oclco and 'condo wero ecqnired 1.n T1olat1on ot oltber 

S.CUon 5136 ot tbo Jleortaed statntoo (u.s.c. Utlo 12, -· :M) or Section 

5201 or the !Intoed Statut .. (u.s.c. ttt lo 12, ooc. 83). 

Stocl<o o! corpcraUono 1n which diroctoro aro tntonoted aro oorrlod 

at $243,622.00, ot which t l35,186.00 to claoo1t1ed 10 olow ad tl08,036.00 

ao looo. '1'l>e ou 1oouao of "condo t llocallT ecqn1red hoYO a par Tal.• of 

$2,352,500 and a book Talllll ot $1,8:J),l!82.81, which t o claoolt1e4 • 

$1 ,796,931.81 olow and $12,180.00 looo. l i t h \bo e:oo~t1@ of,... de-

t ... lted ioouo, tbooa bondAI are enttrelT without a IO&IIc.t IJI4 aro \boP­

OU4hl:r trooon aDd -oU.lo in natnro. 
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IDol'II4H lA Uot otooka 1lleplb aoC{U11'14 ..... tau 1arp llloca 
lla•111C a lloolt nlu of $116,4M.46 u4 a ...n:.t nlu ot t30e,l6'1.150, 
upon wh1oh a loll ot $4'10,296. 9& hal llalu eoUaatl4. fbio looo allaul4 
110t lll oba!lad ott -ca1Dat the 11l1411'14a4 profit MOO"allt of the 'bak, 
'lnlt ratblr obav.l4 lie NOOYad liT tbl 41raotoro or1atul}T -1'01'1JIC 
t bloo 1llocal purohal••· 

lllttoNDDa 11 ~ to P8P 2, i uort 10, of the report 111 c........,u011 
with the aa110ollat1011 of 4 cert&111 110h1 all4 hlc1J1C of the ~rti"C 
atoCic collateral 111to the uooto ot the loUie at tbl taoo -t of the 
not••· !here •- to haft ll.., 110 ""4u1'or to collect _, of the .. 
o'bl!catiou from the lllkero. .t.t the tiM tbq ftre t- o..r there.,.. 
a -at lo11 of $2,0'12,42:2.20 111 ._, which the 'bulle ueot'bed. 

holt t iM t o tt.o the .. •~• heft"""" oanied 111 tbl !'ruteed 
.b-'•• 111 tbl ""'* proper, lA the YariOQI atf111ateo, 111 tbl attntatad 

·-·· llortc8P c..piiiiT u4 tbq ...,.. _ .... 111 tbl ""'* _,., o­
oi~ral>l• l1C{U1datio11 llu t**" pleoe 111 tbl !.Dteria u4 bwf7 lo•­
heYo 11- nota11114. lleprdlall of whether tbq ,.... '**" 'll!r tbl 
attUiat eo, tbq heY• llea chllrco4 -caiUit tbl 11l1411'14ecl profit -•=• 
ot tbl 'blllk 111 the t111al aiiiJTiio, liT nn. of tbl lllav to .... o),e p4 
ott 011 tbl l1Dao of tbl atf1l1ateo. fto ... ure croap ot 1llepl 1afto~ 
MJito 11 claao1t1e4 u $2,391,1?8.~ olo• , $153,5150.00 ~ u4 
.81515,811S.67looo, •h1oll 11 equ1nlen to a&.~. 13.08!1 a4 G.oe,l, 
reopecUft}T, of the total ueeto ao oluo1tie4 lA tbl liOI14 eooo=t. 
!he attont1011 of the 41raoton 11 -ca.111 oel1a4 to tblir IJI411'1dllal 
1111>111\7 t or 11117' u4 ell 1o11a1 ...tt ered liT t he llalc 011 th1o t......-
10\1011 u p1'01'1.S.4 liT Seot1011 &239 ot tbl Brrtoad 8\atuteo (IJ, 8.0, 
UUe 1.2, eoo. 93). 

!here ..... 3:t 1•- of lloll4a ot .S.lla\UlA leplti;T llll1'1llc a par 
ftl,.. of $4,167,&00.00, a 'bod< ,.el_ of $3,818,72'1.86, 11114 a ...n:.t 
ftlu ot $3,&59,8:!1. 36, rwnali"C a loll ot $2&6.906.150. fto -.lor 
po.rti o11 wu )JQZ'ohue4 o111oe Jltlmllu7 liS, 1!136, 11 rated u 101l'bot u4ar4, 
u4 the 141celtv ot .- to oertOQIJT qa .. uou4. Coutct ortttct• 
ot tbl lluk' 1 I.Jrfeo\MI1t poltcteo llu anilad 110thillc• !he oxtr8e 
eoU1'1t;r 111 tbl lloD4 t1'141114 _, fUrther IJI41oatoo tbl ten4e:all7 
hftrd opooalaU011 t or qui.ck protito rather thea itlfte-t ot rup1,.. 
t=4o 111 ·-- - oCIIIDil oeoaztUao. !he put 11114 pre- praoUoe 
of deel1JIC lA low 1n4a INCI'IIrtU•• 111 1'1olaUo11 of the pro1'1o1ou ot 
Seotiol1 5136 ot the Brrtoad Statuto• (o.s.o. title 1.2, 110. :H) a4 ot 
tbl X....eWoat 8eoaztU•• Jlocl1latioD pMoor1lll4 111r the O-trol1er of 
tho Ou: ., 111 ~· "tblreot, .... t lie d1ooo11t"-d. .t.ll 11n'at t­
--'• ot tlt.le Datura ,...., lie l1qu1clata4 1D aD ordlr}T -· 

• 
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'l'be attention of tbe direotore 1a -c&lJl tl.1recte4 to tbe pronai ... 
of SeCtion ~ of tbe !18Y1oed Statv.tea l..n COIIDeCtion with tlle .S.C.~ 
Uon ~ pqaent of 41rtden4a. 1'be lllepl 9clu&tioo. of 41T14...a. 

238 

'lr/ t!>e "Soard of Directore of tbo bto>li: 1a t.D4 hu been a •Uer of ollroalo 
cr1t1c1so. 'l'be C~binod profit accounto for 41Tidend ~·•• at tlle 
timo of """"'!nation ~atod $2, 988,<l?3.41, while ot.tuto17 bad debh 
alone a&sregnted :$7, 300, 806. 83. '1'bo •178, 900. 00 oet ao1de u a reeer'fa 
for cUvidanda abould be returned to tbe 1md.hided profit acccnmt 'bJ' 
proper Board Mtion. It 1a oi&ni!ioant to note that ot tbe total otaN­
tof7 bad debh, $4,!508,013.30 repreoento loena to o!tioen, directon 
And their coQOr&tiono, tbo maJor portion ot tbo loano l>eiJ:Ic on a .,_ 
pn>aisod !nteroot rata b..aio. 

Tour attention ia directed to tht examiner'& CommeDto in coDDeetioa 
,ith • Icproper ond Illegal Chargee J«ainot llank bpenoe .Aoocnmt• u oat 
out ou page 2, l.naerte 12 and 13, of tbe report. 

Tour attention it cllrected to tho Uno of credit and c(IIIDOD\o with 
reference to tho 1Jaotarn .American lloal ~ Corporation u Ht 011t on pap 

8, inaerte % and 47. It -ar• that at tho time of tbo otock mazbt 
craoh an endo&?Or was made by cert&lJl o!ticon ot tbe - to ""*""'" 
tbo l:l8lll:ot for thio bazic' a otock. In order to pronde faDde ! or thio 
purpoaa , two notoo ot Vice Pr .. identa of tbe bank, In tbo ........t of 

$1!50,000 each, and each eocun4 'by 3, 200 ohareo of otock of tbe -· 
were placed in tbe uaeta of 1featorn Mlorican ll.aal~ Oorporation, a 
corporation controlled by director• of the bank, and at tbo - time 
tho obligation of 1feotern .-r!can Ileal~ Corporation to tbo bto>li: wu 
!ncreaoed in a l !.lco .......m. 

On Septec!>er 36, 1935 tho obligation ot the 1featorn •rtcan Bod~ 
Corporation to the bank waa reduced $300,000 "to' tranaferrl..nc the twa 
notea totnll.ng $300,000 to the Proem• llort- C""'P"'V', tbo o'bUcUlon 
of l1h1Ch c- to tbe bank waa iDcreued 1..n a o!.ailar -t. !heM 
nctea were later canoelled and the 6,400 aharea of the buk1• own otoelt 
were placed in tbe l>ol>d ecccnmt ot Procroea llortcaga Ooo:p.,.. at $300,000, 
when ita 111811cet ?aluo -.. loll than on.-hal.t the IIIICIIlJit, Cia lloo....,er 21, 
1936 tho Progro11 llortcace Camp&QT retold th1• block ot ato* to tbo 
oft!l!ated Jnclo Iational Corporation at tho maztet and ..ttere4 a loa• 
ot ~146,515. 20 on tbo tranoaction, whioh loot wu inoluded in tbe 
$1,000,000 charge of! made on the ll..ne of the Procro11 llo"- 0011P&Q1 
on Jec!D'ber 28, 1936. 

Tho preaent ratio of net capital atNCture to depooU UuUiUee 
Ia ~1.00 to $14, 7!5. '1'he ratio hu bMn aut of ll..ne tor tbe paot UIZIT 
:rear a and Ia bee em ill& progrelli?o}Jr more eo ao t !me coe• on. Ill Tin 
of the fact that tbe aO!lJ>d cepitnl atrw>ture Ia approximatel,:r $12,!500,000 
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bolow ~quir ... nto on account at the una~tiotactory nooot ot otus, acme 
ate:>• 11111t bo taken tOWDrd tbe oar\7 correction at thb coDdl. U o11. 
!aD!aco alone cannot be looked to tor thlo !NI'I)Oao oimo well oan>ill!l• 
W()uld bo alloorbed bT the looooo cle.,.lopine: in t he lup a««regate ot 
~oubttul ..... to o.nd tbo frozen attili&tod Proe;retl Uor te:>e;o o""l'~ 
Uno tor ~~~~~ey :roaro to • ..,... It 1o f.cJ>on.tlvo t hnt l.llnodiate &etion 
be tolcen by the lloard at Directoro to provide the required and necoaoary 
additional capital fuDde. 

239 

u pointed out in previoua ottioo lottoro to the lloiU'd at D1rootoro, 
Section S ot :Roculoti on •o• providoo t hat a report at o7.11cut1n otticoro' 
outaido borrowiQSo ohall be made to the '!loiU'd or ::>l.roct ore, and t hat aech 
report ohall ohte t he - ot t he bonk to which he 11 1nclebto4, the dote 
tueh inclebto<llwll wu incurred and t he C~Aturitr thoroot , tho ....,.\ &Dd 
form of tueh IJiclebtadnaoo, the secuntr t!lerotor, 1t "''r• &Dd t!le pgrpooo 
for which t ho proceeda were used. It aloo !)rovicleo that a record ot the 
roceipt ot each ouch report ahall be ma4tt in tho tolnut o boo:: ot the bUilt, 
&Dd thet all ouch r1:90rt• ohall be retained b;r the bank ond ado &Yaile­
blo "'''n roquoot tor 1upeot1on 'tiT dul;r autborizod oXIIIIinen, TOll are 
therefore diNCtod to obt ain ccnplete report• ot o""b executive officer' a 
autoide borrowiQSo and record the Neeipt ot ,.,.. in the minuteo • 

.lpparont}r reporto ot exW"1nation have not b11n .ullmitted to tha 
dirootore tor oono1clerat1on at a recular aeot1nc ao r equired nor has 
,.nt1on boon ma4tt in the miwteo ot thair receipt , altbouch tho­
ID&nt has boon repeatedly inatru.oted and a4v1aod ot t he poreonal reepo,_ 
sibility it 1a &IWIDiDC by retuaal to OOlfiPlr l'lith thia requirement. 

Tour attention 1a aleo called to the tact thet the miJNtoo ot the 
lloard do not renal that illlportant letter. troo thio ottioo to tho lloard 
of Dinotoro rolativo t o tho condition ot the bank baaed upon roporto 
ot oXIIOiination hove over boon con.oidoHd b7 t he '!loard at Directoro. 

~ aY«<ine .. otateo that reporto ot :rour ......,,D,flll ~tteo are 
bot h briat and -=incloll, conoiatlQI prtar117 ot tho vor1ticat1on ot 
u ooto with the atoiatanco ot t he JaodJ.Un& ~artl:>ont. It 1a ot utmoot 
illlportanca that t ho loan.o and disaoanh be accurately appraioad oiDCa 
oo largo an """gate thereat 1o a4vor.o\7 criticiood. It 11 the tbzt7 
ot dirocton to laoep t~solvoo 1'1>14' a4vioed of t he coDd1t1on ot crttl­
cioed uooto. 

It 1a noted \ hat throe at :rour di:r'eOtor. .. l&tl attand the motlQio 
ot tho lloord. Tho lo.,. ot two ot theoe d1rooton are 1111011g tbo .. ad­
nrsel;r or1t1o1otd. If director. are unable or unwillinc to .. .,.,. t heir 
4ut1oo &Dd r oopone1bil1tieo ae dirootoro, t~ ebould bo replaced bJ 
othero wbo will. Tho reporto ot till nrioua o0111111ttooo ftppo1nto4 by the 
lloard to trapervt" the operatlQI tunctiont ot the bade tbould be iDCor.>o­
rated 1a \111 ata\11 ot the -UJII ot till ~ in outtioiont dotaU to 
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" ot nl• \o \M iii41Y1~ t oro tlllftot, on. _..._. ot \M Jouo4 
blft & l.lp)n.d 41lt;r \o perfoa ta fo~\1.111 \M poltotn ot ~ 
Uon of \M beDI< u4 -1111 \lla$ -lt. poltoleo lol'l oanie4 ..n lt' tM 
acUn •en•J \, on. lllmRel 1booG14 ol .... l;r ebow tM aoUoa, U ..,.., 
t..:Cen liT tM -.1 with r.f-• \o nail -lttM r.pono, 01114 aleo 
wh1ob of tM ...a.ere t;~PrG'N or .Uupprow • Jl'Nil lo& or t........,Uoa. 

11o prorltloll hAll 'bHn M4e 011 tM 'bodD ot tM balK tor a 0011\lllpllt 
Uabllit;r r.wl\111& froaa • Jwlplll' lll \M -• of t;~Pron..tel;r 
~150,000 obtalllM liT tM Mll'll ot tM ward .. iate. 

y.,. lol'l reqaeote4 to co111lcln' tM r.pon of ex.!111U011 u4 We 
letter at a opeolal -llls of \M loud called for tblt opeoltio paP­
post an4 to r.pon 111 .S.\all .,..... tM •lcll&tv.• ot tM attetldlllJ ..-.r., 
u U lDt; CN~ tM Corl'IICUOIII affected lll ...,b ot tM orltio1 .. 4 -\en 
all4 1 wr pl&e for \M ccaplate eUaliiiUO'A of tM -· Copte 1 of 7~ 
re:>l.r to tble lettar obaal4 be fo:rwarcSold to Cblet llaUOIIIll - bw•-r 
iillia PreuUoo , Jr. , 01114 IatlOIIal - bwllllr L. L Sedlectlt, 1511 
J:out~.,. Street, loOD U03, S... J'r&Obco, Calltol'llla. 

Cyril B. UpU. 
.Actllll: COIIPtroller ot tM Cllrre,., 
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.4D(MIUII MP\.Y TO 
booo .......... 011 T.C Q L C f,. 

Bollr4 ot Direotoro 

TREASURY DEPARTMENT 

CXlMI"nn.UR C. THE CUR11D1CY 

WMHIHQlOH 

Ooiobor 3, 1t31 

.~n&lo Calltornla WaUolll&l Ill* 
saa J'rall01oco, Calltornla 

'l'be <Nrnnt report ot •-'netloD ot rov l>alllt baa 'bMD HOelft<l 
..n4 ctnD cue1'al oouldfta*loa. J. Oll11f ot tbe report of a-'aetua 
1>u- t......Utte4 to U.. ~ ot lllreotore. n. noport rwea1a 
tbe coDtlmlaUoD of a p~ or1Uo1M4 h1clllT ,...lateotoQ' -
•llUOD lD tbe 11111111: &I ..U &I - nalatloJoa ot lAw llaoa tlle prniO'O.O 
u•luUoD. Tov. alloGl4 ·~ oanflall7 U.. •-'•r'• orttlol- ao 
to .. uore reqllir!.Dc at\cllca, ao - forth • - 2 111111 t.uerto 1 
to 17 ot tldo report. Orer .. 7,000,000 ot U.. tOial n10u- ot U.. 
l>ODlc •""* ..adoer or1t1c1•· ftU - 11 ~tel7 \line llllll­
half tlM• the -- ot u.. "*'• aollll4 Ollplkl aiiWt- !1111 par· 
poM ot U.. orttiol- ill the report 11114 ot the ortUol- - fortll 
1D tbh 1otter lo \o -loi the lloar4 ot Dl.noton ta a -IW\lft 
IO&DDU to prctoot the illtoneto ot \be ~olton oo .. u ao ot U.. 
obarebo1«-ro ot rov bait. 

J'rOII the ooliHialo - 11oaa 11114 D1oowato1 oa - 2 ot U.. 
report, it 11 •to4 tW ..,....n-to17. of to\&11- t o o1Mo1tlo4 
olow; OlpJII'OliUa.-17 • diiU\flll 11114 ... looa, .. lac • tokl ot ownn­
aata17 41. ot tllll toW 1- -., .. , to ..tr.roo olMolttoau-. Ioo-. 
to attUtatoo, ottloan, 41ro0ioro llllll oorpo:rau- ta ~ tllor -. 
a .Uo\cllal tatoroot an ct laJ.o4 u fol~l alow t\6,12&,1101.10: 
<lnlt\tlll t;s, '721,4310.27; looo ta93.113t. 3D, llllll pt'ft1Aa17 ollllrp4 ott 
$5 ,576,2311.12. n. 1azp--* ot ti!Uu.l lao1wlo4 ta illla olMom­
UOD, wh1oh -.tM AMiaiial potaUal loo_, .... U .,au illl* 
tbooo roopoaatl>lo tor IIIII uta- 1 i ot U.. M* are roiJloul'ltlo t• 
thh oorlov.o prcbl-. !llolntoro too ~ lllpon- _, 'Ito pl.81M& ,... 
tbe -•ool\7 ot 1.111M4lato ooU• 11114 oatorco4 oornoU• ot illlo "­
cr1Uo1oo4 o01141UOD. 

0.. - 2, tum 1, IIIII o'!Wt•r 11M noporto4 iwaV laz'p 11114 
wbo117 ~ U.- o1 en41i ,..ncaUJII, oltor tllll altalaaUOD 
of -11oat1ou, aMi -' ot t4Q,Ul,m .ee. wld.oll11 a11ov.t lll{t ot 
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t~ tot al re........,•• aDd appron.&tel;r ft¥U u ... the c- capital of 
the 'bAI>I<· Ill a441Uon tl"'reto, u ._repta of $10,016,.00.ol9 baa 'b .. n 
prniouol.r obarpd ott on theoa ooncentrationo. The h1cl>l¥" Wldeeira'bla 
nature of theoe ooncentratioZII io further ~baoia-.1. 'b,y the reox:>it>~la­
tion of int er11t rateo wh1ah ohowo an inc..,. loll of $1 ,12!5,921.05 011 
the protent intoreot 'baoia .. oppoood to a ~ bao1o. rue loll on theta 
aneta alone h ~~pproximatel;r twioo t he 111101111t of the annual di"<idend 
rata btil>c po.id on both the ooaaon and preferred· otOC:.: 1oouoo in the 
omaunt of $612,000.00 In th1o coDDOOtion, attention io directed to the 
1llaplit1 of ce:rto.in d1T1denda heretofore paid, ao herein later diocuaeed. 

Thoro h oohe<tuled on pa&e 2 , in .. :rt 3, of the ropo:rt , borrow1~ 
of dirootore and corporat10111 in which the7 haft a wl>tt&lltial intereot 
total iDe $16,018,518.50. l:laUMra and th1o office baTe ciTen 7<¥U 
probleo conoidera'ble tillle and -tbetio coope.r at1on c1nr1.nt; and abce 
1933, nt the point baa 'baen reached when tbeoo larp borro~. which 
are !54.0. in omooo ot the .,._,,. o~~pital of the ban:<, - ohow -
diato wl>otantial impJ'OT_,.t, The leek of p~oo lll8da in 1mproT1l:lc 
and re41lo1Dc thio larp concentration 1o indioat!Te of the negl1ge11C41 
of the 'bal>k' o --At. It 1e ~~pparent that Tt%"7 little baa 'been or 
1o 'beiDC acc...,Uohed 'b.r the --t to reline thio titu&Uon ond 
tu't il IW>h time ao the acUTe officore place their om borroT1~ in 
aooopta'ble oolld1Uon tbe7 will DOt 'be in poo1t1on to ontorce the •­
action on t he part of U.. other offondinc direotoro. 

On page 8, 1noort 1, there are aohec!ul-.1. two flacrant Tiolat1ono 
ot SooUon 5200 of the llnio-.1. Statutoo (tJ.S,O. tltlo 12, oec. 84), 
proh1bit1DC o:moooi ... loana, Zllll!lel,y; the Dollar St e011oh1p Linea, Incor­
porated, L1JD1ted, in _,t of $2,800,021.56 and the llor'bert ne1e!lbaclcer 
u,.. eccroc-unc $3,473,"2.26. 'fhe emeoo1Te lou to the Dollar St·•­
ohip 11neo bad i to or1cin in 1930 at ~~pproxilletol;r ft¥U t11Deo the lapl 
loanillC 11JD1t of the". 'ballk led 1t baa DOt onl7 'bon withonlt reduction 
olnce J.me 1936, but DO intoroot baa 'bMZI paid thereon o1nce llec•'ber 31, 
1936. It 1o otUl $905,021.56 in a:me11 of the lepl loanillC l1a1t IZI4 
a """ loan of $2!50,000.00, DOt refloot-.1. 'b,y the report, aa - c!arinc 
the •xw•natlo». \o fiDaDCe currnt operatlou. 

The oonotantl,y a:mooo1Te l1Jle to Praoidant llo~rt ne1ol>httc1tor 
reToalo a net ro41act1on of onl3 $89,936.81 o1nco the proo..tillC • .._.,.,._ 
tion, an4 1o otill $1,578,442. 26 in a:meoo of the local loaninc limit 
of $1,895,000,00. 1\ 1o wholl,y withwt a Proct"• of .-uon other 
than troll the prooeade of the .appo:rt1nc collateral 111 the ..,.At ..., 
ohonld 'be oold, AOtw1thetand1nt; that clllrillC the e:111111Mt1on of Juzw 16, 
1936 proaioe wu t1&4e dat1llitel,y to procr- t hio loan for ro4uot1on at 
the rate of $50,000.00 -thl,y, and the II 6 B ne1ohhoeker 11ne, whiah 
1o a ooatponont part of the emeoo1To line, $100,000.00 110nthl.r• 
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e. a\tatloD td tile Dlrecton D4 l:acuUYe OU1oen 1e oa11e4 w 
tile proT1elo,. of SeoUou 5300 of tile Jlnohed Shtutee , wbioll pnaoril>e 
tile Ualte vpou tile -t• wblcll a be.* ..., loc to UIT penou, oo-
.. artaeralllp, uaoolatlou or oorporaUoD; tile prortalone of Seotlou 523a 
~t tile ...,heel. Statute• (u.s. c. Utlo 12, oeo. 93), wllloll proYlciM l D 
o!teot tllat tile Dlreoton lmowlQC~ llppl'CIIrl.JIC utT Ylolatlon of tile tor.­
so1DC aeotlon rill be !.lei. peraonal~ D4 lncl.l'r111nal~ llal>le tor all 
d~JUC&• llbiob tlla 'blllllc, lh ellarellol<lotn or IZIIf otller penon allall han 
suatalaecl. ln conaequeDCe of .,.,b TlolatloD; encl. tile prorttloDa of •­
tiOD 22(t) of tile :r..laral Jleeern .Act (u.s.o. title 12, eeo. 1503) wllloll 
prodcl. .. ln effect tllet 1! t ile dinctora or offloen of ., -r ltedt 
Ja>owlDC~ Ylolate or peral.t 811/f of the aceDtt, of tlcen, or c1.1recton 
of the 'bllllk to Ylolate aeotlOD 22 , o.r nsulatloDt llll4e ....s.r atllortv 
thereof, nel')' director D4 tdflcer part1c1pat1QC 1o or atMiltlQC to 
...,b 1'1oletlon allall be penonal~ D4 ln41•1d'llal~ llal>la for all 
~· wlllcb tile bedt, lh allanllol<lotn, or azq other penou .,.talDa 
1o conaequellCe of nell TlolaUOD; encl. tile prodaloDa of SectloD 22(c) 
of t he l'llcl.eral Beaern .act (u.s. c. title 1~. eeo. :5'/Sa) wllloll prolll'blh 
loa... of the t;:n>e herel:l criUched 'b)' a -er bedt of tbe J'e<lotral 
Bo .. rn ~·t• to 811/f td ita eDOUtln oftlcera, encl. prortdet t bat ., 
execut ln ottlcer YlolatlQC tile :~>roTltlona of ._ allall be wltJect to 
rotDOYftl ft'OII ott1ca ln tile IUDller preacri'bed 1o SeoUon 30 of tile --
1~ JDt of 1933. 

On Po«• 8, 1Deert 2, tllere 1o a coaparatln aollednl.e of 1 Loaa to 
Blllllt' • Attlllatea, • wlllob allon tbat .,.,b lollDe at tile cl.ate of e..w.e­
tlOD osgresat ecl. $16,87~.436.01. ~ exaNllllr atatea tllat tile :9rtoar,r 
purpo11 of the maJor portion o! tile att111atea aD4 tllelr auba1cl11riea 
waa to enable tlla _..t to WPeculate ln atoelta aD4 boDcl.a D4 lOIIIl 
:nonq uDcl.ar broacl.er corporate powen thaD tboae prortded 'b)' tile national 
M4 atate ba*lQC lan . .i.o a reWDlt, tbrwcll tile ..-4.1• of 'QDwurtmted 
ezte,.lo,. of credit to tile attlllatea, tile 1>ult bat auttered a pre­
total lo .. of $5,331, '/M. l3, wlllcll 11 1n eJICete o! ~of the.,_ 
Clll)l tal of tile 'baDk, wlt - i4oJd.IIC 1oto conalcl.eratlon tile 1oc ... loee 
autterecl. 'b)' T1rtua of tile COIIp~eed lntereat ret81 on tile attlliate 
lo.,. wllloll .. ..._leta tllen 1~ .trrutc-tnta thnld lte- wltmut 
dal~ for tile llquicl.eUon td all tile ltedt' • attlllatea. 

Ot t ile 520,000 abarea td outat8D41QC _, Clli)ltal ttoelt td tile 
blllllc, 196,965 &baret are l:elcl. aa iJrr .. -..te 'b)' tile bedt' 1 .,... att111atee, 
carried on tllelr bookt at $9,748,8:56.7:5 u4 -1QC aii&Jbt Tal,.. td 
$3,72:1, 336.00, or a loa• td $6,025,501. 7:5: 30, 618 tbaret are o- 'b)' 
a dlreotore ' corporation MaTl~ ln&obted to the blllllc; 5,040 abarea , 
talten )).P.O., are pledpd 'b)' otbere u collateral to lO&Del and l ,~U 
abarea ore lllepl~ llelcl. 'b)' tbe b&Dk "Qy reaeon of 'belli« carried 1D tile 
lnTea-..t .OOIN!lt lte!ynnd tile Ualtatlona preacrlbecl. 'tv Section 5201 
ot tile BtYhed statutea (u.s.c. U tle 12, aeo. 83) . No ltloelt td atoelt 
b carried on tile 'booka At $U,039.00 8114 at tbe \1M td ez•iD•Uca 
hAd a 11611<et Talu of $21.884.00 or a lon td $9,173.00. l' _, 1te 
cllapoaed of t.»di.,te~. 
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'!'be total of tt.o foreeoillt; Ia 233,037 alluoo or "!'J>roxin:ate~ ~ 
ot eM ent ire cocmon atcc:t 18,..... 'rhla repretenh an lllCnau of 21,362 
obutt alllCO the exa:Jln.ation of !lo•1«ubor 10, 1934, Of thia 1e0unt, 39,650 
ollarot are plecl/!ed to the bank ao collateral, and tho loano oecured there­
'):• c.re entire~ dependent thereon. The af!Hl4tad Ar\6lo :r .. uonal Corporll­
tlon It indebted to the ban:< in tll4 amount of ~375,000.00 on an unoecrured 
bull, and it the holder of 179,527 oheret of t he b!W:' t otock. The net 
i ncreoee in total ehnrea baa been oec• oioned by ita purct~o of dlotreoaed 
ttoclc on the opan mar'.cet. lbrill8 tl:e period covero~ the ,..~tot bu n,.,.. 
tuatod !r<D $8.00 to $33.00 a shere , and ao ot tilt date o! exaoinatlon 
lt n t quoted at $15.00 a share with low t1'ed1ns oct1Y1ty. Inotead of 
endeavori n« to nlleve this unaatiofactcrJ condition by dit))otilll: o! the 
ttock on tbe fomer rlaillt; :na>'><et and thereby o'btainins aaoo hlghl..v d&­
t!rable liquidation f~ the otegnant low intentt affiliate liL~t, thit 
condition haa beea "'lllr&.at,od. 

Out of 204,132 alluoo of outotandl~~& Cla u •.t.• ceoitftl ttock of the 
affiliated ADClo llational Cot'!>Or&tlon, 41,028 tllo.ret m held ae inYeot­
"enh lrJ the bank' a own affiUateo carried on the ir boo".:a at $1,566,933.:!0, 
and hoYin« a III&Jicet -.alue ot $6'15,539, 01' a lou of $891,394.30; 25,891 
aharoo of ouoh Clau •.t.• t toclc •re owned outr~ht b7 the bani: at a book 
Yalue o! $518,522, and han a ....,...t value of $414,256, or a lou of 
$104,266: and 9,968 aharea are held at oollnteral to loano of otbero. 
The t otal of the foregolDg io 76,887 ahano or 37.6&:' of tha entire Clana 
11 A" etoc1c outeto.nding .. 

In addition, the entire 100, 000 ohnret of Olaso "B1 capitol stock 
nf the -'ft&lo llr:.t1onal Co1'90rat1on. ouhtandillt; ore owned by the affiliated 
Conoolidated Socurl t1ea Company, and are pled4;ed to tOCU1't itt ludebtod­
neoa to t he bank. 'lhocr are ca>:rled on the boO:Co of the affllinte at 
$901,135.66, and. ue cla .. 1f1ed therein ao hoYI.nc no IIW'.tet Yal'l:.e , and 
t~.e lou t henin 1o not it!Cludad in the aboya mentioned loueo. 

!haN haa been an increaae Gt 591 ahnreo in the holdlft&a aince the. 
PNYiOilO tuainatlon. 'lbe O&Uet -.alue of Claeo . .... otoclc haa aloo n=­
tuatad ft'CIII $7.00 to $30.00 a share, and &t the t 1De of euaination h8d 
a IIW'o<ot Yl\1,.. of $11..00 a ahnre. It 1o eYidant, therefore, that t hia 
untatiofoctorJ condition hao 'been ag&'1'aYated tinea the precedllll: e:z::::r 
ination • 

.LI of the date of thle aJaDinat1on the nrioua attlllatet of the 
banlc han BUttered a lou of $7, 021 ,162.03 on their hold1Dge of tile stock 
ot the banlc and of the Anglo National Corporation, a brce portion of 
which haa been charged off acainat the un41Y1dad protl to account of the 
ban:.:, by lou .. taken on the 1114e'btedneu of the afflliatea of the 'baM. 
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on April 27, 1932 an ent'l')' ~eared on the gener• l le~er ot the atfilio.ted 
Contolideted Securitiet Co~any entitled ·~;ndicate partioi~ation- Borbcrt 
n ehhlw:ker• in the amount of $590,550. This eccCNJit trao Pnrtiall,y eecured 
b1 7,560 ab&reo of baDk stock and 3, 334 of Anglo t atione.l Corporation Clate 
• .t.• otock. The examiner otatoo tbD.t a caw ot the OTD<Ucate agreocent c..,.. 
not bo loc&tecL The increaaed bo~'IFint;a of the affiliate t o enable it to 
cony thlo aaeet were not opacificall,y epprond b1 the directoro, nor did 
tbet ben la>owled&e of the tranuction, aa naar u Cllll ~ deteminecL The 
Uab1lit7 w&a sbom in preTiouo reports as a direct liablllt)' of Borbert 
nehhlw:kor. 0.. Sept..,ber 30, 1935 thie general led&u ent'l')' w&a elimi­
nated and the above mentioned otocl<, having a ll!&l'.cet Talue of $213,155 o.t 
that tllllc, wns ploced in the bond occount of the affiliate at $590,550, 
or $377, 395 in e:rcess of the marlcct value of some . The ban:t later absorbed 
thlo lou by chargi ng ott on the U no of that affiliat e, and the tot•~ 
charged oft on thie line aggreeates $1~327, 743.56. 

Ot the total loana , epproxiJr.otel.Y $21 ,000 ,000 or 20. 7~ 1a oecured 
by U eno on real est a te in Tariouo foma. s ..... of theoe nre held 88d 
carried Ulegall.Y. 111 th appronmatel,y one-third of the roal eotate loano, 
In dollar amount , still NI>Jeot to criticim followi~~t; the liberalization 
ot the la•• gonrniDg real eot&te lo8D1 , i t 1o 1111perat1Te thet these loane 
be tlven closer attention and ruperwiai on b1 the ~t with the end 
In vi ew of inaugurating a more ocgreosive correction and collection policy 
on cleoaified and ncn-contonHng loans while condi tiono r..,.ill f avorable, 
In onler that they llllliY be reduced to a minl.mum. 

The "Other Beal Estate" ot the bOllk is carried in the loana and di,... 
co\Uita of the bBJ>k t hrouth the medium of s e>-ealled ealea ot ouch real 
eo t ote to tha affiliated Progreoa Uortg~~t;e Company. llo don payments are 
made by the Progreoa llorta;ege c~ and nc obligntlon exioto tor tuture 
pa;,cenh b1 that CompaJV" other than pqments reruting from proceede Of 
oaleo ot parcel• of the real eatate. The t enoo and conditions under r hlch 
thla real estate 1o tranaferred t o Progreoo l/ortcage c- are such tbet 
thla arr-ement doea net constitute a bona fide oele. Thia reel eetate 
ahould be obD.wn as 011Ch on the boolta of the ban:t and ao ahown in tuture 
publhhed reports o:t the baM:. 

Ot t he f oregoing reel oot nt e, $1. 634, 635. 03 wao ao<!Uired in violation 
of lnw, and a lara;e port i on of thil hea been carried ter be;yond t he five­
yeer limitation oet forth in Section 5137 of the Roviaed Statutee (u.s.c. 
title 12, soc. 29) . It oppeara from the orsminer' • COIIIllenta tbet tl:e onl,y 
reel eotate diaposed of during t he put tm ;veers hu been the more de­

al rebl e and :DOderatel,y p riced realdentlel propertieo . .1. rOTle w of the 
real oatate ,..,. owned r8Teala tbet there is little of thlo type re:>ain1ng 
and thet tuture liouidetlon depends almost onUrel.Y on the oalo of apart­
cent bouaea, eannei1.e1 , ccm:~~ro"lal and office bu114-1QCI , hotels. SUBer 
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reoorta, unimpro,..d i nduatrial tit .. , entire blocl<a ot poorer located 
cit'/ leta, &rein tame aod l ar&a acreac .. of raop land. It ahould be 
noted tbat 15 of t he ..-iniac 256 paroel a are carried on the boolce at 
onr ~ of the total innetiDIInt in real eatate. !co IIIUCl1 empbaait 
cennot bo placed ~cn tho neceoeit7 tor the m&oa~.,.ent to r..,iew t hit 
cccow>t , rev ito tale a price a to current type Yaluatlone and elilllin&te 
ucou pr!coe on the leta deoirable end DOn-productlYe bol41tlce in order 
t o atop the cor17il111 charge lo•••• thereon. Jurthermore, a detinUe an4 
accept able proarar.> ot liquidetion llrWit be conaanted to an41bo real ee­
tate carried in t he ,..,.. of the Procreu l!ort&ac• Caop&>IY maat be trene­
ferr•d boclc t o the •Other Ileal Jatate1 aoccount on the bool<t ot the baJll< 
dnct t he preaent =tthod of bond] In& t he ...,. c&nDOt be conatNed u a 
bona fide tela. 

There baa been a tenderq in the bond accowot in lltDerel to­
opeculatlon f or profit rather t hao inntt iD8l1t tor aatet7. llllbttandard 
lmttt oontt in t he IIPProldmate IIOOWlt ot $9 ,000,000 art at1ll preMJ>t. 
In the lntttlllent occowot. The chencter ot the rtmalnin& aueta ot 
the atf ll lattt it ao additional indication ot ouch pol1q. .1. bond 
t r adln& account, which baa been ununell7 110t1,.. durin& the put Teart 
"!tb oubttantiall,y cbant;in& price• in the ·- cr&de itiUIIt , it maiD­
t alned 'b7 tho baDlc. 

'!'here bne boon 21 block• of atocl<t and bondt heYin& a boclc ftl,. 
of $3,813,46?.54 which heYe been illteall7 110qulred. Of t hlt """""'t 
$1,983,167,00 it ropreaented b7 15 larc• blocka ot atoclca uon& which 
ore Included 1,414 eharea ot t he b&llk'a own atoclc and 24,688 tharet ot 

, Clue 1 .1.1 coacon at oclt ot the attil1ated J.nclo :r"Uonal Corporation 
. · carried at a combined boclc ...u,. ot $56', 551. .t.Uhonch both atocltt are 

Hat ed on the local exchao&e a rea4J ot.Jicet bet all but 41._..-.d. the 
onl,y real p\ll'Cheter tor e ither ot the it.,.., beln& the attlllate ltaelt. 
The toracoln& atocl<o and bonde wre acquired in Ylo1a t1on ot tit her 
Section 5136 ot the a.rtted Stat'ntll (U. S.C. U U • 12, 1110. 24) or Section 
5:!01 of t he lleY!te d Stetutea (u.s.c. U t l e 12, aeo. 83). 

Stoclce of corporat1o111 in which d1 reotore are inte:rltted are carried 
at $:!43,622.00, of which $135,186.00 It clt.ttlfled at elow and $108,036. 00 
ao lett. '!'he otx !touat of bonde 1llteall7 acquired han a par •alua ot 
$2,352,500 and a book Yalua at $1,830,38:!. 81, which It claaalfled u 
$1 , 796,931.81 tlow and $12,150.00 lOll· l i th the e:~coptlon of one .s.­
faulted itoua, t baao bonda are ent1rol,y without a 11181'1cet and art tbol'­
cue;hl7 troaen and undttirule In nature. 
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Iaol'CI4H 11> tbt otocb 1Uopll:, ..,q'Clin4..,. tau 1up blocb 
haYIDC a book TOl ... Of $776,464.4& 0114 a ll&lbt Tal .... of $308,167,50, 
upon which a looo of $4?0,296.95 hao bMn oot1mato4. No 1ooo aholll4 
not 'bo cbaJ'sod off ocaiut t'be UD41T14e4 profit ..,co..,.t of the 'boDk 
'bat rat'ber obaol4 bo nmoT<~4 '117 t'be 41rectoro oricinall;r -roTiac ' 
tbooo !llosal purchaooo. 

lllfere110o io ma4a to page 2, iuort 10, of the nport in connoctioa 
with tha cancellation of 4o certain noteo aa4 tM:inc of tha sapportiQC 
ot oclr: collateral 1Jlto tbt aooeto of tba 'boDk at tha feco _,.t of t'be 
not••· bn ..... t o haft been no oadeaTOr to collect ., of theoo 
ol>llcaticno fr.. t'be ulcoro, .U t'be tiM tho)- won t-... onr t'ben waa 
a ll&11<ot looo of $2,072,422. 20 11> ._, which the 'boK aboor'bo4. 

:rro. tiM to tae t'beoo otoclco beTO 'boOD carr1o4 11> t'be 'fr<atM<l 
.UNto, 11> t'be 'bazllt proper, 11> t 'be Tar1CI'Q8 aUiliatoo, 11> tbt affilia*o4 
Procro•• llortcaco eo.p., IID4 thoo' now _..,.. a the 'bazllt ~.... ~ 
li.S.ralllo 11qll14at1on hao t .. n p}..,e 11> tbt intoria u4 hM\'7 looeoo 
ban 'beoa outa1Do4. Jlepr4leoo of w'bet'ber tho)- ,..... t .. ,. '117 t'be 
aff111atoo, thq ho9o b- cbarp4 a«ainat t'be WI41T14e4 profit -
of tha 'btolk 1Jl t'be f1Jlal ......:~Taio, '117 Tirtn. of the ~ looooo charp4 
off on tha llnoo of t'be aUillateo. b oatiro IJ'OIIP of illocal 1J>Toot­
Mnto 1a oloaoifio4 eo $2,391,178. k llow, $53,5e0.00 ciDUtfl>l &D4 
.eell,811!.&7 looo, which 1o oqlli'Yaloat to 1!1!.~. 13.~ u4 sa.~. 
roapoctiTOIJ', of t'be total oooota oo oloao1fio4 11> tha 'bcn4 ecocnmt. 
fbo attention of tho dirootora io &SaiD oallo4 to tboir 1Jl41Tidaal 
llablliV for tmT 0114 all looeoo nffere4 'b7 tbo 'btolk oa thio t.....­
ectioa eo prOTido4 '117 l!oct1on 6239 of t'be 111Tioo4 Statutoo (1J.S. O, 
u~e 12, .... 93). 

fbon .... ~ 1a- of banda of do'batablo losaliV beTiDe a por 
Tal,. of $4,167,600.00, a 'boclt Tal'QO of $3, 81&, 727.8&, &D4 a-t 
Tal.,.. of $3,669,821.36., rnealiQC a loot of $255,90&.50. fbo IUJor 
portion waa purchaao4 oiDDo lll'bnla%7 11!, 1935, 1a rato4 eo oubotaadar4, 
u4 tho local1Q' of - 1a oor1CI'Q8l;r qaut1oM4. Conotaat cr1Uc1• 
of t'be bazllt' o 1J>Too-t pollcloa hao aYa1lo4 acthinc. !'!» oxtrae 
...tiTiV 11> t'be bond tro41Dc -t f\lrt'ber indicatoo tho telldol>q 
t o'Y&rd OJ)OC'Qlation for qa1cll: profit& ratbor thaD ill'foo-t of ourplu 
tlm4.o Ill •-no4 &D4 ooand oocn>J'itieo . fbo put &D4 pnaont practice 
of 4aalilll 11> low cra4a aecaritieo 11> Tiolation of tbo proTioioaa of 
Soot ion 1!135 of tho 111Tioo4 statu teo (1J, S.C. Utlo 12, oec. 24) &D4 of 
t'be ~•t"*"' Socuritioo Bocalatioa pnoor1'bo4 '117 t'be Ca.ptrollor of 
t'be ~ 1n p!IJ'WaiiCo t'benof, IIIUt 'bo 41econt~4. All 111Teat­
.. ,.to of tlUo natura IIUt be liqa14oto4 in aa order!¥ ........,.., 

, 
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!be attention of the direoton 1o ~Cain clirect.d to the prortal­
of Section 5204 of t he Brr1oed Statuteo in CODD8Ct1on with the dec~ 

t1on .ond peymont of div141114o. !be 1llepl deoleratton of divld....S. 

o:r tlle :Boar4 of Director• of the baDlc 1o &114 bet bMn a aUer of ola'oaio 
cr1tlc1oo. !be combined profit eccaanto for dividelld purpooeo at tho 

tine of e:uninetion ~acated $2, 988,473.41, while otetutor:r bad debto 

alone ~4hd $7,300,806.83. '!he $178,900.00 oat aalde aa a n .. rft 
for diYidend.a ollo>Ud be retun>K to tho un41Yida4 profit acc"""t 11r 
proper :SOard oction. It 1a elpUtcant t o 110te th&t of tho total ata­
tor:r bad debto, $4,508,013.30 npreoento loano to off1cera, directon 

and the1r oor;>orationo , the maJor portion of the loeno bel.nc on a o~ 
prOl:lised intereot rate bo..to. 

Your &ttention ie 41reoted to the euainer1s C<DMnto in co_.iOD 

with ' Iaproper ond llle,sal Ch&rps ~t - bpenoe .&oc01111t' aa oat 
out Oil pe,te 2, inserts 12 &114 13, of the report. 

Your attention 1a directed to the line of credit t.ll4 c011111ento with 

raterencs t o the hotorn American Boalt:r Corporation ao oat out on PIICI 

8, insert• 46 t.ll4 47. It appearo th&t at the u ... of the otOCk mubt 
creah an alldoavor was ma4e by c ertain ofticert of the bade t o ._rt 

the .....,.,t for thio balit1 • otock. Ill order to p rortde ta4a f or thlt 

purpose, two notes of nee Preoidenh of tho - · in the ........ of 
$l.SO,OOO each, and each oiCNMd b7 3, 200 ohareo of stOCk of the bade, 

were ploced 1n the aotett of hotern .-rtcan llealt:r Corporation, a 
corporation controlled b)' directors of the baDlc, t.ll4 at the •- tiM 

the obl1pt1on of h etern .-rican leal t:r Corporation to the badr: wao 
1ncreaaed in a Uke a=oant. 

On Septeclber ~. 1938 the obl14&t1on of the ••tern .-rtcen llealt;r 
Corporation to the be* wu rednce4 $300,000 liT trana!erfl.nc the tw 
not es totall.Jlc $300, 000 to the Procre11 llortgap C~, the obUpUon 

of "hich Cco;>&DT to the banlc .,... 1Dcreaoed in a olm1lar -t. '!heM 
noteo were later canoelled IUI4 the 6,400 thana of the banlt1 t own otoolo: 

were placed in the bond eocount of Procrell llortge,se Cootp..,.. at $300,000, 

when ito mubt valna wu 1111 than o,...hal! the -t. Cia llocMal>er 21, 

19:!6 the Procre11 llortse,se c~ reocld thie blOCk of eto* to till 
affiliated Anglo Jatlonal Corporation at the ll&l!oot and euftered a loll 

of ~146, 515. 20 on the traAeeotion, whi.ch loll was 1Dc1nded 111 till 
~1,000,000 cherge off ma4e on the 11111 of the Procre11 llortpge C­

on !le<lember 28 , 1936. 

!be preGe:>t ratio of net capital otNCtura to dlpoelt Uai>Uitiaa 

is ;1.00 to $14.15. fho ratio he& - CNt of 11111 for the put Mllr 
7ean end 11 bee~ PJ'OCI'IIIift}T 100re 1C u tiM goll on. Ill view 

ot the feet thet tbe to=d capital otn>Dtura 11 apprc%1M.te}T $12,500,000 

.. 
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~olo11 re~h ou accaunt ol the =a:.throctor-t cuot atatuo, 101110 
ote;>l wtt be t akou toward the oar}T correotton of thh condi tiou. 
!oruiDCI alou o&DDOt be loalted to for t hh I)IIJ'J)Ooo tinea IIICh earnings 
170\lld be el>torbed 'br the lo .. ea do""lop111e In tho lo.r4'1 acgTef;o.to ot 
~oubU'ul auett OJid tbo frozen affiliated Proareu l!orte"'le Com;><>ZV' 
line for ~~~~>ey yeare to COIIIO. It ia tm::>orativo t bt\t l.czoediato action 
be taken by tho :Board or Directors to provide tho required ond noeeaaary 
additional c apital tundo • 

.u pointed out in prertoua ott1oe letter• to the :Board of Directors, 
Section 5 ot Bogulntion •o• proTidoa t hat a report or ol'»cutiva ofticora' 
0\ltlido borrowiaca oh&ll be made to the :Board or Directors , ond that eech 
report aball at~te t he ll8IOe ot the bon:< to 11hioh he 11 indobtod, the dote 
tnlCh 1adabto41>eaa waa 1.ncUrred and the IIIAturitr thereot, tbe """""'t and 
tom ot ouch indobtedneao, the aocurtty therefor, 1t ~. aDd the I)IIJ'J)Oao 
!or which the procooda were used. It alao providu that a record ot the 
receipt ot oiiCh ouch r..,ort ahall be IIUUI.e in the ainute bOO:: of the biUik, 
aad that all ouch reports shall be reta l-..4 'b;T the bank ond made &Yaila­
blo upon requoat tor iuapection 'br clulT autborbed e~ra. You are 
t herefore directed to obtain ccnplete reports of each executi"" otticer'a 
outaido borrowinca and record tho receipt of .... in tbe mimltes. 

Jpparent}T reports of enmlnation han not been llll>aal.tted to the 
director• tor oonoidoration at a recular meotlnc ae required nor h&e 
""ntion boon made in the minu.tee ot their receipt, lllthouch tho -~.­
ment hae boon repeatedlT lnotructod and advloed of the peroonal roepoD­
aibilltr it 1o aerumlnc 'br retuaal to comp}T \'tith thio requirement. 

Your attention h aloo called to tbe tact that tho minu.toa of the 
Board do not reTool that Important lettero from thia ottloo to tho :Board 
of D1rootora relatin to the condition ot the bank b.,.od upon report a 
or o:uclnotion have ..,..r bam conaidered 1>r the :Board ot Directora. 

Tho -iur ataho that reporto ol Tour ,....,"'"' Coaaittee are 
both brief and menn1ftlleao, conalatinc primarilT of tho voritieation of 
u oett with the ueiotBDCe of the ..U U~~g Departcent. It io ot utzooat 
Importance that the loane and diecoanb be eccuratel7 eppraiaed since 
oo l<>rt;e an aaret;ate thereof 1a adYerael7 ori~1c1ud. It 1o tho clut7 
or direotoro to keep t-oelno 1Ull¥ odvioed ot the condition of crlti­
claed uaeto. 

It 1a noted \hat three of 7our director• oeldom attend the meettaca 
or tho :Boo.rd. Tho loane of two of the•• dlreoton are emoac tboae M­
Torsely oritioiaed. It directon are 'W>al>le or unwillint; to .. .,.,. their 
dutleo and raoponelb111t1eo u dlreotoro, the? should be repl .. ed 'br 
othero who will, fha reporta of the Tarioua oo-lttMa oppolnted 'br tbo 
:Board to •liP•rTiae the operattac taztctiono of the bazlr: ahould be 1neor;>,... 
rated in the al&he of tbo -ttac of tho :Board in autt1o1ont detoU to 
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be of n l 'U \o tbot 1D41rtaullllllhn tbotreot. !lie -"beh ot tbot 1o&J'd 
)loft ., ~nat c!Dt;r \o perfom 1a fo~UJIC \bot pollc!Ae ot ~ 
UOA of tile 'l>ldl: aD4 -iDe that ...,h po.llclee u. oarne4 .,.t 11r tm 
actin ......,_,.t. !lie llillo.ke ehwl4 olearl.T •how \bot ..,Uoll, 1f U!J', 
tolcen 11r tbot 1o&J'd with refereDOe \o nob o-lttM reporh, CIA al.., 
Yllll.Ch of tbot _.,ore _ro,.. or 41._1'0,.. a Clftll lo., or tl'&IINCUOD. 

!fo pro'fidon baa been ....S. Oil tile bo .. of tile bade tor a oont._t 
l1ab111t7 reroJ.Hnc frao • j~nt 1a tbot ~t of -roxlatel.T 
;?50,000 o'bh.ll*l lit' tbot botlre of tbot La..-4 e atate. 

Tau are :requoato4 to eonal4er the report ot ollalllnatlon aZI4 thla 
let ter At a epeolal -1111 of the l!oa1'4 callo4 for thle epeoltlo 'P""" 
poao an4 t o report 1a a-tall owr the etcnatnree ot the attelldl.l:lc .-bare, 
ret tlnt; au~ the eorrectlona atfecte4 1a each of the cr1UolM4 -tare 
and J<r<lr plane tor the oaorplete el1alll&tlon ot the .... ~te • of 7ara 
re:>l.T to thh l etter ehaol4 'be fo....- \o Chief laUonol llalik _,.,.... 
"Tlllilll Pronu .. , Jr., aDd llatlonal Bank l:ao:olner L. lL Sedlacek, 1511 
t:onts-'7 Stroot, lloaa ll03, San J'r8DCbco, Calltornla. 

Very trul7 )'CN'I'e, 

0)'1'11 B. llphla 
.A.ctlJII Caorptrollor ot the CNrre~~q 
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TREASURY DEPARTMENT 

COMPTRIOU..ER Of' THE CURREHCY 

WASHINQT()N 

ACOMa """-Y TO 
............... OC' ,. .... c.u.......:v .. 

llr. llorUmer neilbhecker, 
Chairman ot tbe :Board of Directore, 
An&lo Co.lifornia SatioDAl BIIDk, 
SaD lraDCltco, California. 

ICY dear llr. neilhhaclalr: 

Oc'ober 3, 1938 

.t. caw ot rttT letwr ot crt Ucla buM QPOil 'he report ot 

tbe lateot eziiDilWltion of 1<1DZ !loa* it attache<!. 

It 11 rttT 4et1re t o ~ fair to all coiiCerD04. AcconliDCJ.T, 

7<mr peroollal attation, ao director of the -· 1o calle4 to 

tba pro•ialoAO ot O.S. C. , title 12, tecUon 93, wbich prortdeo 

at tollowtl 

•sec. 93. Violation ot provieloAO ot cbl;>ter; 
forfeiture ot trenchioe; peroollal 
ll&bilit7 ot director• 

• It tbo direct oro ot C7 natiollal biiDkiJIC attoclation 
oball la>owille11 Yiolate, or la>owille11 pei:Sl.t &111( ot the 
ottlcero, apnto, or oe........tt ot tbo uoooiation to 
•lola te &1llf ot the -ialou ot thit obl;>t•r, all the 
~·· prlrtlapo, aDd truch1••• ot tbo attociaUon 
thall ~ tbore"Qr torte1t414. ""'h Ylolatlon thall, how• 
,... .. , bo daterllllned aDd e4Judc•4 b7 a proper diotrlct, 
or 'l!errlt orlal coo:rt ot tbo lii>Ue4 Stat .. , ln a roit 
1>1'0\'Cht tor tbat pmpoM b7 the C....,troller of the 
Currenq, in bio own-· before the uoooiatlon aM.ll 
bt 4eolare4 41aeolYecL ' " " in ewe of !pQh .,1olf\1QR· 
nttx 41rector ybp part1cipate4 ia pr u••atd to the 
IW tball be hll4 l1ablt 1p hlt PUtpW ep4 ip41rl"•1 

cp.ptc1tr for all ,..,,.,, !bich the veogtatioa. ita 

-
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A. oomr>lete caw of the report referred to i n the firot para­

Gra:pb of tbio letter baa been oent to, an4 1o open for ;your ins:pec-

t1on c.t, the 010.1n office of the .l>l(:lo California llatlonal Banlt, 

Srn Jrancioco, and at the office of the Chief llctional !aDk JTen!ner, 

Rooa 1103, W Uont-17 Street, San l'nmohco. Tour at\ent' •n 

h 41recte4 to the coacents, criUcioma and conoluoiono of the 

el:II!Olner contcine4 on page two an4 inoertt (1) to (17) of the 

report. 

fer;y tru]¥ ;youro, 

C. B. 'OpU. 
-">tint: COIIIPtroller of the OurrODC7 
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Rt A!IOLO-C.I.LlfORNll BANA October 6, 19J8. 
12:05 p .m. 

Present: 

B. !A.Jr: 

Upnum: 

H • ..I .Jr: 

Uprwm: 

H.:J.Jr: 

Bones : 

lir . Ilanes 
:.lr . Oliphant 
llr . Gaston 
lArs Klotz 
J.lr. Upbu 
llr. llcReynolds 
!.lr . hylor 

All rigat, a. B. 

o~el l , Just one word of background, for your inforlD8-
tion, to bring you up t o de te. llr . Jones • s man, llr . 
Husbands, wbo is 1n San Francisco, t alked to Mr . 
Foley yesterday bbout t be possibility of tne Examiner, 
Sedlace~, planting a slate •i tn the Boar d of Directors 
of Anglo-California , ~ sl~ote of directors to be n<lllled 
as a committee to negotiate Nith the office of tbe 
Comptroller. ~. Foley said he would not do t ha t, end 
i t was tnen suggested to nlm tllat would ;;e - tile ques­
tion w&s t hen a sKed ilim if NO 1•ould obJect if !Jr . 
Husbands planted a slate wi th the Board of Directors, 
end after consulting wi ttl us here in 'llnshing ton it WHS 

11g r eea thE.t we wo uld obJect to tht~ t being done . 

tlow this matter b£.s £risen: Suppose the Board of 
Directors appoints a commit t ee whlcn is unacceptable 
to us. Specifically , suppose they include Her bert 
Fleisabacker es a member of the collllllittee to n.egotinte. 
And lir . Olipb£.nt end ll.r. Taylor , I believe, n&ve some 
ooubts about the advisability of h&ving him e~ one 
or t~o others on t he com2ittee ena r&ised toe point 
&s to wnether ~e snould obJec t to t he personnel of the 
COCI:lli t tee after it ilr.S been appointed. 

Has eve rybody expressed a view? 

No, I tilinA not . 

John? 

Well, I think if you• r e going to be consis tent that 
you•re not going to appoint the slate, if you don't 
insis t thr.t t ney appo i nt a certain slate but let them 
appoint their own slate, it puts you in a very embarrass­
ing posi tlon to say, "We wouldn • t appoint the s l e te for 
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you, won' t give you a slate ot people. But we're , 
not going to deal with llr . A1 B, or c.• I think troa 
that standpoint you're in a pretty weak position it 
you refuse to deal with the committee. After all, 
this is the committee appointed by the Board of 
Directors. I thlnk you've really either got to plant 
n slate or not, one or the other . I can•t see the 
difference between planting 11 alate and then refusing 
to abide by the judgment or the Board of Directors. 

vr - go back a step - very much difference 1t you have 
first llortilller Fleishhacker here and try to make a deal 
with nilll here , have h1m take it bock, or have Herber t 
Flaishhacker here? 

I tnin.t - 1t you' d Ulte to know how I feel about it, 
I feel much more deeply on tnis tbing than Just this 
particular thing, and you•ve (Upham) heard ~e, tbe 
rest haven' t. I think the function ot the Comptroller 
of the Currency is t o examine banks and let the direc­
tors or the bank know wh~<t t he condition of that bank 
is. I don't t b1nk i t is t heir job to manege it. And 
I feel t hat way very strongly. I don• t know bow 9ou 
people feel. But they're Bnnk Examiners, and I don't 
think tbe office of the Comptroller of t he Currency 
should offer bank manngement. That's the function ot 
the board of Directors . 

And, applying tbis particular case .to t hat theory, if 
anyboay else subscribes to it, we ' re sending people 
tnere to point out Nbere tne bank is weak to the Board 
of Directors, and liS long as tbltt Board of Dir ectors 
is functioning I tn1n.t 1t' s up to t he Board of Directors 
to take what action they see tit. 

No• if the tillle comes that t hey won't listen to wher e 
we point out the various weak:neases of the bank, then 
our avenue, as I understsnd it, is Section JO and we 
prefer ch~rges. But until that time comes I thlnlt 
it ' s up to us to let the Board of Directors run the 
bank. And I do hope tha t Delano and you (Upham) will 
give me " chance to argue with you if you don't agree 
with me as to the broad principle of examinations. I 
tnink there is entirely too much of a tendency in the 
Comptroller's office t o get into bank management. 

That ' s the way I feel. I don' t kno~<, maybe you people 
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disagree with me . 

Tnere ere other fac tors we haven' t brought out yet . 

~es . When we get around to tbem •••• 

But I •m t a lking about tho principle - whether you 
deal here with a member of the Board of Directors 
or not - but as to toe broad principle of the function 
of the Comptroller ' s office . As I see it, tney •re 
audi t ors . It's up to Erns t & Lrns t to audit a com­
PliO¥ a nd b r 1ng 1 t to the a t tention of the Board of 
Directors whether tne books a re ~ept honestly and 
properly and so f orta a nd so on. I don't t nink it's 
up to J..rnst & t.rnst to tell t hea how to manage it. 
!;ow of course, if t hey ~ant to ee~ploy awnagement, 
that's something else . Tnat •s tne way I feel. 

!olr . Secr etar) , I t hink Jlr. Dellino and I will want to 
t al.t to you about a mi ddle step i n b e t;reen examinstion 
and management •nich we call supervision. That is, 
bfter you examine you must insist upon some correc­
tions . Now, t b&t is supervision r a ther t han manage ­
ment , I think. 

Well, I ' d be glad to t alk about i t. But I don' t know 
whether my giving this little talk nelps thi s parti­
cular s i tua t i on or not. 

Well , it doesn' t do any htlrm. 

Well , I agree rtth that principle . 

Huh? 

I &gree with thli t principle. 

l don• t thlnk there is any a rgll.'llent about toe principle 

It 1dl l turn on your statement: •if the Board of 
Directors is functioning . • Now, I ' ve been i nsisti ng 
upon naving this meeting out tbcre to b e sure t hat 
waoever - t ha t someone wusn1 t designa t ed by t he 
clique; but I think all along I was proceeding on t he 
vssumption t b&t tnere were on the board somet hing 
other t ban stool- - what do you cull t hem? 

Stooges . 
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Stooges. 

~hnrlie McCarthy is the modern name. 

Now, if it turns out that there i s nobody on the 
board, since Berg from St andard Oil is not going to 
be there, excepting these Charlie UcCarthys, and it 
also turns out that n member or two of the committee 
is headed for the penitentiary, we're going to be in 
a pretty embarrassing position if we went ahead and 
dealt rlth those people; because, assuming that t he 
tnlng that - tha t after you do your first Job, namely, 
save the institution, and in tne regular course a grand 
Jury investigation, both Federal nnd state, comes a long 
and these people that we hn ve denlt dth are involved 
in tha t grand Jury i nvestigation, it's going t o be very 
embarrassing. 

Yes , but you don't - evident ly, ~ t least to ce, you 
don't give an a nswer to toe question tha t's up here. 
hs I understand it, somebody suggested th•t we name 
a sla t e for a committee. 

,/e have said ,•1e won ' t do tha t . 

Yes . •I ha t you going to ao about Husbands sug~~;esting 

" s l u te? 

He ' s not going t o do that. I.e ob j ec t ed to tha t. 

All right. >I ell then, ••••• 

The only question is, after t be co~E~ittee bas been 
named, . •. .•. 

Here ' s the question we're discussing now. Should 
• oley ht one o 'clocK crea te the impression that, 
regardless of m oz t hey name, whether they DBme 
Herbert on this committee or not, tbot we're satis­
fied to go ahead and deal with them and continue 
negoti ations? I think it'd be pretty dangerous . 

Well , I tbink you should have crossed that bridge 
before you sent him out there. 

I don ' t think we ' re incurring any great danger there. 
From common sense Uortimcr Fleisbbacker should know 
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enough to 1rn0w that Her bert Plc1shbscl<er should not 
be named on t hat . And what if be is named? This 
committee is only to prepare n plan and submit it 
as to what they're going to do; and we either would 
like the plan or •e don' t like the plan, end if they 
don 1 t provide i .n tna t plan to eliminate Herbert 
Fleishhacl<er we can still say, "You' ve got to elimina te 
Herbert Fleisbhacker from the active management of the 
bank ." I don ' t think we•re incurring any r isk at e ll. 

It 1t ;;ent tnrough th& t wcy Lnd. the bonk wa s r ehabili­
tated on that besis, it would have the sl!llle effect on 
s criminal prosecution here tha t £. K. Smith' s civi l 
liability would have had on nis crim1n.l prosecution. 

Well, I don' t ~o•, but you- if you didn't want to 
deal with t he Board of Directors we nevtr should have 
sent these two men out there. 

If you get a good plnn, a sound plan, does 1t lll8 t ter 
if Herbert nelped m&ke up the plan? 

lie • s not indicted for &.nythlng yet. I mean, s fter 
a ll, be ' s President or the bonk ond if he ' s Dppointed 
on thut committee I can ' t see where we would be con­
tuninated by dealing with him, b ecsuse we won• t have 
to accept t he plan if we don' t like it. 

1lell1 why did we send these t wo f ellows out there to 
deal with the Bo~rd of Directors if we didn't went to 
deal with them? .. 

well, I 'OaS proceeding on t he assumption ttu.t t here 
aere so~ething else beside Charlie KcCarthys on the 
~ard of Dir ectors. 

You mean to s ay we didn 1 t have £11 the infor<Dation 
Naen we sent the3e tao fellows out? 

I don ' t think anything else is lost. 

Wait a minute . On Saturday ev~r>body 8Gr&ed that 
these two fellows should go out. lt .ta s agreed in 
this office . Has anYthing happened since Sat urday? 

Well, as f «r as I ' m concerned, up to date i t ' s news 
to ~e , if i t' s true; maybe it i sn' t t r ue.tnat the 
whole board ar e Charlie UcCertbya . 
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But since when is it news? 

Cy , answer t hat . 
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I mean here you ' ve s ent these t wo f ellows out, you've 
.rrit t en a let ter t hat these people a re going to come 
out . · Now, i f the boa rd is ot such a na ture i t shouldn ' t 
have been d ealt with, then we should never have sent 
these fel lows out . 

I recull Sedla cek saying ther e wer e f ive people -
men on ther e - responsible men who are no t dummies . 

'!bar e a r e f our a t least, or five . 

That 1 s ab~ut the oaximwa you get out of c oy benk board 
t ht.t kno.rs anything ~bout the bank: about five out of 
21) or JO di rectors tlult know an,)'thing about the be.nk. 

.. ell, if I was - no matter wha t my st.,tus is, lf I'm 
o di rector of t !lll t boe rd ano I g c t a letter from the 
Com.,troller •s of fice , I t ake it on Saturday be kno·.rs 
•ma t ne ' s t alking about if be 1 :; called this meeti ng 
and said two men f rom tbe Treasury will be ther e to 
present t bis thing . 

llo•.r, if we •ve made a mistake i t ' s Just too bad . 

The prima ry purpose of the meeting is to present 
tili s thing . 

.Vby not go through with it? 

I don• t think t here ' s any r er son for not going through 
with it. 

The primary purpose of the mee ting is tor eE.d that 
l e tter . 

"811, 'Nhat ar e you wor rying about , Rllrman? 

Well , tbe tbing I ' m worrying a bout , the t hing Tayl or 
end I were t alking a bout - now, the ma in purpose of 
!:.d ' s going out t her e is tog et t hese f ac t s per sonally 
t o the attention of the - 611 t he directors . Now, 
should Ed go f urttLer and in effect s ay, "Regar dl ess 
of wtiom you designate to deal with t his office, we' ll 
be satisfied ~? Or should he s ay nothing and leave 
ourselves free t o d e'cide, 1n case t hey did des ignate 
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Herbert , ~ether or not we wanted to •••• 

1 should think he ' d sey nothing. 

VI ell, tha t ' ll take care of it . 

I should think ne 1 d soy no tt\lng . 

That t okes car e of ~ Gorry . 
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! don ' t tninK he should say • I will• or •won ' t be 
satisfied," because the point I ' m me~ing is , ~ess 
he 'O'ES s Etisfied, or r&ther the Trea s..ry was S L tisfi ed, 
t o deal rl th the people out there, then we should have 
said, •We won 't deal wi th any" and 3e invoke Section JO . 
But, having gone througn t his point a na said we ' re 
;;oing t o do it, tnen I tniM ne snould present this 
thing an~ see who t hey give us . No~ , if that' s •••. 

~nd tnen say nothing . 

Foley should say nothing . 

But we must be in a position, if ·He feel t ha t it ' s 
necessar y , f or one r ea son or 11notber, t o say, "All 
r ight, we won't do business with this fellow." 

Well , personally, I wasn• t ln when the Assi s t ant 
General Counsel was s ent out there, and I don't 
know w lly be was . 

;·:ell, tha t ·was Delano ' s re~;ue s t . lle per sonally 
reques ted it . 

Rell, I ha ve greet doubts about sending an bssistant 
Genera l Counsel of the Treasury anywhere . I mean it 
brings us 1n at this time wnere I don't see why we 
snoula nave been br ough t in. But you got a co~ttee 
and you f ellows al .. decided on it, so I says, •o . K. " 

Deleno f elt very s tro!l81Y about it , and I acquiesced . 

Unless somebody tel ls me ver y dif ferently , I think 
t he less ~r . ~d Foley s ays the better. And our 
strength is now tha t we ' ve clesneu t his shop out 
so we c an t a l k and t her e are no lea.ks . •.ve put t hi s 
thing up; let t nem move , come back and talk it over . 
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Then we can consult. I ' ll consult as often ••• • 
But I would lay tb18 tbing - Just hold 11q cards Just 
as close to MY chest as possible. Foley should keep 
his mouth shut. Let the - Sedlacek, or whatever his 
name is, present it and do the talking, and then let•a 
see what happens. Now, does that protect you? 

\\'ell , I'd like that better, but I was perfectly glad 
to have him go since Delano put so much store by it 
and appealed to me personally. 

But in view of the present thing, O.K.? 

I ' m pertect!y satisfied • 

.t.ll right. 

I'm perfectly satisfied. 

Herbert? 

Perfectly satisfied. I should thinlt that Foley might 
~ppear out there as a special counsel to the Comptroller . 

He's named in the letter . 

As a representative of the Comptroller. 

As represent ative ot the Comptroller . 

.Vhatever it is, don't change it. The main thing I 
th1nk ~re have done so r a r - every step we bave =de, 
we bave stuck to our guns; don' t let•s wobble, don't 
let send telegrams one minute tbat it's one t hing, 
ana tae next m1nute enotber. I'd rather be a 11ttle 
bit wroJJg and stick bY 11q guns, show a un1ted front . 
It I made a maJor mlstake, I'm willing to admlt it, 
but Just a 11ttle mistake •••• 

There hasn ' t been &Qf mistake. 

No, no . Don' t forget that 95 percent of tbe purpose 
of this meeting was to get those facts preset.ted. So 
it would be agreeable if after the meeting Cy and I 
called Ed up and made sure he understands we must leave 
our baJIIla tree. 
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Well, we haven't gone ~round the room. 

Well, wnen we go a round •••. 

Herbert? 
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I'd say in addition I feel certain that Mortimer 
Fleisbhacker will go right to bot with his statement 
tha t tney ha ve nlre1.dy entored i nto negotiations, which 
will take ca r e of that end, initia ting somet hing for 
t be boar d . Tne otbGr t hing : I thiDA tbese d~ 
direc t ors are not so likely to be dummies any more 
uft~r t ney 've rebd and d1gestod t hat letter . 

kll r1gnt, Herbert? 

(Noos yes) 

Wayne? 

J..s long tts .te a re i'rotected so t ha t <te don't have to 
oo business wi tll t ne group t hn t tney d esigne te - and 
l understt.nd that we 11re pro t ec t ed. In otber words , 
.te say not hing a nd don ' t say , "All right, we'll start 
negotiating with you immedia t dly . • 

71ell , as I understand it, they present this thing and 
tnen Sedlacek calls U? and r eports what happens. 
I sn' t that what's done? 

Xes , sir. 

\'lha t? 

Xes, sir . 

Isn't that what happens? 

Xos, sir. Xes, sir. 

Seolacek is there as a r epr esentative of the Comp­
troller and after tbe meeting be calls up Del ano or 
you ond says, •Tbis is wba t •s happened . Wha t ' s the 
next move?" 

I don't understand , though, tbat we can jus t retuse 
to negotiate wi th these people tbst bave been 
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appointed by the board. We •re aaklng, a t least 
tacitly, tha t t hey appoint a col!lllll ttee to r epresent 
t ha t bank. 

That's right. 

That's right. 

I don't think we can turn t round and say, •Well, we 
don't like the f ace of Mr. XYZ. Therefor e , we ' r e 
going to tell you;can a; point tha t we~re goi.ng to 
deal with." wbo you 

'lhat isn't a bridge we ' r e going to have to cross 
this morning. 

'l'hat• s the only point r aised by a.nyone, e nd the only 
point that I huve t o have settled - tney 1 r e being told -
tne directors a re being asked to appoint u committee 
and they 're being told that a repr ese.nta tlve of the 
R. F. C. is on t be Coast; now presumably , as soon as 
that committee is appointed negoti a tions will begin. 
And i f t his suggestion tha t we say, •No, we won ' t 
ueal Nith that committee• is a voliu one and is 
upheld, wny, t hat was the only thing I wanted to find 
out a t t ills meeting. 

II ell, let me put it this way . Does it say in the 
letter t o - ask them to form a committee? 

No, sir . 

Gould this satisfy you and everybody else - I still 
don't think I have tne Knole s tory, but I 1m doing 
the best I can - if you took this action: tbe 
Co:nptroller' s r epr esenta tive presents tnis th.ing and 
then simply says , • Now gentle:nen, wha t are you going 
to do about i t?• J ust "!low waat a re you going to do 
about it? What are you going to do a bout it?• 

I t hink that' s correct. Pass the burden to them. 

Now you don't say anything about a committee or 
anyth.ing. You do any there ' s a representative of 
tbe R. F.C. on tbe Const . "But gentlemen,what are 
you going - the officers who hold the legal 
responsibility, wbat are you going to do about it?• 
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Well , if tney say, "We w&nt to appoint a committee,• 
so forth and so on, tnen you say, "1.11 right, but we 'll 
ts&e o look at it .• If you Just go in and say, •Here's 
tnc thing, wha t you going to do about it?• and that 's 
all , then your hands aren't tied. But if you say, •Do 
tnis" and they do it, then you•ve got to take it. 
Wouldn ' t tha t take ca re o!' it? 

Yes, present the f acts and then listen. 

Just say, •Gentle~en, what you going to do about it?• 
And t uen they say, n;,ell, we Nant to do tais." Your 
mtn sa] s , "All right, now before I can give you an 
ans~er I've got to consult ~ boss.• 

Nhat•s the mstter •ith t hat? 

That's all right. Then I'll hove to come bac& and 
find out if that slate- tnat committee is •••• 

They aae,y not &ppoint - you don 't know what they ' re 
going to do . That t akes care of your (Taylor) 
obJection . 

As long a s our hands are free. 

They • r e free . 

Tha t' s fine, put it absolutely up to taem. 

~ay, "Gentle~en, here it is . What you going to do 
about i t?• 

I don't whnt the Comptroller's office and tae Treasury 
in & ~osition of having to do business witn & couple 
of people we don't want to do business with. 

1 tnin& it's a good point . Does thht take care of it? 

Fine . 

This t ake c are of wha t you (Uphom) if&nt? 

Yes, sir . 

You (Oliphant)? 

( Nods yea) 
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(Nods yes) 

Wait a second. Poor John Hanea is sitting there ; give 
hi ill " chance. 

I ' m satisfied with that . lly understanding, however , 
vtas tha t Mortimer Fleishhacker had been told either 
by the Comptroller ' s office or by Jesse Jones - some­
body in the R. F.C., tha t the move for them t o make 
out there was to get this commit tee appointed, was 
t o enter into negotiations immedi ately. Now, I think 
tha t sub r osa - I t hink that ' s under stood pretty well, 
and I think this meeting 1s pretty well - it' s going 
t o be ironed out in the meeting as to what's going t o 
happen. And practically what would happen ordilll:rily, 
and in this case I •m sure will, will be that the 
ChairaJAn of the Board will appoint a cOJillllittee and 
will say , •we •ve got to go to work alld. clean this 
bank up immediately, and tor t he t purpose I 1m going 
to appoint the following commit tee.• 

Then our man says, •Thank you• and r eports back. 

Then we• r e through, so f Lr as I can see; the Treasury 
or the Comptroller ' s office are through, and the next 
t hing they 've got t o d etermino is, who is t nis com­
mittee? If Herbert Fleishhacker is on this committee -
they ' d all be imbecilic fools having beard what they 
have heard in Washington abou! the situation a s far as 
Herbert Fleishbacker is concerned, if tbe,y put him on 
the committee . So I should t hink tha t anyb~ could 
tip Wortimer Fleisb.hecker off t o the fact t ha t we ' re 
not going to deal with Herber t Flelsbhacker. So I 
t hink practically you're in good shape. I don't think 
this ~uestion will come up. 

But the suggestion t hat I bave sade? 

Perfect for it, because it doesn't •••• 

~b.ich is a little d iffer ent than wbat it was . 

Yes, sir . 

Instead of saying - you aucgest nothing. What? 

That ' s right . 
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Vac? Are you on top of tbis or is this too new tor 
you? 

I don 't know the f ac t s well enougb. Of course, t he 
principle tha t you take , tha t ' s perfectly sound. It 
you consent to their appointing a committee, you can't 
tell them who to put on the committee . Having r efused 
uhead of time t o tell them who to put on it, I think 
you've got t o stick on that. But if you hold yourself , 
ns you say , in a position where the question of appoint­
ing a committee is the next move and that ' s open, why, 
I don't think you'll have any trouble a t all . 

All rigbt , then we•re all i n ~reement t~t Uphem will 
call up Nitb Oliphant and thtot t hey will tell their 
peopl e to present the thing and say, Wllow gentlemen, 
the next move is up to you. Wba t you going to do 
about i t?w Ri ght? 

Tha t's sctlsfsctory t o me . 

!low just f or my o>vn information, who, John, informed 
Herbert Fleishhncker a bout the thing? You say that 
11fter wha t he heard - you mean wha t he hea rd or what 
Mor timer heard? 

What Mortimer hear d When be was here . lly understanding 
f rom Folger and Sedlacek was tha t he bad been given 
definitely to unders t and t hat this R. F. C. l oan would 
not be forthcoming with Her bert Flei sbhacker i n the 
picture as an officer. Am I correct in that? 

Yes, yes . That's what I under s tood from one of the 
meetings. 

But tha t infor~ation caae out of the Comptroller's 
office or R. F. C. ? 

I heard it 1n this room. ~bo told it, whether it 
was Sedlacek or the R. P. C. man, I don't remember . 

Sedl acek t old it. 

All right. 

Well, is Herbert Pleisbbocker back? 
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I'm seeing Herbert Fleiahhacker at three o'clock. 

When is he going to leuve? 

Be was here - be bas no plan to leave; be's been 
here. He spent - mus t be four hours, with Mr. 
Folger yesterday, and he bas been in constant 
conference with Jesse Jones. No, be won ' t be at 
the meeti.ng. 

Berg, the New York man - Standard 011 director, is 
not going to be there; be• s in New York. 

Are you all right now? 

I have one other thing, it you don't llind. The Board 
of Directors of the Bank of America have appointed a 
committee of nine men. Now, shall we deal with that 
committee or do you want to obJect to that cocmittee? 

Well, I -you'll have to let me- it isn' t ••••.• 
You held a pistol to my head a nd said at one o'clock 
you 've got this. Bnve tog 1ve me a brenthing spell; 
you'll have to just give me a brea thing spell. 
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itt. Bt.N:\ OF JJiU\ICA Oct ober 6, 19)8. 
2 : )0 p. m. 

Present: 

l:!unes: 

tl • ..! .Jr: 

Taylor : 

tl . :.t . Jr : 

Hanes : 

H . ..J .Jr: 

Oliph&nt: 

H • ..! . Jr : 

Yr . Bones 
llr . Oliphant 
llr . Taylor 

Blll {Dougl&s) says he does not want to do a.n,ytlling 
without first taking it up with you, to l e t you know, 
berause be s t &rted out Jerking .v ith the Treasury; • nd 
he s got to accede t o tilis r e-.uest but ne • s no"' asking 
whctner or not he snou1a confine the information to 
t he Trans-"merica or should no supply t hem rl th an,y 
information ~nich tney'd come about through examina­
tion of reports in our office over here . 

Well, if ne 1d snow the report , would be show wh&t he 
got from our records? 

lly horseback o»ini.:>n isba should give him ever ything 
that S. E.C. originated ln their own shop; that he 
should give them everything t hat t hey origiMted in 
tneir own snop. 1hat 1 s what I ' d say . 

Tha t all is Trans - America , isn't it? 

That• s all. 

Trans- America and subsidiaries; t ha t would inc l ude 
the bunk inror mb tion, if he nod cey iru'orm&tion on 
the bank. 

Ylell , he could honestly saY - be could honestly say 
t ha t, and then if he wants to , ln or der to keep our 
record clear, I'd be very glad to see LDFollette with 
Bill Dougl&s and tell LaFollette ln confidence whst 
we ' re doing. You (Banes), Bill DouglLs and I can see 
LaFollette, and I'll explain to LaFollette whet ~e 1 re 
dolng and wny I need o little ti~e . 

LaFollette's not in town. 

Well, Ne could say - leave word at LaFollette ' s that 
the three of us want t o s ee him . "hen he comes we 1 11 
explain a nd say we need a li t tle time. "Be delighted 
to give you t his in timo, but we don't ·Na.nt to s t art a 
run on the bank. " 
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LaFollette• a been out or tOWD tor two IIODtba *DIS will 
be out until atter electiou. 8011e or bia lleut-.ata 
are IOiDC etter tbat . 

Nell, be cau• t - Douclaa cen1 t r etuae to sive tbe 
oommi ttee anytb1DI tbat tlley waut , 

No, it ' s by Senate resolution) be's sot to give it 
to tbem. 

But be cau witbbold Treasury intorut1on and tben tile 
tbe r e(lues t to see LaFollette tbe tirst time be coces 
to t own, and tbe tbree or us wlll see bill . Does tbet 
sound all r isbt? 

Tbat sounds all r1gbt. 

Tell DouglEs I appreciate nis cooperati on. 

• 
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Ootober 8 , 19~8 

Tom Smith called IIUI early 1n the moming at the 

University Club and reported that he bad had an opportu­

ni t y the day before at the administrative committee 

meeting of the ABA to spread the good word among bankers 

who were there from all over the oount17 that lolr. Delano's 

appointment was a splendid one, that it was necessary, 

and that a ll the newspaper talk about Treasu17 d0111ination 

was jua t so muoh apple sauce. Be told me that he was going 

t o have breakfast with Russell Smith, Cashier of the Bank 

ot America, K.T. & S.A . 

Later 1n the day llr . Smith called me and told me that 

l' r . Runell Smith expressed genuine diaappoin-nt that 

the COIIIPtroller ot the Currency had not made the bank 

realize the seriousness ot the aituation. He said that 

J.:r. 0 'Connor had never said anything to an:y ot them ex­

cep t to praiae the bank. Tom said that Ruaaell expressed 

t he opinion that the Chief Examiner 1n San Francisco 1e 

perfectly terrible but that Examiner Sedlacek ia O.K. 

• 
269 
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Mr. Ruaaoll Smith a akod Tom what t ho mot ivo ia tor the 

present action by the Comptr oller ' s Ottioe and Tom told 

him that it is a des i re to pr operly supervise banks and 

nothing elae. Mr . Russell Smith expressed the opinion 

that the matters critic i sed could be adjusted 50-SO 1l 

the Treasury waa willing to go halt way. He suggested 

that they aak pen:~iaaion to come to .laahington and nego­

tiate, and Tom assured him that t he Treasurr would do the 

rlgltt thing but they must realize that we mean business 

and that tha re is no pol itics involved and political ap­

proaches will not help. 

Tom said that Russell Smith brought up the matter 

ot possible aotion under Secti on 30 end wondered 1t tho 

"Jew story" had gotten to Haahington. Tom told him that 

it had. Russell Smith suggested tpat kr . Prentiss come 

to see Giannini and talk the utters over which would give 

an out to the ot tioe ra ot the bank. Tom told him that the 

best thing tor them to do we a to do whatever tha Treasury 

wanted and it would be useless to tight . Tom reported that 

Ruasoll Smith had said that someone had told A. P. Giannini 

that t his was all a scheme ot Henry Korgent hau J r. t o get 

control or the National City Bank ot New York. 

Opm 
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• 8oeft or Dlrectora, 
Bank or Aaerlca H. T. & 8, A. 

You b&ve aaked ~ op1n1on with regard to the logal­

it7 or a contract dated the 4th da7 ot April~ 1~34, between 

Bank ot Aaorioa •atlonal Trua t ~nd Savings Association and Cal1-

torn1& Landa, IDo., a corporation; alae with reference to olx con­

t r acts datad, raapactlvel7, April 4, 1~34 , 3uno 26, 1~34, October 

115 1 l~Ml Deo•b•r 14, 1~~•. March ~. 1~35, and llarch 27, 19351 

betwaan Bank or Aaerlca Hatlonal Trust and Savine a Aaaoc1at1on and 

Capital COIIP&n7• All or tbeee contracts provided t hat t he Bank 

agreed to aall, and Ca lifornia Landa, Inc., and Capital COIIP&n71 

reapeotival7, screed to puroh&ae, oertaln l&Dda 1n eaid oontraota 

deecribed or referred to • 

.t aa entlrel7 raalliar wlth the oontracta, a.nd with 

the c1ro-.tanoea surrounding their execution. All ot said con­

traota were executed b7 tha orrioera or the respective corporation• 

lnvolYed, pureuant to reaQlutiona or their reapeotive boarda or 

direotora authorlal.n& the execution or aa14 oontracta. The oon­

traota are aa4e upon a valid oone iderat1on, and deal with an en­

t lrel7 lawrul auleot utter, naaal,-, the purcba .. and aale or 

real proper~. 

n 1a rq oplnlon that the aald oontraota are legall,­

entoroeallle - t.ha ~tlea thereto, and that aaid oontracta can 

onq 'be ~b4 and oaDOelle4 - tbe .. utual agreeaent ot the 

part be • 

• 
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Board ot Diraotora, 
Bank ot Aaar1oa ». T. ~ a. A. 

Gentleman a 

111J op1n1on baa bean Uke4 w1tb regard to the or1t1• c lime ot tba Bank bew1ner, rOWI4 on page e. 1naert 1, ot bh laat report UDder tba aobaclul.e •r.oana Jlxoead1ng tbe L1aita Pre­ecribed b7 Seot1on 6200 u. a. R. a •• • 1n wb1ob be liata allagacl ext ena1ona ot credit to Trana ... rica Corporation, lnelud!Ag there­in extenaiona ot credit t o ita auba1d1ariea. 

The provia1on ot Sao, 6200 U. a. R, s. under wh1ob t be Examiner olaaatriea tb1a i t .. reada •• tollowa t 
•Tba tara 1 obl1gationa1 • • • • • aball 1n­oluda i n the oaae ot obligation• ot a cor­poration, all obli gationa ot all auba1d1ar­iaa tberaot 1n which auob corporation owna or controla a aajorit7 intareet,• 
Tba Bank baa aade extena1ona or credit to carta1n • hollJ owned euba id1ari aa ot Trana&JDarioa Corporation. Tba Bx• aminor haa taken the poe1t1on that tba Bank baa alao llllda an ax­t endon ot credit to TranaUe)!'ica Corpora tion itaalt 1n tba •­ot i5, 525, 000, It tba Bzaa1nar ia correct, tba above 11a1tat1on ot Soc. 5200 u. s. R. s, woul.d appl7, tbua l1ait 1ng all ot tbaaa traneact1ona to an amount not exceeding 1~ ot the capital and eurplua ot tba Bank, 

I aa ot tba opinion that under the taota there baa bean no oxtanaion ot credit to Tranauarica Corpora tion, and that, tbar .. rora, tba proviaion ot law above quoted doea not applJ• 
Tba u .. 1n ~paat1oll -17, te,eae,ooo,_ 1a what ra­ma1na ot a volunt&r7 allfttraot obl~t101l ill4eP nuh uorporat1oa or America, a 'llbolq ownacl Rlla14lu7 ot 'he• r1aa OorponUon, undertook aerta11l 01'1Uobo4 _. lank 1ll All amount or ~. tniii&OUclla aot ot 

alola u *' a11 lellll 
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'-:J::t1~ot~ \he OJ'eclU all4 wwth ot Tranaaaer-

ioa o:rt~:!'L::~.,:::t'f!~ ahareholdar ot the Bank, it being, at the a wboll7 ownecl .ubdc11ar,-. Thh eup-port wae ill tbl to- a partlllta-. ,,_pportecl b7 collateral, that 
the ••••t• in qlae&Uon woul4 be raallald upon. 

81Doa tbl ori&Silal contract ln l~Sl, there b&Ye been 
aubaequent oontraote ot a et.Jlar nature relating to theee aaeeta. Theae traneaotlcna thr01l8)Mnlt, 1D .., opinion, raga.rdleu ot the 
tora 1D whl& tM,- b&Ya ~aatecl ~el•••• haYe r-lned 1D 
••••noa tbe .... , IUid -' be properq oonetruad to 1DYol•e an extlneion ot orecllt b)" tM BaU. !'he oantrar,- h true. 

I baYe ill preparation a detailed briat ot the taota, 1D which I eball eat torth a ooaplata hiatorioal reaume ot theae 
tranaaotiou, ill brdar that the .otiYae and oiro1D1atano11 aur­
ron""1nS ~ ~ be -• olaarq •••• 

I -· therefore, ot the oplDlon tbat the er1t1e1D ot the BzawSnar ill llatlng the extenaion ot credit b7 the Bank to the' 
aubaidiarlle ot ~rioa Corporation, aa 1D Y1olation ot Sec­
tion 6800 17. a. R •. a., 11 not warrantee!. 

Dateda Ootober 10, 11138. 
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RL ANGLO-CALl~ORNIA BABI October 10, 1938. 
J:Js p . m. 

rresent: 

ti. ~ . Jr: 

Lelt.no: 

H .... Jr: 

Foley: 

tl . ..t . Jr: 

TLylor: 

!i • .t . Jr: 

Foley: 

!l • .j . Jr: 

.. 

lir. Benes 
Kr . T:.ylor 
Mr . Ol1pllant 
Ur s Klotz 
Kr . Upham 
!.lr . Delano 
l!r . Gaston 
r.lr . Foley 

1.11 right, !Jr . Delano . It ' s a nice dey . 

Very ple£sant, sir . We •re here to, I believe, hear 
Jr . roley •s report . 

I got l)Ut there ••eanesdlly morning , llr . Secretary, 
ab~ut nine o ' clock, end I went over t o 

.. n:.. t ' s tnis going to be, "liy Dr y•? 

Nell , I ' ll tell you us mucn o r a~ little as you like . 

I ' ll t&ke what you think is aiscreet . 

llevt!r min<i a bout the clime te . 

I don• t Kno'll how Banes is . I nnven ' t llt.d • cnonce 
t o come up for cir yet . HaC! two hours wi t il the 
Presiaent: and half en hour with SUJ:lner Welles . 

Go ahe~d - "I arrived t here at nine o ' clock . The 
biras were singing ." 

Sealt.cek ~ I .ent over to see Prentiss, who is tbe 
Chief Exaainer in tne S•n FrWlc1sco offtce. ole talked 
the thing over . Then I got in touch with Sec Bus bends, 
Jesse Jones ' s oan, over at the a . F.C. office . The 
tnree of us went o ver there to U.lk over wi tb nim now 
we were going t o bundle the mettar . 

He didn ' t want - f i rst he indicated tbut he wanted 
t o go to the meeting , and I told him I thought that 
w;.s u 11 ttle bit like the Undertaker being at the 
operation , and I told hlm It nought be ought to wait 
until we mode •••• 

.••• the cor pse had cooiod . 
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itts, bo~fore h& claimed it. lie didn 1 t feel ver-y 
st r ongly ~bout tnnt, but he ~iu f eel v~ry strongly 
tlu.t u slute snoulu be pla nted with the Boar d of 
Ulrector~, a select list of oirec t o r s tha t would 
r epr esen t the boor a . 

Yes . 

And. I t ola ni:n t nat I d i o n ' t t n1mt tha t tha t wns 
.,roper , th• t I tn;)usht ,Ye sh~uld d ec. l A'1 th enybody 
thc.t the bo~rd. ocs lgn~teu . He S<io ne f~lt so 
str or.,&ly about i t tnst u· •e • o ulon ' t do it he 
•Oulil do 1 t llioselt' . I no I as~ed nim to hold up 
on t he. t until I n&u ~ cuunce to ca ll here . So I 
ctllec! Cy Lnci t old Cy • nu he sdo ne felt very 
s trongly tnHt tn&t snoul~ not b~ oone, but he •oula 
t au over the :DI> tt .. r - 1tn tne p£<)ple hera . So he 
c;lled 0£ b&CA i n h llttl~ whll~ ~nd Sa i d thot no t 
only s bould we not sucees t • s 1• tc , but we snould 
oppos~ their do in,! 1 t . 

S1> I cLlled ::ic.m bhck , t vla n irt wnat I nad leurned , 
lr .• tle s;_ia a e he~ ju5t t rlud t o !lr . J ones , sno tu .. ~ 
./tH'~Il 1 L - they dian 1 t : c, I'H th• t th~ t ,yt S tnE -'LY 1t 
-> ut.ll t t " be n..roo..leu , buL .<o M~ula go ohe<a ond run 
it. So I - r t h) U!:h t tht t the t w; s the wrong a ttitude 
i"or nllll t o t~kt: , t.ru L '"' N~l' i.. v ut. t here to do h Job 
t. nu fit n .lpeu - .<t ooth lUlu v&r U cul<r f>& rts of the 
Job to uo ::. rw ·'" C'-'ula g ot •lon.; nitnout fighting 
t.bout lt . uo oe - h" (I vo r.>• ev,ry reason t o think 
tht. t ne thou,;nt. -.~ ;;e r e ~ntruJ1o.,; Jut tnere tnd t h• t 
R . f . ~ . Y.new ou~h ~or6 Lb~ut these ot tte r s th&n the 
Sue r e t• rj' • s o f fice, ~nd th& t tney• d lu. nalea these 
big 2L t t.ers befor~ tnd •e t a COL l l o t to leLrn. 

out .rt l-pp~t;r eo.. b~fore th~ bot ru , Pr entiss 2nd Sedlr.cek 
t.Oj I , the next ~oral~ l t 1.) ~ · ~l0CA 1 1-Jl<l t ney nt" h 

l'ull oettir.:; of the bOLN ex~u~t f or f.>ur director s, 
ell of wnom were D'-' t nvcii&ble . One ••s ln Stn 
"£1VG:lor; Berg NhS in tle" ~ork - the St &ndb rd Oil 
ma n; Herbert tleis hhucKer wcs nere ; o roe t:tl n, I think, 
•es 111, wasn o t uble t o o ttana . Otaer taun that, they 
htW o full meeting . 

Mortimer Fleishhacker started off by, telling the board 
.vnt t fine snape the ba nk WitS in, how 1 ts earning 
c1 pecity oad nev"r been so good, how lts liquldity was 
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creater tbau it eYer bad been; tbat tbare were 
certah 11uea tbat bad been q ueat1oned, but be bad 
been 1D WaabiDiton &Dd talked witb Mr. Jesaa Jonea 
aDd bad arranced with Mr. J ones to taka out tbosa 
queatlonad assets by bavinc new capital put in. He 
tboucbt that all of those Cj uestioned loans eventually 
would be paid out a bundrecl cents on tbe dollar, that 
it waa notbi~ to be abrmecl at, and that this arrance­
aent that be worked out with Mr. Janes was just to 
brine forward sometbinc that eventually would result 
if nature took its course • 

.lnd tben be asked me it I wanted to say aeytblnc aDd 
I aaid tbat we were appearing tbare aolely as repre­
aeotatives of the Comptroller of tba Currency aDd in 
no other capacity; that our determimtlon troa the 
Comptroller's examioation of tba bank disclosed tbings 
ot aucb a serious nature, as would appear wnen tbe 
latter or c riticism was read, invol•ing utters ot 
1llecal1ty, unsound aDd unsafe banking practices, that 
tbe Acting C0111ptroller thougnt tba t thincs should be 
brought to tbe personal attention of the members o! 
the board just as soon as possible, and it was tor 
that purpose I was there. 

I told them that in so tar as any arrangements baYinc 
been made with the Chairman - with Mr. Jesse Jones, 
that nothing could be done in that direction until a 
plao bad been approYed by the Comptroller of the 
Currency and tbe purchase of preferred s tock had been 
reCO!IIIllended \jy tbe Secretary or tbe Treasury. aDd 
notbiDI would be done until the boaro bad given 
consideration to tbe letter or cr iticiS. and to the 
report. I sald if it was scraeable to the Chd1"1B8n I 
would ask llr. Sedlacek to pass out the letters or 
criticism to each mesber of the board present, and 
be would read tbe letter aloud. 

And I asked tne: to retrain from any ca.=ent until he 
finished readinc• So be aa1d that was all right and 
Sedlacek read both lettera, and while he read I 
obaerY&d bow the thine was cotng over, and I thought 
Ulat tboq wra all yery aucb illprasaed w1tb the 

of tile aitUBtlon, and a 01aber of tnea 
"" learoiDI tbllll• tbat t1w7 ball •••r 
eala'-6. · 
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When be finished, Wr. Wortiatr Fleiabbacker started 
all over again with his efforts to ainimize tbe situa­
tion, and be indicated that it was unfair to throw 
this bombshell out. And I told him that - be said be 
didn't have a ny opportunity to lr.now about these tbiJlla, 
and I told him tbat the repor t or examination bad been 
in the bank since the 21st of Sept ember ; so f ar as I 
knew, nothing - the bank hadn't taken issue with any 
of the things in the r eport, so r er as I knew they 
hadn ' t done anything to correct the mat t ers that wer e 
criticized . 

I pointeo out thbt Wr . BusbaDda was in to•n and was 
a v&il&ble at the Federal Reserve Bank, the office ot 
the R. F. C., and if any of thea wanted to get 1n touch 
with llr. Husbands, or 1f they •anted to get 1n touch 
with us, we 1d be &vailable durill8 the dey . 

One of the members or the board asked ae if the oatter 
wasn't confidentl~l; be said be feared a leak. I told 
aim toat our apPEr&nce there and the ma tters contained 
in the letter of criticism were or the utmos t confi­
dence and he need fear no leak from us . 

Then another director asked me how long they had to 
work this thing out. I told him that we wanted to 
be entirely fair nnd reasonable i n the matter and 
were running on no time schedule wb& tsoever; so long 
as tney act ed in good fa ith and showed en earnestness 
t o work the thing out , we ' d be satisfied . 

l:.xcuse me. (On phone) 
with Jesse Jones) 

Hello •• (Bas conversation 

(Tbere follows few ainutes 1 discussion re 
R. F . c . fiwncing, not included 1n this 
transcript) · 

Mortimer Fleisbbacker begLn to get • little nasty, 
and I thought tbat it wu bes t for me to get out. 
ile began to question the letter and some of tbe tbinga 
in the report, and so forth, and Sedlacek ssid thlit we 
wer e prepared to s tl<nd benind every statement tbat 
was in the letter and in the report . I told the board 
t tult we' d ask t or N reply to the letter in wr1t1Jll, and 
I thought that was tbe place t o ra ise anything that 
bed t o s ay 1n their defense, and 1f it pleased the 

Regraded Unclassified



~oley: 

l! . li .Jr: 

Foley: 

Foley: 

Taylor: 

H • ..! .Jr: 

Foley: 

B.K.Jr: 

-s-

I'a like to withdraw so they'd bove an opportunity 
to consider the matter in executive session; where­
upon 1 left and I went back and waited . 

I heard from Sam Husbands then in the afternoon that 
Mortimer had sent for him. He soid he'd let me know 
whet hD.ppened. The next thing I knew, about halt an 
hour later Mortimer called me and said that the board 
bact 8d journed and •••• 

Excuse me? 

••• the board bad adJourned and appointed a co~ttee, 
and be was sending a letter air mail to Kr. Opba~, 
giving the names ot the committee, and he told oe who 
they were. He asked me if I would drop in to see h1a 
in the morning. I told him I would if I wasn't called 
baclc to Washington. 

That' s Fleishbocker. 

Mortimer Fleishhacker. 

So *e lookeo over the nomes a nd we decided •••• 

You skipped from five o'clock to nine o'clock next 
morning . 

That's right . I can go into that. I saw a bridge 
and I s aw the Exposition. 

· That's part of the cl14ate. 

All right. 

Had dinner - •ith one of ~ friends. 

And I t alked t o Vr. Opball and be told me to get the J 
tirst plane out, and I called Vr. Fleishhacker's ott~e 
and told his secretary that I'd been called t o Wash­
ington, it would be impossible tor me to see him, and 
I got out of town. 

The on!y thing that 1 want to ~uestion - I get the 
feeling from tile way you tell 1 t tbat Vr. BuabaJid• 
wasn't too pleasant. 

• 
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I telt tbat be na ret'leot1JIC ua atUtaM ot' 11r. 
loDes. I tboacbt - I aq be aUreq ROlli aboat 
tbia - but tbat llr. lonea, baYilll lo1t b1a bat\le 
bare 1D tbe t'ront ot'tice, bad ••n~ 8Uibaa4a out 
there to accoapliah tbe aaae tb1111 on tbe •••t 
Coast , and they reaenhd ••1'7 auob a:r beiJII tbere 
rea entad very muon II¥ a tendilll up qalnat tbu aa& 
inaistilll upon doiDC 1t tbe way I bad been inatruoted 
to carry it out. 

Was there a battle there? 

(Salles) fell, I tblnk be t'ollDCl out wbo was boas. 

I aight suppluent that al11htly, llr. Secretary. 
llr. Jones called •• up - I tllinlt it was the night 
that you • •• 

Little louder. 

•• • the n!iht that llr. Foley arrived there, end said 
tbet be bad been in discualioa'•ith llr. Husbands con­
cerning llr. Husbands• presence at this meeting, and 
he said that his iapreuion was that llr. Husbands wa& 

going to be there, Nld I said a:r understanding waa 
contrary and a:r understanding was the decision made 
here was that tbe Comptroller's office would be solely 
represented and that UI'G' negotiations would come 
naturally from our presentation. And llr. Jones said 
that tr we wanted it that w&y, it was all right with 
b.ia. 

Well, I t hiDit Taylor suaaed it up the other ni&bt 

toiJII bOlla. I ba<in't Just thoucht ot' it in tbDH 
eru, but - aaybe be can do bls own td.klng - but 

tba 1apresa1on it lett on ee - the people wbo have 
been 1D national ban.king business, men they coae 
down bare and start superv1e1n& other banks, seea 
to have bred in tbeir bone the teeliag that we Just 
autn•t do an;ytblng to hurt &I'G'bod:r's feelings, aDd 
that pol1c7 of •we•ll Just try -we'll try and aaootb 
tbla tblag over and fix up tbh crowd so•q can lu' 

to r igbt on and keep on doing busineu. 1 And I ~ 
bat'• been more or less tbe policr. 

AJI4 Jorw• bas told •e - 1n 
"~tar, it' Jou puuued th1a DO:Lsc~. 
tiM banker• y.u.• Be 
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would be in Jail . • I mean words to tnst effect. 
Be snid, •ll.ost of the bankers ••ould be 1n Jail.• 

Well , I sense tnat. 

I think Crowley ' s tol d me the snme thing and men in 
this room - the Federal Reserve •s whole ~ttitude more 
or less is the same thing -I mean •Let ' s fix this 
thing up. 11 I o>eWl eccles the other evening gnve me 
a long talk, and WhY we should go slow nth Bank of 
koerica , since he •s bLck - I mean - ano how Vr. 
Giannini was going to put on 11 caapaign and how he's 
a l•t.YS won ana how the ne•spapers would all be nth 
him. Could I s t £nd it? 

""ell,• I ssio, "~&rriner, tna~•s what he ' s got away 
with for five yer.rs, ana the answer is tnst I think 
it ' s time to finO out who ls ~oaptroller of the 
Currency, I'd lilr;e to lcno•. • 

So that's the whole thing, and when this thing suddenly 
comes in this way- naturully there• s been a lot or 
shoc~s ar ound here . But from the account you' ve (Foley) 
given of yourself, want you•ve told me, ~ think you've 
conducted yourself very well. 

Of course, the emphasis on that, too, Wr . Secretary, 
is that they - you must be careful here or you will 
t ear down financial structure . 

well, we can do an honest Job and a legal Joo and a 
constructive job and not hove to do - be in cahoots 
with crooked maw;ge2ent, tbl.t's .. u. 
Tn~t• s right. I thl~ that particular aspect of the 
situation is overdone, because I thl~ there's u lot 
of n~nest ba~ers in spit& ot tne statement that they 
•oula all be in J~il, end I think they'd welcome a bi t l 
of strength here for tnose sections of th.e economy t U.t 
a re not aonest . 

Well now, Tom Smith is entirely on our side es far as 
the e thics goes , and he realizes the banking profession 
is at stake - I meWl how t11ey conuuct tnemselves. 
There Is no doubt in Tom Smith ' s mlnd. And there are -
I th.ink that the most - t here are a thousend other Tom 
811.1 tbs in thls country who t eel the same way. But 
there's grown up sn attitude here for five years which 
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Just has to be cluu111ed end will be changed with 
you and Opham in tnere. 

So if there's nothing else r have a press confer-
ence .... 

I tbink the trip baa a very salutary effect also 
on the morale or the Comptroller's office in San 
Francisco, because it was about at the l owest 
possible ebb . 

Well, I'm sorry. 

And the people t ba t bad been •eking these examina­
tions, you s ee, bad been threatened witb removal 
by Jetty o •~onnor . 

R e~> lly? 

And so forth. Sure. Ana tho idea was that notbln& 
e ver should be said about these two situations. 

Well , I went some more gossip today or tomorrow 
or next day . I ' d like you to walk home with me 
and give me some of the gossip. 

Something you (Delano) wonted7 

No . 

You're satisfied? 

P&rfectl)' . I think it' a a very good start, llr. 
<>ecretary . 

'lnanl< you for coctins oYer. 

• 
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Detailed repl y t o the letter or Ootober 11, e1gned by 

individual directors or your bank, haa b .. n delayed eo that 

we oould give very oarerul consideration to the varioue mattera 

discussed in it. 

Toward the close or that letter it ia stated that through 

your special committee or Dine directors, wh1Gh baa been directed 

by you to •submit a written report ot raota,• you will give 

rurther oonaideration to the •ttera UDder dlecueaion. You aak 

tl1at this ottioe, 1n the meantime, atrord the -.geaent an op­

portunitJ to olar1rf aome ot the iaauea raiaed. 

We have every disposition to give the management, and 

more eapeo1ally the committee ot nine d1reotora, or represen­

tative• ot both, an opportunity for an ottioe conference with ue . 

~ay we say, however, 1n all friendliness, that your letter 1n­

dioatea to ue that such a conference aeems destined to be aa 

futile ae have past office conterenoee with t ne managemsnt. 

You have ao m&nJ "honest dllterencea ot opinion• with ue . The 

cr1tioiaaa -de by our exaainera and the poa1tlona taken D:r 

this ottioe are 1n moa t 1natancea contested and refuted. Legal 

opinions ot your own counsel are adYm cod 1n support ot your 

contention& . Copies ot some of tbeae are attachea to :rour let­

ter of Ootober 11. Tbe:r do not appear to ue to be very cloael:r 

reasoned, or a.ply aupported. 
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11&7 we refer to 4uat one ot tbeae, beoauee it ooncema a 

utter which we teal to be a •Jor d1tterenoe between ua . lbb1b1t 

"4" 11 an "Opinion ot Louie ~rrari on the Capital Requi.-enta 

or lfat i onal Benke , • dated Ootober 10, 111&8. Jlr. Ferrari muet be 

well aware tb&t by hie teats a national bank organized in any 008 

or our l .argeat cities with a capital ot $200, 000 could accept 

deposita or hundred& or m1111ona of dollars w1tbout any increase 

1n ita capita l . He knows tb&t b7 hia teats 70ur own inetitution 

could, 1t it conrined ita branohea to San Pftno1aco, aat1af7 the 

legal requirement s tor capital bJ providing $500, 000. Does either 

he or you eerioualy contend that Congreu llben it provided for a 

"~:~in1mum" capital intended ~t the Comptrol ler or the Currency 

should be powerless , in supervising banke for the protect ion of 

dopoa1tors , to require inc reases in capital aa deposit 11ab111tiea 

i noreaeed? Ir Mr. Ferrari is fami l iar with the discussion or thia 

N tter in t ho banking committees or tho Congroaa, to which ho 

rotors , ho knowa t bat they b&vo no such i dea. 

I t ie ob&racteristio or the "abadow-boxtng• or your aoanage­

ment tb&t attar developing at aooe length thia untenable position 

baaed upon a rallao1ous le~l argument tb&t it s hould with a grand( 

gest ure wave aa1de thia •technical positi on• and agree, not that 

capital should bear a relationship to total djpoaita, but to the 

nature of ita depoaita and its loans. The point ia then •cle 

, 
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that Jour depoe ita are in greet bulk t!ll!e depoa1te and JOur loe.Jl.l 

property real estate loans. !t.e depoaite, in periods or atreee, 

all t oo of ten become demand depoeite through naoeaeity. sound 

banking opinion aa well ae eupervieory opinion 1e that national 

bank& with the very highest grade or auota should have a minimum 

of one do l lar of capital for avory ton dol lars of deposits , of 

what ovor olass1t1cat1on. Surely a bank wi th tho volume of 

crit ic i sed assets which are in your institution should have an 

oven bettor ratio than th1a. lila~ other considerations in 

addit ion t o character and condit i on or auote are involved. '!hie 

office continuos to insist on more capital tor your bank. 

Before we take up a d1scuea1on of t ho detailed replies to 

our le t ter of Sep tember 23, let us look at some of t he general 

mattera to whi ch you refer . 

You s tate that Examiner Palmer "appeared suddenly" in a 

"startling performance• at J oUr meet ing on September 13, and 

"delivered crit1o1ama on it~e never t heretofore communicated 

tonnal lJ to tho management •••• or the Board.• •e understand hie 

"sudden appear.noe• was delaJod b7 some halt hour during which 

time t he dividend was decared, and that with ample time 

af t er his appearance tor reconsiderat i on of that action, such 

was not done . Regardless or what may be the •practice or 

corporations• to send out press notion in advance of dividend 
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action b7 tbair boarda of direotora, we do not resard with favor 
that preet1ce b)' national lianka, In thia caaa we ras-rd it a 1 
an 1ndieatien of the dOI:Iinance of tba •nagement and a 1 baartng 
out the contention• or tba eT.ua1nera that the board doee not 
exercise independent ju4Sment, but a oprovea an)' deciaion or polio)' 
determined upon b)' the unagemont. 

Certainl)' the attrtude of thia office with reapeet to 
dividends baa been brought to~ll)' to the attention or the 
management and the b oard of directora 1n eeveral of the reporta 
ot examination Which are aent to the b oard and with which they 
are expected to familiarize themaelvea . In office eonterencea, 
also , we have expreaaed tho opinion that dividends are exoeaoive 
and that eaminga ahould be channeled 1nto capital account. 
Anal)'Bia or the ex.am1nation reports of )'our bank a1nee it e&IIIOO 
under the auperviaion ot thia ottiee abow that the Comptroller 
baa •subjeeted hiaelf to the moat deliberate restraint" in 
oxore1e1ng the graver eeponaibiUtiea 1mpooed upon him b)' 
Congreea , and that procedure "in tho ordinary anner b)' con­
rerenoee !rom time to time" between thia office and the 
management baa been unprodueti ve. It the c1irectora bad 
rollowec1 thue report& or UUJ1nation, they woulc1 have known 
or the repeated d•onatrationa b)' thia office or the weak 
condition of the bank and the hazard of the dividend polio)'. 

Regraded Unclassified



290 

- 5 -

I t wu onl7 as a las t resort that wo adopt ed tho oxtremo ,.,asuro 

of iaau1ng a warning 1n accord with Sooti on 30 ot tho l!ank1ng 

Act of 1933. 

You greatl7 simpl1t7 t he s ituation when 70u express 

the view that t he chi ef di fficulty between the bank and this 

office involves attitudes toward real oatato a s security for 

loans , and tho further vi ew that 70ur bank 1a 1n a large Il:easuro 

a savinl!.a bank and s hould be judged by tho s tandards of savings 

bank practice . Kuch more than that is involved. 

lfo note that you do not understand wb:y wo cons i dered 

it necessary to send our let ter of September 23. I t is 

customary for this office to review examination reports and 

sddreaa letters summarizing the ma jor critic isms made by 

examinors for the benefit and guidance of directorates . I t 

is more cause for remark when that i s not done than when it is . 

Just one mor e 1tsn before we proceed t o a consideration 

of 7our detailed comments on our specific crit1c1ama. If the 

conf i rmations ot our telegram ot September 13 were J:tBU~ t o you 

1n such a manner as to cause them to bo aeon b7 persons not 

connected with the bank, wo have senu1ne regret for that cir­

cuostance . our let t ers of September 23 wo re sealed 1n an 

envelope with the nsme of the addressee and the words "Peraonol 

and Confidentia l" on it. This sealed envelope was enclos ed 
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i n a second envelope , addressed to the board members , a nd bearing 

the words "Special deliverr" and 'Register~d - Return Receipt 

Requ ired." If that precaution was not taken in the communi cation 

of t he 16th, we can only express our regret. 

The analysis of your comments on our specif ic criticisms 

is probably superfluous and pointless, since only a brief study 

of the reports of examination for the past ton years 1a necessary 

to demonstrate the superficiality of the positions taken 1n your 

letter. If t he directors are willing to face and solve the 

major problema of the bank, some of the matters discussed be­

come of much leas aignU'icance . But this office 1a unwilling 

t o permit a bank with s uch a volume of oritioiaod assets , with 

such a weak capital position, with such a~emendous rucount of 

insured deposits , with so ~any and eo widel y dispersed branches , 

· with so many interrelated affiliates, with such a concentration 

in rea l estate, with nuoero~·violations of law repeated year 

after year, with continued acta of unaafo and unsound and negli­

gent banking to go unchallenged by ua . The record of the 

past ten years shows the same criticisms repeated as-in and 

again, t he same defences made, the samo tactics of arguoent 

and delay . We would like t o feol t he directors mean it when 

t hey aaauro us t heir des ire to co-operate with ua "in every 

effort t o further the progress of the bahk, " but if the 
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repl i es wh ich are made 1n the letter ct October 11 represent 

t ho considered and informed opin1ona ot t ho directors whoso 

names are signed to it, we teal that wa are far from that 

degr ee of co-operation which 1a neceaaary. 
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October ll, 19~8 

For t he Seeretar;y: 

Here is a eopy ot a lotter wbieh repreaenta what 

I reter to aa "supervision• as being a middle ground 

between management on t he one band and audit on the 

other. 

It you have time t o read it, O.K. It not, alao 

O. K. 

Opm 

293 
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or D1reotora , 
Nnt1one.l Bnnk in 

Wolf, Pennsylvania. 

TREASURY DEPA.R'l"ILENT 

COUPTOOLI..ER OF THE CURRENCY 

l'aah1ng ton 

October 7, 193a. 

294. 

Reference is made to the report or examination or your bank, 
September 2, a copy or whi ch was rurninhed you. 

Notwithstandi ng the cri ticism previously direct ed at the large 
1ne of R. E. Bear, both as an unwarranted concentrat ion or credi t and as 
Ylolation or Section 5200, U.S.R.S., i t i s observed that the indebtedness 
i ncreased and now amounts to 2g% or the bank's loans. Aa you were ad­

in the office letter or Uay 11, the conditional sales cont racts or 
are no t negotiable and, therefore, do not come wi thin Except ion Two 

ion 5200 ao as to exclude the obligations from the limits i mposed by 
Sect i on. Therefore, these obligat ion& in their !)resent form increase 

amount by which the aforesaid statute has been violated. 

You have repeatedly expressed the opinion i n correspondence rela­
to t he aatter that the discounted obl1gatione or R. E. Bear const i tute 

or bueineas paper and, consequently, are not subject to any 11m­
based on the bank's capital and surplus . At i nception, provided 

are negotiable, bear the endorsement or R. E. Bear as t he actual owner, 
arise out or the sale or oommodi t iea, as they presumably do, we agree 

such is a proper construotion. It has been pointed out, however, that 
eo-celled "leases• or condit ional aalee contrac t s ere not negoti able, 
you are advised that ror a number or yeare this off ice has conei atently 

the position that wi th renewal commercial or business paper loaea 
character ae euch and becomes a debt chargeable to the line or t he 

accommodated, usually the endorser or di scounter. The provielona 
lon Four or Sootion 5200 were eet out in the off ice letter or April 

bei ng anolicabl e t o such renewals,provided, or course, that maturity 
the notes doee not exceed 11x months. Such bei ng t he esse, the bank 

lawfUll y hold notes or th1a tn>e 1n an aggregate equal to 15~ ~~ ita 
""''"'tlal.re><1 capital and unimpcU.red surplus in addition to th~ basic l v;o 

ion 1mpoeed by the statute and any obl1gat 1one htld in exoee~ 
~h~~r~tot consti t ute violat ions or law. 

Your attent ion is directed to the admonitions contained in the 
l etter ot Apr11 14 regarding prac t i cal objections to concentrated 
and you are adT1sed that any loae incurred in loans or other auete 

·3/L!GW 
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acnulrod in violation or law 1s not a proper ch&rBe aga1net the 
bank ' s profit& but is one tor Whlch the directors authorizing or 
aporoving the same assume personal l1abil1 ty. 1he loans malting up tie 
_, . : . Boar line should, therefore, promptly be reduced to conforming 
l i~its and ;you a re cautioned that thia ottico will not condone re­
oea ted or cont inued infractions or the law. 

Tho toregoing is also applicable to the excessive inveot­
cent which continues to be held notwithstanding the matter hns been 
repea t edly brought to attention and ;you have been advised that it 
ohould promptly be reduced to conforming lim1ta. 

The oondltion of the bond account i• less favorable, highly 
unsatisfactory, and apparently tbe prinoiont problem now confronting 
:•.e bank . Dooreci a tlon remains unduly heavy , and increased and ex­
cea~ive investment in low-grade issues being shown, and Wh.1le t he 
0M'r?inal 0 grade bonds are reduced, the reduct ion being reflected in 
the inorea ee in low- grade issues, hold inge continue to tar exceed 
cJnservative pro~rtions . 

We have re~ with 1ntereet tho reference in your letter ot 
.. uguet ll to the taot tha t due to criticism on the part ot this 
of f ic6 i n the pas t you dispos~d ot holdings in Join t Stock Land Bank 
bonds, re-inves ting the proceeds in railroad isBues, which oe a cl~ss 
era now selling at grea tly depr eciated prices, in contrast t o the 
better market position enjoyed by the tor,~er. Inve st i gation or the 
~·1rra AOOndenoe tiles ot t h i s office tor the pest three years discloses 
t~at in none or the letters addressed t o you wi th reference to reports 
ol' exam1nat1on in npecitic critic ism made or the Joint Stock Land 
~an& bonde. EYoeotion wae taken t o the lack or dlveraitic~tlon in 
the ban% ' a investments and to an unduly large accumulation ot thoee 
rnted as being ot. substandard quality . Exceotion has more recently 
been taken to the acquisition of large hold l ngs ln railroad issues . 
• h~s ottioe does not atteapt t o advise or toroula te the inveatzent 
~ol1o1es ot banks under its euoervie1on. That is the duty ot the 
_..nl\feCent and 1 t cay not escaoe reeponeibll i ty t here tor . tie WOuld, 
·lowever , be wminlltul or our duty aa a supervisory agency it we tailed 
t ) ooint out the existence ot conditions lncoopatlble with sound banl<­
lnv or aot1oea. i. e subolt that the investment oo 1cl es pursued by the 
~nage~ent . are largely resoone1ble t or the uneatistaotory condition 
or t he bond account. In the ores1dent' a letter or September 2, 1936, 
while admitting that all or t he bank's bonds were not ot high-grade, 
he expressed the belle! that it waR nsces~ar1 to consider the ad­
van tage in yield inherent in those Which tailed to qu11.ll.ty as desir­
able bank investments. As we subsequently pointed out, the directors 
round the bank ' s earnings euttlcient to Ju•tlty the payment or a 4% 
coo~on dividend at t he close or the same year. Investment pol1cles 
too s roatly influenced by a desire tor h igh yields or tor speculative 
~rotlta cnn be relied upon to work to the ultimate detriment ot the 
'o~nk . 

• • 
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Following your next regular meeting, you are requested 
to acknowledge recei pt ot this communication, over your individual 
signa tures, and advise in the premieea . Your reply should also 
state the amount ot depreciation then existing, the amount ot over­
due paper hel d, advise of any improvements wnioh have taken place 
ln the investment account , and the extent to wh1oh the missi ng 
financ ia l s tatement s as scheduled on Page 6 have been supPli ed, 
Pending copies to District Chief Examiner e. L. Newnham and National 
Bank Examiner E. M. Needham, both at 2140 Lincoln-Liberty Building, 
Philadelphia, Pennsylvania . 

Very truly yours, 

(Signed) C. B. Upham 

Deputy Comptroller. 
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Ill' • 07ri1 I, Oplla 

WALTilR E. B UCK 
M• PIN It S T•nt'l' 

SAw lftut. t~~CIJI.CO 

Gnobe 12, 1938, 

Actills C.,trolhr ot ~ OuT..ar 
Tr••OV7 :o.p.rt.nt. 
fathtactoa, D. 0, 

I whh to acaowle4p r-lpt ot 7~ latter ot Oct. lot, lt38 
1o whlcll 7CM -lo" oow til lotte a4drouo4 to llr. llor\1Mr 
ne1rcll!.eelrer, nqullills hla to call a MoUac til tu Joar4 til 
Plr oc\oro til ~ Aoclo Oal1torD1a latloaal 1.-k ot SID lraacloco, 
I atto,.... ~ Mo\ills callo4 t or ~ Zlot til St'Pt.Uor, por-t 
to 7.,.... requot, aa4 ~o C&l'eh.ll7 roe4 U.. lotttr 4ato4 Oct. 3rt. 
1938 whlcll 7CM a4droooo4 to t ho loor4 til Dlroctoro portaloills to 
corta1a attain ot that Mall<. Aa r- aro 11114oGbto417 aaro, 
tho .. ttoro ototo4 1a \hot lot tor caoe ao a cc.ploto tarprtoo &14 
obocl< to M , llllllo I hooo attoa4o4 replorl7, o:a:t'Pt ......, illuu 
or abonco prnoato4 .. , -•ills• ot tho loar4 til Dlrectoro, aothiDs 
ou nor 41oclooo4 per\aiat.c to tho .. uoro 7CM hen roterro4 to, 
I aat11J'oll7 ll'l'I'OCla\e the tact tllat t hoaa 4at a1la ban .., bee 
collet t o ., attatloa M4 broaclot !lilt lllto l~Pt, e4 a olllT 
I OI'f)' thia .. DOt doD& Mtoro, 

TOll 10111 bo uovet ot OYC7 c~cporaUOD, \hot ao a - 'oor til \loa 

Boar4 til Dlractoro I lhall 4o n of7\h1Ds poul'olo t o cCII!)l7 with 
tho naooUOila 1D 7.,.... latter aa4 ooo tho\ tho b.ak 1t propor17 
MD&CM M4 ill hll -llaco with tho proYhl ou til loo, 
7raM:l7, \loa otat-ta -.4o 1a \loa lottor aro rothar .,..,....,.laliiC 
u4 the 41roctoro ~· ta1r:n s-.lato otopo to aacorta1a ~ facta 
&14 brlllc n.,.uua, te l~Pt • 

.l opoclol c .. d uoo ... 11Ppclllto4 at the -tlllc to IIIIP a full 
lov .. tscauoa .-4 tha report fQJ'UMor t o tho tlroctoro. 

It UMro eMatt llo a:t •U•• apoa *icll r- tool I aMoolt 
recoin tvther w..-s. tree 7CMo I oloall \o • ...., elM to U.. 

7111l c •oato wtU. - l raalao 
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October 12, 19~ 

Around 2:30 p.m. I talked to Mr. Sedlacek in San 

Francisco . 

He said tbat be and one of Mr . Husband '• men bad 

been in the Anglo California bank working atead1ly and 

bad juat about ccmpletad a reclaaa1tica t1on of the criti­

cised aaaeta . He s ays t bat they have aet up a total 

lou of $6, 03? , 908. ?4 and provided tor additional re­

serves ot $8, 374,228. 60,11h1ch will per~~it t aking out or 

the bank unacceptable aasata of $14,412,13? .34. That 

meane that wi tb ~13 million preferred atoclc , the bank 

eon be cleaned up . 

The bank will t hen have a balance sheet showing 

$5 milli on ot preferred stock retirable at ~18 million, 

common stock of $10, 400, 000 .00, aurplua of $4 mill ion, 

reserves of $1 , 140, 000.00 and undivided profits of 

e816 , 41? . 66, making a total capital structure or 

~21,356 ,41? .88, or a 1011 ratio. 

Mr . Sedlacek said tbat t he Directors or the bank 

mat yesterday and discussed matters, and that While they 
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are a greeO that Herbert Fleiehhacker ehoulO leave the 

bank, nGt one of them ls willing to tell him he must resign . 

I t may be necessary, they think, to let this Oecls ion go 

over until the next shareholders meeting vbich is early 

in January. Mr. Sealacek thought we might get quicker 

action than that because the committee of three Directors 

is authorized to look at all the critioiams of the bank, 

incluOing Herbert's manipulations, and prepare a recom­

mendotion . They can hire counsel and public accountants 

and 1t they want to ask for resignations, can do eo. 

Sedlacek ea1d that be had seen none of the Directors 

of the bMk since the Boord meeting eeve rol days ago but 

the three Directors appointed as a committee are meeting 

t omorrow a na he very likely will meet with them. He be­

lievoa that they are disposed to do a real job. 

~ortimer Fleisbh&cker has been meeting with Dl rector 

Berg tor t he last t hree d ays, a!¥1 :Sam Husbands of the R?C 

met with t hem this morning. Seol ocek is to see Sam Hus­

bands at 2:00 p . m. , Paclfic time, but he has already been 

i nformed that ~r . Berg is disposed to ~Aka a loan to 

~:ortimer Floishhacker to enable him to clean up his bor­

rowings f rom the bank. 

Upm 

. . . 
. :. . ·::.. .'.·~· - . 

,. ·-fr - - . . . ... . . . 
• • 

.. . .. 

• c 
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October 14, 19~ 

I talked to Mr. Sed.lacek in San Franoiaoo at 4:150 p .m. 

our time. 

He ea id that he had juat returned from the Anglo 

California Bank. The committee of the Board to consider 

and report on the Comptroller's letter to the Directors 

mot yesterday. llortl.mer Fle1ahhaoker had retueed to let 

Sedlace.k meet w1 th them . llr. Sedlacek told him that he 

waa t here to b e helpful, that he was not running awa:y from 

an:ything and that he would be glad to zoeet with the com­

mit tee 1f he waa wanted. Some ot tha other Directors toll 

Sedlacek that the:y want him to maet with tbem,and they have 

naked him to meet with the committee of three, plus four 

or fivo other directors, on llonda:y at ~:00 p. m. I told 

him to meet w1 th them at that time unless he received con­

tracy 1natruotions from me in tho meantime . 

Sed.lacek aaid that Herbert Floiahhaolalr will be at 

the meeting on llonday and it ie possible that the Directors 

~till ask him to resign at that t1me . 

Sedlacek said that he understood Harbert Fleishhacker 

was in 4ash1ngton today and Sedlacek inquired what he had 

boen able to accomplish here . I told him that I bad not 

seen or heard from Herbert Fle 1ahhaokllr since 'l'hursda:y or 

last week . 
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Mlrft•p DD •• t • 

Compt rolle r o r the CUrr4!2;¢7 , 
Tr•••urJ ~·p~ot, 
- • oh1tlil!.<>n, :>. c. 

...... tl oaaer • 

Oct.<>ber l5 , 19)! 

!he : o l a ~orw"lr1~ t o ;rc;;u htrew1th " cor.%"m1 -
e, t 1c.n a ddre :I.Jttd lo you by the :llruct.crl or 3 .. .n.. c.!' 
~ricA :::.!.1c: .. n-! Tru.l L '-od ;,..,4., ,\a::c.c1, t.hu . 

'!'hl .J C01JU!'l.!~at1cn l :J sJ.n~t.J b7 i!a l .. the : l:-.actor5 
or t.he B'~n.: Who st.t..trn.ded t.he : , ecl U l'ett.lne; o!' t.ho aoa.r 3 
o f tllroct.c..r..,~ ht:.d Gn :;ap t &lll'ba r JC 1 - ?"'i: , '"e r tl.~ i'urpoas (. !" 
cono1do r i o,e 'JOur lett"!r addr'Juaod t o t.h e Do"'M ... tv,,r d'l t a c!' 
:.p~ombor 23, 1?.:!8, • it!> ~ho oxcopU c n er · ·~ . A. ~ . C1•Mb1 
AnU Ur . Jo: . u. ~chenc~ • 

. u·r . $Chene:.:: p l'lrtl eipDt.ed ln th 'l proceo-di flb - C ~ 
t.ho ae etlQ£ , ln ,-hlch ~tll 1:t0tion: • oro c'trriflti u.n.an1~ou:.ly. 
Re r eol&a ed aa a Olroct..Gr o~ t.bo BM~ under d., t.o or October-
10 , 19]8. 
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Co~ptrollor ot tbo CUTTOD07• 
'!'reas u.ry D&part:nent, 
w~ah1n&1on, D· C• 

! ' ..... 

Loa """olea, Ca!it'ol'llia 
Ootober 11, 1938. 

:;; WAy 01. acknowlejp_ent ct j'OI.lT letter or Sep~tr 2~. tho S.cr.,ta.ry 
of ~.o'-r ::ard sent ".J"O .J. !-..~ ret;13~er~l! ea.ll on October 1, the t ollcr.riq: COl:l:lmic~­
tlont 

• !on. C~?~rollo r ot the Currencr, 
ttaa:ttncton, !h c. 

• pteaae be adv!ced t~L, ~~rsuant to the re~uett ot ~. 
!t&rst:all n . * u s , Actin, Co~ptrol\or ot t he C\U"reno:,t , & 

Spocle.l t'ootinb of the B?-r d ot Oireotort ot Sank ot ki!Grlca 
ti• T· l. 3 · A· ~TeO- ~el d C~r. ~ept.embor SO, l9~G, tor the pur-po,. 
ot oonoidoring and teJdn' e.otion upou n. oon-~u.r.toe.tion •d.­
dre>JtJed t o the Soc.rd ot 01 rectora ot thh Auoc1a.t.ioc bj.' !U• 
01''" under dAte of Soptomoor 23, 103~ . 

"~11 the Director .s wor·• preeent wlth the exception ot oce 
who 11 r:ow in Bu-ropo a.nd two • ho •r• in the eesterD pe.rt ot t he 
::nHod Statoo. 

•1~e co~unioatlon reterreJ ~~ •~• oo~t14ered ' t l•ncth 
46.!"! lo detail,. a.nd. a s;-oc~nl oo:U.ttee o~c1.-t1" ct nlt:.e -­
bcr• ~t the ~a.rd was &pfO!n t.ed by Nlolutl oD, a O.OP'J ot .ta.lc.h. 

11 enclo.1ed • 

• r.te Co:::dttee wa1 tnatru.oted to &ot procptlr in order 
t!\a.t t..he :o.rd :r..i&ht respoud a~cH'tc,lly to • •1d co:w::mication 
&.t an carl;; d:~.te . 

~nolos1.1re 

Roopootfull;-, 

!t· p. A· lvera.rd., 
Soorett.ry , 

~o&rJ oC C1rectors • 

(!too ol~otlon) 

"llllEllEE.S, '!er&!>all !t · D1£~:o , .Lotln, Co,.ptrollor or tho 
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- 2 - Cctober ! l , 1!3&. 

RESCL •• "'FL , l-y t~e :~"t: r~ o! :!rectcrt or na.nt ot Aaerl ea 
~atlonal ! r~•t ar.d Savl~~: A·soclatl~n at a cr-ec!a l ~oct1r.& ot said 
Board c a ll ed tor t ho JCth d.a' · o,. Sfl;t"':rt ,.r 1£38 ln 11 
t h e re t t ,. D' . .. .. " " co::p e:.::c e with 

quet e ... r . • Ci;l,. Ac t in,; Cc~rt roller ot tho C\.rre.:::cy , aM in 
a ocorda.Dce with t he B)·- l a.s£ , a qu.or~m beln' r reae::t and vot!n& &!'~!~ 
atl• e ly hereoa , t ha t tho tol lowir~ ~~~~ers ~r th~ :~~ ri ot Jt~ect~r• 

!.!ar4h.&l P.ale 
c. ! • Baker 
Dr. c. E• Ca gl l eri 
F· w. Flint , J r . 
Dr. A. n. Clannlni 
C· t1

• 
1' tLwVlt:4 

s . A· ''a: t.en 
r.r. . r.o.llace ''~in 
tr . C· J . Sull l~ 

&r e ~.o r·eby a.rro1nted , e utho!'iEed a r.4 cll reote4 to u a l )"&e all or t he 
lte:l: -wc~ta..i::.e-;:1 i n the repo:""t ~r t ho e1&:!.1oa t 1on or t hit A.atooia tion 
CO:tFh·te~ Se;-t~:o-ber 15, 153 8, a nJ the l a t ter ot the Aotlu&: Collptrol­
lo r ct t he Cur rency or Se?te~ter 23. tass. and aubmit a W?ittea 
re rort ct t a Gta t ou:nc! by such ~yai.t t or th• intol'll&t lOII. rerlew 
a.o4 oo nc14erat 1on o r tho ~eard of Olr ectors ao tl".at the Boe.N. with. 
t he conplete at at e=ent of facts be fore t hes. ~ re?l 7 1c 4etail to 
tho l e t t er o t the Ac tin;; C01'lptroller ot tho C..rroDO)' o:>4 - all -
eaaa ry and conwtruot1• • steps re~~lred by the t aota. 

" I , R. P. A. £1il'RA!~D, t..'te chl ly e l eot.d - q~~a1UU4 teo~ 
ot CA.\1': 01 A:.!ERICA NATIO!IA.L TRUST Al!D SAVIliOII ASSOCIAnO., a •at10Ml 
bankin' auoclatlon o rgu! J04 &Dd exiotiiiC ...Ser aa4 '117 n~ ... ot tho 
l awo ot tho Unit ed Stat .. of .Amor1o&, u4 h&riD& ito priaoipal pl ... 
ot b""1neoo 1.a t h o Cit y and. Co.,.ty of San Fraaolooo I.D tbo stat. of 
Californi a , hereby ce~ity a n4 4eolare _, - to~ I'NOllltl.oa 

• 
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; ... -.rlroller o t the Currency - 3 - Oct ober :1. 1~38 . 

1a • t\all., tn.e e.nd co rrec-t c opy ot a re•oJ u.tioa clu.l• ted an~ 
odoptri "'' tho BGard or Direotoro ot ul• ~-~ at 

7 ~-! 
l t h r h ld v ~· .. lpec- .... t-

th
"' 8 .•1••• "t ohlo the 3oth c!o.,y or Sopte N>or, 1938, purtt.~,lrt to 

e :T · •'"' ~ • w · ch meeting t. quor~ ot the Board of Directors 
w.a preaent and. voted uaaolmoualy in t&Yor ot aeicl reaolutionJ 
that aald r esoluti on has not bttc re1o i nded or amended ~Gd that 
the same it ati l t in ~ll torce and etreot. 

•xn WlTN'BSS 'm£RE0P. I h.e.ve htrounto ••t a::/ hand t.nd. 
the ltel or l~id AIIOclation on the l•t 4~y ot October, 

Secretary ot Wff CF l"F.RICI 
NA'l'1'7Ul. 'I'll':!'!' AIID 3AvniGS ~SCCUTIO! ·" 

Cl..r !-card. h&s given oon•1ter&t1oo to all ot the 1tee.a aet t ortb 1n 
:.~"'-!' letter or Septe:.her 23 .. a.-1d our reply ln detail • • NQ,Yeltd 1a: &1Y'ell 
\ielew. 

01..r 2oa.rcl respec~.s t he avtborlty wbJ.oh the law haa ooDttrrtcl .,.pon 
l·~"~-r of!'l~:e., and • • think that n ., a t ltaft i n a M&IUN1 a ppreol&t·t tht 
:. .. .,.~-: ot r••pona1b111ty wh ich resta upon yo\&. We ha•• not.ed. With aat.h­
l ,ct1on :our atat.ment 1D your letter ot Sept.-ber t S that the purpote ot 
.. _, o r tt·lc htul of the exe.m.lner1 and of thoae in the a bo'Ye M t'ttl..oned letter, 
~= .. e ~•slst our Board in a conatructlYe manne r to protoot the intereata ot 
th~ d&;ooltora a a well a s or the ehareholder• or our Sank· We t ttl th.&t ~'1• 
c :~clJ•rotlon ott~• a ba111 of cooperation upon whlch thert oan be ao 
.Utterenot or opinion between 1.L1 an4 the Cor~pt.rolltr or t.he C\lrre oy. . 

In yol.lr letter of Septeabor 2S t o eao~ indhtdt.a.l meaber ot oW' Bo&r41 

~~ 'W'h1.c.."1 :fO\t ret•r to your ~~ to ;::tro';eot t"te dc1-0iltorJ •• well u th• 
~".•1rehold.ers or o\1.1" B.eJlk

1 
yo~ aay epeoitica.lly t~e.t lt 1:: yo1.1.r dedre 1D tb:l • 

~atter to be tai r to all concerne4• We •1•h ~o •~rre11 o1.1.r appreol&t1on ot 
thla ••ctlcent• 

J:e•trth.elasa
1 

we a re ooa•tr•;.n~~t4 t o oo..eot vpoD the proeed.~ w:Uoh 
yo. haye •••n tit to adopt, a proee:h.tr. whteh., as la41oat.4 below .. .S.pt 
r •aaocabl ;, hafe oau1K har: tc t.he 'Jtr)" rerson• you d.tl lre to prote.t., _..ty .. 
the d• ro•ltor• &D4 tte ·~~reholders. 

ti'r:der you.r 1natr\olct1or..; , !U.=i:ter Pal14r Oft Septnblr 131 1938 .. 
:ud~ontr app.ared before o~r ! c.rd with your t elecr&m and 4el1YYrtd or1ttcla~ 
or t ho 'OJ>li: 011 lt- with respect t o which the CO'IIptrolhr or the C"'"""1 11&4 
ntver th•rototo ,.. ~1catei !'or.:u.lly w1t~ t he ''&.Da.ttt'Mat o r ov..r 8of.l'4 • 
Tl\11 wt.l • 1t a.rtl laf; pertOJ"!t&.tlce. u d our B.oard tetll ~hat t here wu not l u.t'· 
f lcloat boGt&round t o 3..t1f1 i t oinoo thoro b&d boon no prlor coa=aolcatlon 

t roa )"O~ on the ItA~~ 

When 70u. 1nat i"'Ute4 ttae ... t aer tc: r e&4 to ou Boa rd. thh l ut a1e\l.tf'l 
t •lo&nn at ou.r Met1n., at tfbloh a d1v14end .JJI.C d.U.I t o be &to1a.r•4 .. 10" ·~ 
~#r-ntly dlj ~t t.te into ccnelder~t1e n tt• pr.otloe or corporations to aend 
e .... p:-·tS$ r ot-l : e : ln a dn.,oe o:- t"t"' ·~ctu~l hou.r or a Jh! l"'nd d.oel~ra.tlf'1h 
--'" 1 .. .... .. .. ,. ,~- · 
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J05 -. - October 11, lS~S . 

0a Sopt-r 1&, ltll, thno ~· let.r , 7"" .. ot throll&l> tho •11 to 
each ot our Dinoton a 80!1'/ or th la t.levaa• Coot.....,. to tho CllOtoa with 
;aU ot t hlo lrtn4, U.. oJmtlopo W&a -.rbcl no1tbor " personal" oor "c01U'ldootiol". 
It woo dol1ftro4 at tho '"rlOill bua 1D .. o oddrooooo or .. lllboro or tho Boo.rd 1n 
Calllornla, and elaewhere, &Dd opece4 1u the ordinary course b7 ottloe ~ 
ployou • Ito oontonto thll8 aot 1Dto tho lwldo or Y&rlouo puoooe for whoa it 
wao not lntODdod· • 

Wo 4o 11011 _....otucl ·~ 7"U 4oo1414 to 1 and thla t oh&"""' thJVUill tho 
m.oil t o oaoh ot ,.. &ftor it had o.lroa~ boon r oad to tho Boarcl and apponatl,r 
h&d 0 0 ... 14 ltl JIW"fDIO• .. 

' In ••ci1D& to ~--~ot6i' four lott.r ol Sept.abor 23, uaa. with a 
oopy ol your iapo~ letter ol Soptoabor &a, ltU, a441'1uod to tho Board 
proper, atte.obtd. 70" toll wed a ala1l&r prooe4\lN• .1.1 a oonaec;\IC!ce_. a 
Duliii>W Ot poroou JIOt -toil with tho - be- O,ppriaod ol o.ll or tbo 
or1t1oi- Wbioh ,.., .. ut 1lf to ooulclor ucl &Dftlr• 

Wo allalt DOt a· t ~rat ..Ut polot oo tbio u poat or tho M ttor, 
oXOipt to """ tloat 1t •- 'to 110 •ot utraor41Dary tbat tho o~ too .-.,.... 
tlO!II Ollr 8D&J'6_ bu lftr rooeind troa tho Collptrollor or tho Cllrl'oncy OD thlo 
olllljoot •1!01114 •- ~ U.. aat>llro ot W&raln&l tbot tbo oU.t.coo or t ll• ::liD&&.­
- and or ~ aloartor ot tbil Jaat lttoll al,pt bo attaot.:l 1l cortda oon­
dltlone, &~t4' llp!row4 llllllor tblo adainlotratloa, wore oot 10tlot'oct orlly • 
M t • ' .. • 

' 
Wo ·do isM tll"t~a t ho C:,ol taltb ot tho COIIptrollor ol tho Curronoy, 

but ..., oro at a l oll :u llllllo~cl ~ lie - tlt tq a44rooo tho lott or ot 
Soptolllbor n, lth!.' ta f¥la .ll'-Dtqr, •ll'llll,hll. 111<11?1Aual attootion to tho 
JOOot drutlo •JI!Do.l~ .. 11M n.tll\o bOob ,..latin' to tho nautati...,. ot 
aat1ooal .......;:_. pot.tiltC ._. h14 potontW poroonal lUI>lllty• !lao,.. 11&4 
Mea • prior t t''oat~ g, lt.la O'B thU a!bJ!ot either :to the..... l 
or \e •• • • .... 

._ .- b Cl"t~ioA, ao ••t tortla 111 ,...,. 1-"- et 1opt1 ••r II, ltll, 
oro ... rtfiW to hlciort • • • ~· ...... -
l • p • mft J1!!P!!!! ~ • Hta.ID IOUDt 

.... _, o (:-!'rl I ~~----:: • ..!.!..:::····~~.~===~l:: 
dod ... et Vtl»•.. ·---- ·-- . ' twtoo ilt ... ~.-a l6e llollJIDU& u4 op~ _,. 

Regraded Unclassified



:.SOG 

; o-f".rollor ot tho C\lrroncy - s -

In l>io oritic1 .. ot o10r 4l:rl4ond pou.,. tbo oumnor hao oa.s tho on:>ual 
ncn=al oarulnco ot tho B~t lor t ho 7oaro 1g3a to tea? l aoluoi•o, approxioatla& 
$9, 000, 000, •• tho baolo lor his ooao110oioc t hat tho MaDa.-.011t t oo'- t • -- ~ o r t fOYer-1ea • • a t aot or tor the el~&t1on ot l o••••• The report l ndloate1 that tb 
ODC\1&1 normal oarn1ogo tor tho yeo.ro 1U3 to U3~ ! noluoho, ••orocod appro,.:,._to· 
ly t ? , OOO, COO · 

' f hooo wore oxtro.ely .lo&n yoar• in a oyolo or 4oproooion, aad tho roport 
t10rthor !ndioatoo that ~ tho yoaro 1938 a nd lt37, Whoa normal oood! t iooo woro 
returalns . the &..DDu.al norwa.l e&rn ll\C,I a.•era.,~ tlt,ooo,ooo. .Furt.hor::;ore the 
normal •m1nga tor t he ow-ret yea.r on a ocmparable b&ala are r wmtng ai the 
rate ot t l6 .. ooo,ooo per year. It doee not a ppear reaeonable tor the e-..1a.r 
to uae the three le&D Je&ra l u the ~lo~latloa ot normal eara1n&• ia ord&r to 
aupport hi l oonol~alon • 

J.a the B&Dk 1a ate.adlly 1ncreas!n; Ha earnln&•, d:uptte the tow rate 
ot 1otoroot on lnn.-to pronJ.ll"li, i t u not to ~o o.q>echd that ito oamJnp 
will &pi D oink boot to tho low loYOl or oo.rnin&• I 0 tho throe <ioprouion 70&J"a 
rlforrod t O• fl>o OOraJ. lne=o fOr tho )'00 " leU, 1937 &Dd l938 (n!oo 1100tb1 
of 1938) l o a t tho •••ro&o rato o.r t12, 600, 000 ror acnun. 

The Dt t DOnal lDcome ot the Eank t hon a.a iz:lor ... eir:~;& t rend. upn.rd, be· 
5n& 01. 602, 000 t or Septeaber, &&&in.at u &Ytra.p of t l,28S,S74 tor tht atoood 
ttai-ADn\lal period ot lut year• I.-t actual 1noo::w in Septe~r, 1938, was 
$1,037, 700· It &i)pta.rc certain that the ta..rci.ot• Will prog.rua tnly i .aort&tt 
&: but i n••• reoo••ry and expantlon pro&rett • 

Tht •~lner hat oriticittd the 41tb~rt .. t.Dt ot a .. jor portion ot t he 
Bonk• • operatln& ovninci t~ro"Ch diridondo . lfo tool tho~ oonlld<.ration of dhl­
de nd.t pa.id 1hould bt relat·td to ~ not &Oti.L&l Mt'Dilli&• ot tho BIJ:l.k, at ourreot 
J1vid•n4o oro not o oharp optnot r..t..ro o:o.rnla&o, an4 tho report s.u .. t rot oo 
the tact tb&t earn1np 1n tzoet t ot .tt Tid.t nllt &re tul't"icitnt to prorldt tor 
louN that do arlo•· Pu.rthonaoro, t ho looooo 41>or,o4 ott ~ this !ant o1ooo 
19:52 1\&Yo r eo10U od tra tho ,roatoot per iod of 1atlaUon aa4 dotlatlo~ thot tho 
world. U. ezper1eoc:e4, ---&.Dd it 11 reatonablt to &lt \C:It that t.b••• lo. ... a r • DOn· 
reou.rreat &Dd that & p-eat.er portion Of tbe Ba.ak'a Det ea.rDiD&a 1D exo•la 0~ d1Y1-
don4o po.icl will horo&tte r ~ naila~lo to inoroooo tho Baat•o oopltal ot,.,...tW"O• 

O..r 4irl4oncl rate 1o oot por-aontly tlacl, and h oot bu-.! ootiro1y 
u.,poo n e·t oo~l ei..I"Di.D&• # but 1t ia baaed upon t .be t otal ourr91!t et..ra ln&l ot the 
BaDk troa all aou.re•• • OUr Board. 11 keepln& oloa• "W.toh on eo.onoalo tr.D4a a.n4 
ee.ralDa• • a .nc! you ~ rest u a\4T'ect that. ebo\&14 a oh&.a&• 1D tutW"I eoonoaio trcuS. 
adnreel7 attHt OW' •aruln''• our 41T1d.ea4 e4·tlon will 1M repla.ted aocor41ql1• 

Th• &nra&• loa• experl eaoed. on the anre.c• total ot outttand1n& loan• 
~~t.4e e l.Jioe ltSZ, wtwa the resent ... at took ooatrol b&.t been onl 1 20 ot 

0 or a • 1••r per o • t • • o • preaeat 
tbie _ 7 bo taken oo a talr lnd1oa~1oo ot tho extoot o.r t\lturo 

loOI" 'llllloll -.:r "bo ..... t ocl 1 to roo..tt in a ollorco aplnot ourro•~> oorolJICI • 

w. bollen tMt a tboroqll oono14orat1oo l>f 7011 ot all tbo olro--oo, 
takS.C Sate &MO- .,.,. Ja.rp a&fltal otnftUH &Ad cro&t o&rnJnc .... 1qo Del 
- ........ t1Ye17 .-11 ,.r.-tep o1 ~ ..,. leu it- 1n rold1n thereto, 
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_ - rt roller ot t .. C.....-.ftq - tl -

111 lud t o t he oocol wo l oa thAt the pHiollt dlrtdolld 1s ftOt nC<~ulvo &nd 
!-.at 1t t••••• u a deqYAt e .arc,i.a ot- profit t o ina-.,.. prot ect i on ot our u aet a. 

lfe oboenw )'Old' o- reprdlcc t he W&t'DlJIC reb t 1n£ to the deolara­
.l~'"> T1 ot the d1•11dn4. llll..leh .._. ret erre4 t.o 1n the ttle,ram read to the :eoa.N on 

.•rt•'Ol>or 13, U 3S, bfllr• J'lol .. r, ...,d 11oto pe.rt:lolllorly tho atAte,.,nt that " Tho 
! Cloo or the Co.ptrollor or ~ Cllrrenoy 11 lnt~d that , despi t e thla warn­
n0 , the 8o&rd ot Dlreotora d the 8&Dlc dool&rod & dlvldoftd Without r irot haviDc 

-.ado proper provioi OD tor tho orlt1ohod UIOtl or tho 8&Dlc•" AI your ot r ioo 
,.,ut a..l ..re&dy bt en i nlonMd # t he t elec r-.m rererz-.4 t o W&l not r ead to t he Board 
t Dlreot or s pr ior to tb~ doolarat i oD or tho dlYi docd, &nd t he Board had no know· 

ieclge or tho oonteot a Of tho telolr&a-.at the t i=e o r t he deo}&.rotiOD• 
~ ,. 

Apart rrora tl>ia ~of the CjllOit loo, .... Wiab t o d raY your & ttent lOD 
•o th o h.ot that , u i"!!f.l~d in the a tteobed oo-..loationo _,-te4 "Ezhlblt 1" 
11 or tho ito:u 1n .u~ • • '! ...... rod 1D t ho lut pr .. louo ? l port of el<OJIIl1Datlon 
• ·~• !ank bad b ... 4l•JOtOG o(• '"".. ~ .... 

: • lARC! LDIZS ' "'- ..-. ~ 
f . , .; 

'lfo oboorH..ill tho third po.ragraph o t 1 0or letter tho ot ateeent that the 
eU<>loer bad .. 14 that tho -_ ha.o •do o..n o.rtonolon ot orodlt to r.....,._rloa 
~. :-nrf\tion • of lta •F.al~J.eo to ..., &&~~ropte ....,uct ot t 7e,ooo,ooo. S looo 
Afrh 2S, d&te · K o~Uao, ;'>1.." total -ll&a boon roduoo4 by lOOro tb&l> 
$8, 200, 000 · ... 

' . 
Tollr total i nol " des t bo toll""~ it- wh 1oh wo do pot bell ... repro-

s eat exteDaiona ot ore41.t by the . Bt.nkt , 

•o~tee4 Lo~na• 
°Cptl oc t o PQrohaoo• 
C&lltornla ~do Ino . 
Capl tal Comp&ey 

t &, 524, 094oW 
2, 718, 800·00 

12, 0&1 , 524· 00 
21, 487, 820 ·00 

$ 47.§80.24Z.OO 
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tho Co,.rtroll•. r ot the Currono7 ud with b h e.p"ro 1 ~ 
C t • ~- 4 , n , .~r&naa.Dar1e& orpora J.Ob &\l*J"'&l h ·•• oert&i-J Utt tt or the lank t o tht • xte :t ot 
""re t l\e.n l35,ooo,ooo. At that tl .. tho •· ·b •• .... th 

~- -•r &a:o· er ..,_ •&•~•nt u4 with a d1tterent 8ou d. ot Dinotor; . It,.. not &D 

extent l o o ot ore4,1t to Tranata.erioa Corporat ion by the newt, but the 
oontrc.ry 1a true, &I Tranau.or1oa Corpor.tlon pltd"ed. its .ut t tho DADlc• o oreu... o 

During tho p&.llt_ oix yoe.rl thll it.,. h ... booa reduced to '~'­
proximat ely "5, 000, 000· Till• 1t .. 11 11•to4 i n tho report ... 
t5,52t , 090 ,03, and tho· ro4uot 1on t horotoro a1noo April 26 1938 b4o 
boo11 e.pprodJt&tol 7 t soo,ooo. • • 

Tr&Dt&merloa CorJOrat 1oa per.a1tt•4 one ot lta attil1•t•4 
oorporetlofta, the Corpon.tioD ot Aaerl oa, to exeou.te ~ •• ooOntraet1 
u4 o\Oboo~.....tl;y u au.ocl tho obllptlu thro"C)> ito 1111o11,- ;lrl>Od ' 
IU.baldiary, t.Dter~r1oa Cp_uoJ"&UO#• Whea the atoct o.oot.Nl ot 
B.U or AMrioe. -.a to .be".Uat,.lbutod by frt.Doo.Mrlca Corpon t1oa 
..,4 l nt N'...Aolerlca CorporatlDn Uqu14t.to4, it lloo..,. e.pparoat to 
t ho .,..,111, ot ftooro or tho S&Alt tlle.t lt W'Ould - ....... .,. to 
reva.ap tho aotnp ot thh oo11tradt Yh1louait1 ot ownorahip a tlll 
odot•4· 1'l}e •tl .. lN~de oi ~ha t~.ooo.ooo ooatre.ota ot that t b e .... 
$S,6&1,Cit9,.~ u d ~a-orioe. CorporetioD aublldie.rloo llqoidoted 
auoh be.luoe by ....,i@'l•t ot tli,o ... ot t5,5U,2~i ·82 e.o4 thro"61J 
4oll .. ey ~ 56, 6oo ol!&r•• ott tho .,.t1oa l Cltf BLUI: ot 11ft Tort t o 
t ho Baal<, whloh owao then '!"l'tll e.t t h ,.arl<ot 12. 71a,aoo.· An optlo.o 
•&ro-nt -• '-""o'li'ed 1>7 •hloh ,.....,_rlO& Cor~rat1on would 
purollaoJ trom t~ Bo.Df'll~;oo ,.,._,... or l'e.tiooal City B&Dt atook 
unll&ll;y o.t t ( p.oo par ab4ro, thlll oomplet1Jra tho purob4ao ot t ho 
entire sl.eoo ahar•• in & rive ~··r poriod. •• a oonaideration tor 
the opt1oD~Transaaerica Corporatloa 4el1•ered to the Bank 13,400 
aharta or the Jlf'atloual City BaDit or f!mr York., the e quinlent ot mort 
tb..I.D 32,% o.,l.. ~tht book VCI.lue or the ah&l'OI \I.D.Clo r opt i on. 

AI & part of t:;l• 6ener&.l plan ot 1ett1-aent., tbe Sank WA.1 
d ea lrous ot reac~lring all or t he ch~'~4 ott • • seta, •£&r•&&tl~ 
apPf'Os:iu.t t l J' t ss,ooo.,ooo, wb.lch • .,,..e oov•rod u.nd~r t bs :tr1&1Dll 
f 35,ooo. ooo ooBt-ract.:o and e lJ)aequen·t t,..~aaac.t1oc.a, and -;:hlch it -.. 
ji.1414 troa o.n e.pproi :Al b&cl a det• "'-""ble al.rl!JNo roo~ uluo 
ot ~&, 500. 000 . Th.e 3snk theret'o r• aoq\l!r~J U1.e1e uart• tor ~ 
• ..,. or U,$00, 000, pr;>porl)' ... ,ported by plod&• or ao4u.riU••· u 
auoh a atete t~11 t o proTide reoo.@r1tl to the exteat o~ tt .soo.ooo 
1ft " 11¥ 7o&r, tho B&nk wlll reoeho oe.ah or -.y llqpid&t• tho ploll&e4 
eeour1t1ea to .ake up a~ 4ef1o1ency, exo~pt tbat a.r ea4e11 aoc~ 
ule.t.4 in aey year will be por:altto4 to oorry luto " ~ yea.r 
e.nci apply ~pi.Dot aey 4etio1t • 

' 'ce Iaiit •t~rl~l17 bonot1••4 by tho •~1-' ot tho . ~ 
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$35,.000,.000 oo:Dtr&-ota effected. t.brou.C}\ tbeae tn.naaotl.oaa. !fo 
1p410ltio llqllidatloo prog,...,. ha <l boon ootablhho<l IOO<Ier tho ol4 
oootra.ota,. wberezu the new ar-n.n,eAent provl~ed. tor a Yery det­
IDito pro_.-.. ot llquldatioo withlJ> a tho )'"r poriod, t.'>o re­
a i o.inl tena o£ ·wbicb 11 now to"'" year a . P\lrth.er, \Ulder the 
aettl.aeot acr•~nt the Bank will reoe1Te t~ beoetlt or reco•­
er1•• antlo1p&te4 on the obarced ott aaaet e &tter the tull &mount 
or tho 'uarllllty lA rooonre<l. UDder tho t o ,... or tho orl,lnal 
$3&,000, 000 oontraota,. •~h turthor re oOYeri ee, • • well •• future 
appreoiationa 1n bond accoUDta,. at 1D41oat ed by the examine~ 
page 8,. lnaort 7,. of hla report, would h&ye cone to Tn..n ... gerica 
co rport.tioD in tho !\all ... Uilt• AD a<lditioD&l bonotit to tho B&nlc 
11 the income on 41Yidenda r.oei.-4 on tbe l ational City Bank ot 
Now Tori< •took AmOUiltln' t o t &e, eoo a year. 

With re1p41ot t o tho ~too<! it• o! t a , soo, ooo, tho 
tirot )'o&r' l roquinoooot• ho.ft MOD oat h tled &Dd tho ito: ro­
duco<! b7 a ppron.&tol7 11,600, 000 b a to~~rtooD 80otb.o • period. 

Tho optioD to purobaao •ho.ro• ot tho latlonal Cit)' Bank 
ot • - York hu MOD rodllcod b7 t 64a,$60 thro~~&h tho ... te or 
11 .~20 1 \&0h aUrea to 'f'r&DI ... r-1oa Corporation at t.lte option price 
ot t4S p41r 1ho.ro o 

Bank ot .berioa ha o pled&od with It by Tr&Do...,erioa Corpor ­
atioD •• eeourity tor it• &UA~ntr ot ts, soo,ooo, now ~duced to 
t &, Oll, OOO, tho tollowiD& oollatoralo 

e& , S&O 1h&roo Ceotral Bank, Oakland 
&,446 • Fir1t Rational Bank or 

10,000 

za,aoo 

Tl 
40 
$1 

• 
• 
• 
• 
• 

.Portl&Dd 
Bankwo•rioa Acr1oultur.l 

Crodi t Corperat1oo 
J!a tloaal Cit)' Ba.nlt ot 

!In Tori< 
Bank of .la<lor CoUilt)' 
I!&Dk ot J. , t.-.y • Co • 
- ot D&Yio 

• 4,060,150· 00 

1,470, 150. 00 

73s,eoo.oo 
SO,l7S .oo 
18 , 000·00 

6, 410.00 

t 7 , s&a, sgs.oo 

llalaJ>oo G~&rolltood Le&nl Ootobor e, uaa t S, Oll , OOOoOO 

r..- tho abon it 11 appar~t tho.t tho c-t)' II u oure4 
b7 ood collateral ho.YiJIC a ftl\lo ot t 2, &62, 000 b exoou o! tho ,..!ialq 'bat.uoo. thil it- 11 Dot o lauitlod •• oithor doubtt.U 
or l oa•• 

(b) C.t.PU.U. OOIIIUT .&Ill C&Luatnl. LIJI1)8 I Il!C. COIITRJ.C!I 
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T~oc:ae oontro.cta pr~vid:e a de! i na "' ,r-.)0 :-•.: of l ........ i ... ,.";ien . ~rJ-ttr t'lo 
• t-~ o ! l.~"' oon trD..ct: , t.he total a.=."'~ ~.o.nt l.Jt 1 ... p!).y~t~le i\1th1n l C yonrs , 'a.~u1 
- ... .- r 1..':!:1 prt.'d$10n th~ =tXi.t:.U..""l te:- 0 1 I":t)I"M:l~ 1J CtW S j-"'-':.r: • :'~C :::~;ln1JIU,.I:' 

.-!da.t. l on r"O't,-irt~Jd b 1~ anm • .sl!:t ~ . t~ e :>r•~lna.l s;u.rchu:e t=rice . Li.,~o.ld&· 
• .. on on thue o nntr-act1 ht.5 t.c'!;l twice t. ..... e....."':u! ~ r.ai:~ents . ::n +~!'le period 
• :-...... 1~. r tc Ju.!:e ... o, ... .. ~~an., 11.0:! va :.~:»rei a 1..&:2de sol~ 

·~~ , ~~C , CC~ book vcl~e of re~l est~~• , ~=J t h l: ~o~t L.' been applieJ on ~10 
.... . fl.: •.• • :l ... rln, ~t ":- ?:."' the ve~r.s l!»~C C."l! l !):S/ , !ll , CCC, ~,O ns •rt li.,:i t .) 

:. .... lr H s u1U.....-;iou . 

iflt~ reference to the !te~s refe-r .. ,.~ ":o> !~ "'1• third ;o.rnt;rc.r~ ot the 
~~~~nJ pa,e of the let ter of Se pte~~er :z, we call ~ttoot ion to the fact that 
.:\.Od n& t.ho yoflu"$ 1934 &n:i 1935 t!lero ":Ya' c.ppll&iJ "" ~'1e lo.n~ coepttG~· contracts 
!2, 756, 000 &nd $5, 910, 000 res pectively, whet oo• , t.ho lof~r,nce t o be dr~wn tr~n 
~·our letter 1:. thc.t no pa..y.n~nh: ""'"e mlde in thOII) :·oar : · 

Tht P"vmont of tt-;(63 b;; t.he :lu...,:: result..o from th!t f e e'.; thn!: 'A'h&n t~1o 
~;,of'l nera.l t..ypo of "ontract wuc !'irs .. entftr"'d ~r.to by ~h ., for-nr ront.be"'ttJDt , T.it'\ 
· ~o approval of the Comptroller, r~nl u1tct~ taxe: were &n oft3et t e fr~nc~1 c ~ 
....... , ln th1t :.ta t e- ~rtd 6uch t:e-J :..,r~- ~~.,r•~ o r~~t 'lilt~ a nc-~ a net:. co c .. ~~ Ute :!ar..\- • 
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.t.twntlOD 1a oallecl to tho ~ot that lp1101 of t l,f65, 000 •ore · b­
oorl>ocl on .. too lD tllr year 1936 by tho lueS ooapuloo &Del ooepo.n.blo lou oo 
wore a boorilocl lD otll01' yotcro • fhl• 110ulcl """ th&J1 ortort azrr a:owrt ot real 
01toto t ueo pt.lcl lr7 tho - and, lD &cldltlon, tho - rooohocl lnt.reot 
on tho oofi'....V &¥ oa..-.4 tlw oort ot •1Dtonanoe and operation ot other 
real oot&M, aielo ta aloo borne 'b,- tho l&Dcl -p&AlOI • · .. . 

~ Coapt~~r ot. t~ C':f'J'G07 lD hll lottor ozprouoo tho opl.nloo 
t hat tbo 1'001 .. tat4,,ol4 to ~"~1 Coepuy ancl Oall tornla Lucio IDa· 111>441r 
oontnot allo\014 ho ohoa ao ~ ,.al ••tate Owao4° oo tho booto ot tllo 
lloak u4 ot ali..,. 1D ~ pibl 'oioW roporto ot th B&Dt· • • 

~ . ... .. -W• haYe obta.1De4 opi11.lov ot lowie el wlth reepeot to th••• ooJttNot• 
._. llo holclo that "tlwJ" aro bo• t14o, n llt and blncllnc, oneS tb&t ona .. looulcl 
- llo 41oJ*M4 '- trMt tho real ut&to t Old thortllndor 1o tho -=or IQCCOitocl 
117 tile o-pt roll..-, wo oo\014 not properly c1o 10 W>loll tho oontracto wore Urot 
.._.,.ollocl 1r7 tllo -tv.al ~re~t ot &11 p&nloo at 1Dtereot• To oart')' tho 
ooetraot.l oe ov boob u Jl:()thor Jteal lat:a.t• ()meet• u4 • o to ahow th .. 11t 
Mve pibllohocl report . ..-ot tho II&Dt • oulcl, ln t ho op~nloo ot ow eo..,.ol, bo 
a aiaroJPII t&tion ~ tbo hch J oi>Oh tr-..t ot thou ooatrooto WOilld 1ap1J 
til&$ t1w 1ut llacl ,..Utabl• tltlo to tho r ... l eototo ucl -• 1D a podtloa to 
clloJ*M ot lt at ~U, .. ...._ tho faoto &ro tliAt I Ilah real ootate 11 not Ollb­

jeot to ~or .ilOJOrihoo~ tllo Baat, u lt b&o alro&c!J l>ooa cllopooecl ot, 
aacl tloat .. .._. la ~~ lolfllf, Mr&llJ aacl otllorwloo to• .....,- out all 
t11o .te .... ~ ~·.,.·~· (- op1D1oa_ ot In'· loulo Fonari, founul, 
J~o..tooi ••tl a•.&:..,.s ~ -.m1b1t z• ). ,. · ' ~ 

·.;ol,;...,. ' • ; ~ l ~ , . ~.t ~ J... - ~ • .. ' l 
8 .: ' ' fit Ohi:R bu. ESr.&TI -- B.t.liKil!O• FR!WlSI3 11 ., 
, - ':;;.o ~ ' , ' • • .;. ..\ . oV ·~~lo• "11..9• 11ocl to tho I.IIOwrt or ln .. ot..oat in baat10& hollloa , 
~ .... 'nit............ . . 

' .· c • '.. ,.,.. 

1ft O\lf' op1D1on tbe b&Dida.& preal • •• o t t he gult of .uter1c:.• . a r& 
th.oro¥Cbly~oiiA4 •••,t; aeG•••&rJ tor the proper oondu.ct or the Ba:k'• 
buolaoo•• bperl•!fl" qt ~ I.U b&o laclloatocl thot 1t ls 010ro ooonomlool to 
oom b&lltlD& ,.-lao~ t~Bt thoa. Aocordln' t o tho o:ualner •s ropo.rt, 
pace l f . tu•rt: 1., o.._v oo.eia.puq•txpe~aa• t or 1937 ft l 1D ratio ot .002$ to 
- clollar ot ..,ltal aD4 clopoolt o. Tbll, •• ol>Mrft, oOIIlp&rol rith a ,.uo 
ot .oot\ tor lM roportln' b&ntl la all partl of tho oowrtry reported Ia • 

0 
pu!>Uahecl 117 tho U.Orlo&A -.ro AuoohtlOD• Thlo indlcotoo aa 

0
:::;!.., ezpnoo tor !lull: or .&aerloo of approa!M.tolJ o .. halt of t1w a••r&fO . 

tor tllo roportlD& "&Jit.l r o!orrocl t o abo .. • 

lboo 1132 tho .total oMQpalloy OX-10 ot tho Boz1t b&o bOOD cloo~cl 
tUI ooe per T"'"• t'l>lo 1lao ooou aecl lD a perlecl lhlrlD& 11h~ah A &cldltlo 
MDtiaa· ,....., -ro .aclclocl• . • 
~ • • # -

!~~~~~~~~;:::~~?·~&Del lnlf[oroll&nt• wau...-1 baltr ot tho »ro•lo1oDo .oe lootlllD M A ot 
~i~lfll·lecl JW>O 14, lfll>. • . . .... 

:tii.-111Nir ...,4 !llrebaata latloMl ..&ltJ. eorporatloa 
~ 
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r eae rvo4 t ho oum or tl1 40•,ooo tor depreoiati on on banki ns premiooo and 1 
ment • Tho uot book Yt.l \Ut or the depreciabl e a uett t n bt.nking prea11ea !~4 p­
equ.i paent -.a a pproxiaLely $31,218;948, a.ad 1t i t therefore ov-14e:nt tha .. t.h 
4epreo1.a.t1on t aken on S\&oh. clepreoU.ble ataet t t n l US? n.a a t the r a te or .. 4 ¥ e 
a re.te r.or e tba.a eu.t·tloletrt t o pro• i de an a d•ctua t e r t t t rvt tor d&pr·eo1&tio; ;r 
tho clopreo1ablo buldJic p . ..-J.ooo &Dd oqui-nt . 

Retere~aoe ia .. 4• to the to~r b&a.tiD& prealata oa r rhd i e "ercl\ante 
l!a t1onal !lool~ CorJO"'t 10D• .la a rooult or tho -rcor or tho E&tll: or I taly 
! atlo nal Tr uat aza4 Sa.,.lAca Aaaoo1at1on • 4 tbe 8&Dk ot ADer1oa ot Cal1 tor o h 
&I !a.nt ot America. Wat l oD&l fruet azul s ,Yfa&t Attoola tloa , a n~er or propert.i et 
owned. by both buka n re DO l once r o oeuple4 u b lr.Dti n& pr ea he:; c11.1e t o t he 
oorsol1dat1~n ot branoh••• fheao properti ea ret erre4 to .. •&x-tank Pre~ 1eo• 
were ult1aately ~oqu1ro4 b7 Cap1t~l Coa~ for a t otol price of $9, 166, 7GG . &e . 
During t he life ot tho • v e-nt, tS, 28l, OOO ""' a ppl1o4 to the reduction or 
t he puroha•e prioe , l o&vln& &D UDp&id balanct ot t &.874,ooo • . 

Whe%1 t he da.tfl fo r the cU at r l bution ot Ba.Dk or A-.r lca • took approaohed., 
t he Dlll'.k determic~ tha t it woula be i .n ita bes t 1at• r etta to •lee a tlna l 
••ttle~nt o f tbi t obl l , a t lon alo~& with certain otker obl1~&t1oca which Trant­
o.m rloa I U.bs1d1e.r1e • had 1nourred t o r the pu.rpoee ot rt'IIO"t'i n& eerta.lD auetl 
t r o3 t he Back . Tr&dl&=erl ca Corpo ration was • till t he o~er ot practi cal l y all 
t he c apital atock ot tbe Ba.ck. a nd i t t herefore wa• poe a lbl e tor the ! &.Ak t o 
ortoot ..,. arrang"""at whereby Cap1tal .C""'~ would oont1nuo t o -.naco tbo prop.­
~rt1eo and 1ll addition undortalro t4 purchue- or othe..too dl.opooo ot thoa on a • 
cle f1D1 to p rogro.a ao that t ho u Uro a:ount or tho oxht ins oontraot would bo l1qll1-
datod wttb1n a - :daua poriod.ot..!I.OJ~ro . Suoh aa ... ....,,_Dt wao t horob)' 
oono~ted, a~d Uor chaDto Wat1oaal Realty Corporation acquired tho proport1oo 
unclor an a g r oemnt obl1p.t1nc Tranoamorioa Corporat1oo• o oubo1d11ry, Copital Cooo­
~. to •ell or pu.r chaee t oT i te"'own a.ocoClnt au.oh properties t o the exten ot 
not l oU thaD $ 590, 000 par U DWR• Tho tirot p&)'lUDt or tbio ...,unt hao booa ' 
.,..do r.nd t ho haln oo now payr.bl o 1o t s , 2e4,000, r.nd w1ll bo o.lailarly 11q•1dato4 
oaoh yea r . 

Und.!lr t~e ol d c otttra ot Trt..zla.t...:Jerlc.& Corpore.t l.on reta.l::ed the za~· l.Aoo.e 
troa the properti es, wb loh ft.l a ppr oxiJ:&t .e ly f 260, 000 pe r u.nom. while tbe lu.k 
rec•l•ed on ly ~ on t he ~lance owiac; on the oontra.ct . The r .ooi pt by ~$rcha.at1 
N&t i~n•l ~oAlty Corporat ion ot the net ~~•1 lao~~ ot approxiaatel 7 ~260.000 
t ro:a these propertlel bat r·eaul t•4 1n a aubatant1al benefit to the B&Ak., • h.loh 
11 rofloote~ i n a deoroa a e t o the extent or •~ob not inoome i a the .eo~t ot 
rent a l& wh1el> tho B~nk 11 obllced to PI#' to l!e rohaDto !Jat1onal Raal~ Corpon.­
t loa to~ propertiee lea aed trom t he Corpo ration . 

4• A. 0 . STE'I!Jo.!IT LIN!! 

Tho tot al indeb~o4nou or • • o . st ...... rt. beth d1root ODd ooot1Acont, .. 
ot .lprU 28 , 19 38, no $8, 088, 003 . 9 5 u d not t ll, 0\3, 003•98, wl>loh ricuro a ppor­
ODt~ 1Doll&4od tho credit of tf, 9 2S, OOO t o l'llo1t1o Coaot !fort- C""'- • whioh 
h 1.a DO - 1 oom>eotod with the St.-art U no. Wo a ro 1n!or.ed t.O:.t llr • St.n.rt 
11 bJ DO M-&nl a •jor stoolcbo'lde r l .n tbl• oonoe rn. hl l boldi.D~ aatnust1.!'1& l o 
l e11 th&A 8!C ot t~ total th&rea o utst a.nl!ln&• I t a wea.rt t::~ u:i .. ~-~l t."'"" ~ ·ut-­s:•'• Cnpe..ny orecllt la a4e<;,UAt.,l y s~ct.ore~ . 
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Tho r e c.pp&Lrentl:; has been • mis t.Lild .. r 1 t.&nlJ :n~ with ree;e. rd to th .. .., ... rto.l 
o.s.reament recounted by the oxnniner . We o.re 1nfo Ned the.l. a.t the .. .~.+ ,. f'!' 
the October 14, 1936, uu.mlno.tlon e1,000, 000 " as ola.o , i r1ed i.dver., .,l:; l.n eon­
neotlon ••1th t hoae credits ..nd by &groom'!tnt with thl ex.erllner, 1..:11; wtu llaled 
ae t 3, 00Q, OOO doubtful and ~l ,COO,COC l oaa cr. our ~,roe~·:.t ~~~t $l,J~O . ?OO 
wct.lld be oht..r,e4 ot f Q.Utlut~.~ly UJltll t.he o&rry:n, valt.:e :i~toll.ld 'be 1-elucocl 
t~ ,COO,OOO· One or the re~30na tor re~~eat!~' t h1• c l&sslficntion -~~ ~o on. 
U!: .. 0 Opreld t.~t d eduG'tlo::t f o r t-IU :'"'r~Ca.*': ->VCr & i-(r!.")d c; f ;;ecrs • ~~ , f'lt"~1~:) 
haa beec o~arco4 ott to date L"'td UJX)n co- rl•tlo:i or t..ltf> c!':er,e orr reqloltreJ b;; 
tb.il eXD.a1na t1on, Lhough it ia co'"lt.rc.r., .c """'~"' ~:t.!et";t.'-J!:"e., t~e o.o.rt":· !n& 
•tl'-' wlll h&•• 'bs en reJu:cod $S,COO, COC · !he ·'an~eurot appos.ro t : ~ve r..~.ll.y 
co-pli oJ wit~ each spoc1I 1c re.ct,\6el ~ to- chr..r'e ... t r. lfc ., . ..... ~"olea:; :~.rs r."' t 
oo~~1nce4 that the ~untG char~oJ ott ar• 4ct~al l~s~e= · 

On ~c:o thr oe of :to r.:r lett ... ,· ;,f,.. .._ """Ake t.he g"'c,.. rbf" .. ha t. t.ho : ...,o\: hali 
v1ol\.teJ Section 5200 U ·3 ·~·~· oy ~A~teJln• ~- lawf~l l~it in th~ u~:e vr 
l oana to TrAn•acorlen and ita J ubc l dtaritl in th~ &count of ' 11 , 118, 1 E2 . ~7 . 
In arr1v1n& at Uho a&&regato t otL1 o: the:o lo~nm , U'o ~XAmlne r 1~cl ... dod t h" 
• cua .rante•d Loo.na, " 6J:l10u.Dt1ng t o $5,1524 , 09&, which , tor roc.:~ on:; c.l.read¥ ox­
plalnPd , cannot be oonsid~r od as involvlni An extension of orod!t t o ~rana­
~eriG& Corporation . rro &lao included cortaln ~4vancos m&do to C~pi tal 
Comp&~V lc the au;a of t 497.,0f0 , w:tlch wer~ fo't' the purpoae or r eimburain15 

• 
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~-~ptrol lor or tho CurroD07 - u-
3M 

October 11, lt38 

·:.~t om~ tor Ai*>clitiU"'o on b&Dk ~IN• fto,. tWQ u..,. rolf th 
totol tro., t zs,ua, tn to $17,097, 025· a., ~at1 totalla& ~ lU :: ..;. 
on tbe ro• illln0 obll"tioua Uatod ia thio oatocol')' 1w.10~11oat' to i ... dlto 
of oxaa1ca t 1on, t ho &goODt ot f 17, ot7, 016 Ia ~or roduoel to tlS,t40, TOO . 

On t ho lo&al t'l .. t1oa hero ill•olftd, ,. .... . fo4rloo ot co..,.ol thot 
t ho ro 11 no v1olot1oa or Soot loa 5200 u.s • .a.s •• (aoo opi.Dioa ot llir'• lo1l1l 
Forrar1, Counool, horoto attoobo4 and .. rko4 "lahibit a•). 

~uotin' tro• 70::" l ottor, on PI&• 4, ooooa4 p&l'l&t'apb, 70a - tho 
ooto,or ioal eta-at, S'h• Bank 1o uacloroapltali aocl to tbo ut011t ot at 
lout t tz , ooo, ooo. oo, ritho11t tal:int; intp oona1da rat1oo ita oooot ooaclltioa·• 
Your &aal7•11 or our oapltal I'O•lt1oa oh<wa tho not oouad oapital or our Joat, 
o.ttor clo4uot1ac oatt.tod loo10o, cloul>ttlll it ... , .,4 Uabilltloo aot · -
oa our boota , to bo t96,447,&~.?7 

On Sopt-r SO, 11138, t ho total o&pl'-1 ot..,..turo •• &b...,. by tho 
boot a ot tbo II&Ak oaounto4 to tll2,615, 000, ltJ'tft> prowioioa tor cl1rlcloa4 ot 
$2,400, 000 p&TIIblo Deo-r U; lUI• Deduotiac lou01 attor partial roriow 
or t7 , 957,000 ud ODO halt ot clouJ>ttul uaota, u ,...1&11'04 117 CC>:I:ptroller•o 
re,ulatlono, -ODti.JI& to t Z,MS, OOO, u4 ...f41a& $5, 1&0,000 ohar,,.l ott aiaoo 
tho oaaainot:1oe, and t!lo reduotioa 1a bon4 • 1ou• oluoltioatloa or t l, 760,000, 
t ho ourroari aot 

1
•ound G&pltal otruf;U1'9 ot tho - 1a t l 07 , 090, 000, 11hioh, 

with ourront boM approoiation ot approxl.atol)l tg,ooo,poo, -uota to 100ro 
t hou $116, 000,000, 'Which '""ooda tho .,..uot obown b)' tbo o-oor, IIDd 1Dcl1coto4 
i n tho abo .. paft&r&phr 'IIY ";Pproxtmo.tol)l t ro,ooo,oop. 1\ 

I • • • I ; 
111 thO JlaD1UDC .Qt. Ot l!lll3, 0oD£rOOI poN1tto4 D&tioa&1 baato to U• 

toad - \ "ruo"-• ~.til.~~ li.Mil ot ~~-· Aw that tiM, oal)l tho 
youo ·ac•• ~VD~"U_:tt:u4,.tho oa}lltal ro~r 1 of" autowt4o n• ttoDAl branoh 
b .. klJIC , • lhl~talo lo&ialation, lfur, ri9't,...at tor oapital and a\11"-
pl ... u t 610~ • .-- ow oo tal oition 11 tboroton ..,,. thea twio• aa 
rt .. , 

-.. ' . ~ .._/ .. 
•• lilliM o~wot Co~maol on ~ ~ ... ottoifot tile hpl r~ 

ot o apltoal• ( ... opiUoo otllir'• -t.ouio FoM'U'l, Co,..ol, llorot<o -..t u4 
..- -..n u c•) . II• bolu thot t~~• oap{tal r"'u1.-..te or t1w •t~ 
bNolrJD& 1- ore oa tlol loUie ot po~ion aad oot oa ratio t o 4opoo1t• l -.,t 
ao tv u tJw 1.w 1o oonoo.-, our Jell: 1o owor-1tali&o4 117 ..,,.o tbu 
$50,000, 000• Be turther holu that thoro b ao authoritJ tor t.llo ~UN' 
or t ho c urreDO)' to ate 1111.7 "~'•cul•t1on, or r11lo, tor tho oapital ot • • ttoa&l 
bank booo4 upon a rotlo ot G&pital to '-pool to • 

Ao tile lult•o DOt aouad oapital pooitioa 1>&. booa otea4UI illprOY1D£, 
U>4 ao oubotaat1al17 all ot tbo loo .. a ollarp cl ott oi.MO 11!1 -'"""t..,.~ 
lO&Jio ~,prior to that t t.oao, tJw llaDk'l P!'dtt•..,. beta._.... .. ..,. ~ 
wrl.tlDC ott ot looeoe on 1- ud otllor lt- ..-s.ac • .. ,Jli,IOO, •~ 
prooi&Hoa oa lllllkiD& Pralooe, hndtllro ..,, nzwrn • ..-- t.c to...,,tU,OOO, 

• 
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• 
' 11'1'.00 .t" eritldHC .... ftu4 .. ooto U.oW .. tjoe 1 ,._ 

~~~· u t.>Uano • 

llUo fle,341oOO 
I,OII,.oloOO 
7,111,1TI•OO 

tUT,Ill,ll1•00 

1M c...,u.u.r 1a 1111 trtt ... oo_ ... , t bh total nth t1>e total .apt­
tal ........ el .. IJIII,8k. 

W. tall to -•rat&A4 tbe -..oa tor 1\!ob • ooat*J'iooa, which I.J!clwloo , 
ouote tMt a.ro -...nt.o•bl7 oo....S u4 aot olooo1t1o4 odyorool)' u -hthl 
or 1M.. Tho U.,Uo&tloto, -· thl.o it• 1• applh4 t o tho oapltal .u-t-. 
h tllat t»" 1'41oo.lt•· aa 1DI••tth1_,. or ..,..., t1>aa t~a.ooo,ooo. wldoh, ot 
ooveo, 11 act tho oaa•• !lien~ bo a po1at la ••putac tbe "doohthl" 
&D4 •t .. o• ot .. o1tloat1- wltll til& oaplt&l otnet_, 'IKit tbe I.J!cl .. oloa ot 
t be "ol_. o1No1tloatloa la tloe toetal 41.-..,. tbe _,.neoa. '11111•.,. do 
DOt be11ne tbat -. ·-••r•o •slGII" olNolttoaUoa to •"'"'• .,. do bollno 
t hat a ...,uu. ot ..... •elclol" .. ,_.. dta. tiM total .. ,oto ot tbe BaDlr .., .. u 

be a ,..,1•ble -· ' . . 
•••- .e1AIIalJ~~~ lilt .. '117 \lao_..,_. totolo tT,tH,678o 

ou.laate4 lftor to tho 1'41011pt ot tl>o 
to II to 1Mioato & 1'411110t&DOO OD tho 

loll .. "&114 'FOl.-ril)' -...,. tl>• ott, 
letMI'• 
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Tour atat..ent that $137, 818,327 . 88 I a aubjoct t o adToroe olaa o1tlca­
.- 1on hal OA\.lltd us to r .... 1 .. tM repl ationa wbiob ••• t o 1Ddioat e ol-.rl 
tnat tho lt!~ of "•law" olaaaLtioat ! on of $124,708,349 io not oubjoot to i~­
clua1on in a 4Terte olaaaUicatioa, which ola.at1t1oat1on a ppe..rently t houl4 
lnol~d• only t ho•• it~ olaee1!1ed •• •doubttul" or • toaa•. 

o. BO!lDS A::D SECURITIES CUSSIFIED 

{a ) Bon41 and aeo~itiee in olaoaitiod groupe a re haYing oloaa a ttan­
tion a nd, &I 1nd.1oat ecl by the examiner, repre1ent a r·e l a tiYely ••11 t.mD\UJt a.a 
comre.red. with t he Bank'• total BozuS Aooou.ot . 

The examiaer'• comments under t he headlni or • nonda and Sec~r1t1e•• 
rol&t1ng t o t he option &J"ll.Dt·ecS to tre.nt t.merlca Corporation t.o pureh.ue 58, GOO 
1h.are1 ot t:at lonal City Ba.nlc ot N8W York a t t48 a thar·• haTe been responded. 
t o ln the 41aoue aion UDder the caption • ouaranteed Loant.• 

!ho ort~oer• ot the Bank ~~•• not re tu1ed to charG• ott bond tepre­
c1at1on c le.aaitied a a e. l.osa # but b&•• poillte4 out that la each t:·rerlous oue 
where tuch l ola baa been claaa1tied# the lo11 h&a bee e liaicated by ._rket 
&fpreo1a t1oD or the l &l e or bond• · The lOll ol&aatrlcation or $2. 523, 000 lD 
tho oxaalnat1on report ot J.uguat Sl, 1U7, oric1natlng through .arbt dopro­
olat1on on bonds whlch 1>&4 been written up - • tully reriowe4 with tt. Cb1ot 
t:a tlonal Bank Exa!:dne r in Waah i nJton b7 tt. Vioo Preoid•nt an4 Caohlor ot ~ 
Janlt, &l14 the Chiot llational B&llk - lur acrood t hat the item oou14 bt .. ,.. 
alderod at e liainated. 

Tho o laaaitioat1on of $257, 068 1n the current report 1o ootlmato4 upon 
oert&lD r\Wl1o1p&l bonds pr&Ylousl)" 11'1"1tten up which recaln i n the E&nlc'• port­
folio . When t he premiuaa a lreaey written otr thro~.t&h rogutc.r ~orth.atlon but 
not t a ken into oona1der&t1on t he eu.mi.ner &re deducted t r ee the groa a o&rry-

C& va ue, 1 ea t o1s s re uce $87, Cl9·~2 · ~••erve or $294 . 00C 
has alrea dy b~en aet up t or the I.I!IOrtit.a tlon ot t h o ;remlu:::. on t4oa:e bt'!!"'J s •• 
• bl ock. 

Cn elate of eza=i1DI.t1on tber• re.:-.ain•d on tho boota urealhed 
~Z, 825,597 . SS or the orl.&i.oa.l writA-up ot co•ertuD~~.at. ar..d. .:t\Udc!.pal bond• &aO..mt ­
in& t o $14,007, 000 . Thia a,:.:nmt b.&a be on l\&rtber r'!4u.ced by sale a ct bonda to 
!"2. ~88,.000 api..c.at which there ha.a been wr1tte.c o.tt prr.:l11a: ot $63o.tse . 81# t.J:.e 
balanc e ot the write-u.p r~~inin& on our booka.to which a ttention t s direote4,. 
1s t:1ere tore ~z.ose,.ooo, which it waa ud a t ilt 11 o~ 1ate ntton to e lla1Mte 
in an orderly eanner • 

all)' 

t ton 
!la~k 

J.ll aecw-1t1ea 11ate4 in e x.a.:&lner•• re port on Adld.nhtr&t1on u 1llec­
aoq~1red (1naert 25-28 t ncluaive ) h&v• been el1minate4 thro~gb aal• • ,. 

Cla ac1tied bond..s t.nd aeouritlea, t B,400#91Z.96# with & los s ol&aa1tioa ­
ot $ 2, 343, 287.12. The olaoo1tioa t1ona 1nolu4o atoolc ot tho :rational Cit)' 
ot l!ew York , ..uich 1o beinc purohaoe4 by Truauorioa Corporation UDder 
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c;ptlor. a.,:-o,cent (see reter~~ge utu!e: ca ption •c •!': e boOk Y&lu:e C! th1J stoc\: at tt:e 6. 1.& f ~r).~teeli l oa.cs • }. :)eJ-.:t!., 
•-• f 1 1f • • .. 8 0 tt.J&a1 n&t1oto Z:O'H) •• '2 n ... o t).e t O "WU o o ••• i ed bone~:; a.::c1 ae:u.r 1t 1et ia rK • fit ·' ' ... , ... oc, 

1DI the t"eporte cS l oll on tbeee aha.ne thro . . uce! to .s. 7~ ,. 113 . Jed~.tiOt-
ot exaa1n~t1oo, nAmely, 19?3, 060 , the tota~rmathr:•;14•r;-oiat1o~ ~t ~he t~• 
rod"co~ t o $1 , ~70,2Sl· S~booquont oaloo oaount i t • •; cl•••i t1cotlon 1• 
provemont to date """'~ti,Df to 1779 177 ;t tho "li 

0 9
, 431 &nd :::arko t h:­

bondo , further roduco tho l oool ol~oo1tioationr::ai6~~r ~; th~ cl&o>itiod 
o llr:~!.n6tod as tr..D o.aset of the ..Jaa!'"1.t acreot.blo to you,. •

6 
• which will be 

(b) Unlawfully Aos~red Bon<lo ~ Soour itioo 

Sovon illllOO with a t otal book value ot 0 1 z .. ~ 51 -• • - • 1 9 • _ ,..,.v• are n.e14 ,...~ "' 
t o ~ e ~ct pre~o~n.nt y apeculatiYO •" ~h1 a tic~~ h&e boon roduoed tow~ 
$1,249, 750 · 51 by odo ot fOrtlon ol Carrion 4. Ceneral Co rpora•i 5 
tor $15,240 ·00• • 

011 
• duo 1950 

The roD&lnin& 16 i•sues Gmo~t to ' l l9, ~67 · 5S, o: ~ieh 13 ho•o boon 
el~1nated thro~h aal e for t l 4,67} . t 7. The bAlance ot tl04 , G~6 .~E c:~sltt ot t 

!cok lal~e 

lfAtlODAl City Bonk 
(Acquired trom TAC 

Ineurance Rese rve 

- l SCC g~aroa 
!n settl•mo~t or 
r llDd ) t 

Woat End Che~cel Conp&ny- 3G7 , 12: 3h~rc G 
(This item will be elim1nateJ b)' ap; l1ca-

t1on ot di?jdends alre t.dy rece i ved ) i , S4 6 · 3f 

Caribbean Sugar 7a due 1941 17,250-00 

!II• prooont a rl<ot -.al ~· or 'lies t 8>1~ 
Cb..Uool C .. pot.cy aho.roa io • --

( o) Bon<lo r&h¢ B2 or lou 

$ 104, 6$G .S£ 

$ 256,966. 40 

!he sr-t er part of the abo•• aecuri-U.et were pu..rcbaaed prior t o ~roh, 
1938, &Del r eoe1n 4 a 80\ID4 cre41t r a tlnt at t .t:.o t b • o~ pu!"Cht..se • The lower 
r&t1n,o ol....., purohaoo are roopocd blo lor tho t oto! or bonds e r 1t1e ised · At 
the time thole bonda .. ~ bou&bt, o~r 1nvestl&&t1on o: t~e las~es led ut t o 
bellen tbq ... re l &tlttact.ory inve..t;aentl tor the Ile.nk• The lte'%.1 e.re .;raduc.l l y 

boilll ro4,.oo4• 

( 4) Conortibl;~bon<lo 
Ot thO .. boD£~) 154~, 889•21 book ya}Uo b&VO boon told Ollbooquont t o th• 

,.,..,.. ol .a.,rll 18, 1118, l oa viD' a b&lnoo ot 1~, 81&, e51 .7S· With the ~1oft ot ..... proYt~l7 .-nti onod wa4or "Claloi tiod 8on¢o• , theoe 1Jaueo 
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ar• oone1<1 .-eel oODto...U.C to U. ...., ........ relatU& to oo ... rtala ..... 
or bon4o • proi0111.D&!1tl7 aptnlatt ... • • u:r, o auMtoft1&1 ro4...._ ~ 
t hla holcllD& 11 bolJ?& otrMh& .-dor JI'OI"a et Ale. 

(e) BoDe! Wrlto-Up 

It 1• not tho " poUO)"' or tho liD u 
reaoo11o tor tho ,...1tln& "P 1n Yal,.. ,~1:~==~~= IUI4 awd.olpol bOD4o to tho e xtant or I 
diaou.ee•4• 

It tho lloDk b&<1 ool<1 the l>oD4o 1a the lnot ..... retefto4 to .. ..u ... 
tbo protl t, pole! 1t 1n .Uviclon4o , ancl thn ,._1.,.. aiMII prot1t but troa 
Trou ... rloo. CorpoRt1on •• p&)'I:10Dt OD 0 000\lllt or t bo obllptl- 1lll1M 
b&YO looeD rocl100ocl by a ppUution ot tho wr1to-10p, oclclltlooo.l t._ _,...lllc 
to I Z, IIOO, OOO would hue Ul10lt e4 tro:o tbo proooclu,... 1a tbo ,_... 1111 ... 
UIS8o CoD014orJ.ac all tho taeto and o1ro-tonooa rolaUac to tM ...,..,... 
t1oo or .U.rloa oontraoto, •• ..... ot tbo oplD1oa that tbil wrl ..... -
juot1t1ocl, tho\l&b, u ototocl, 1t b ooetraey to tlao poU07 ot tM -.t ... 
will DOt be ropo&toclo 

Tho boDe! aooo...t at Ootobor 11, ltN, 
ot $9, 0001 000• 

lOo SEftVICll Cl!Al!GIII 011 DOIIIIUT .loCCOOII!I 

• It h tho rule ot tho BaDI< to aiOlojoOt oaoa- to Ha'ftH oarpoo 
Thio 1o a pooral rule &pJIUoablo to •-roW &Del MYJ.aco ooo....ta 
whether clo- or aot1Yo, ... .ia .. pportocl by ao acro-t 'lllllala \b& 
clopooltoro oipo 

llol\ata or ...... - 1M .... t.._at17 Mclo to clopooiton;, '"" .... 
- dooo DOt rooopbo aztT r111at ot tho clopooltor to ouoh ,..,... ft 
- · tho rotlmcl P'"'l7 ao o DOtter ot pu'bUo rolatloDO poUar la * 
on4oaYor to ...-.otobll.all o o-r rolatlonohlp• 

o-ar· co ... ol b&o adrloocl 111 tbot our ooatroo\ witla tb& 4 II .IIIIer .. 
a -114 one &Del oll!oroeable OD4 t bot thoro lo DO lopl reuoo ......... -
t root ohoul4 not 'be oll!oroo4• (a .. op1Alon ot llr• Lollla r.rrut. ~ 
attoo'be4 OD4 art:ocl "lxhlblt e ")• 

llo VIOLlTIOW OF SJCTIOJI 5201 o.S.J.S. 

!'he lor&••t l oao Uotocl 1D tbo o.-1ao\loo report - _. 
Ylolotlon ot 8ootioo 11101, b..t woo _.. upoa the -vu~r er 
of TroDO .. rloo CorporatiOD• PoUoorla& - .ula& of tM 
Corporatloa cllotrlllod"ocl to ito otoeM~eUere ..... ,. c~~~ 
horl oo •· r. • I• A· Thlo 41ft..uniM Ina tile. 
oorporotloo lla4 tb& ottoot ot * *• ob&re., ..... --.toro,u o ..-.. ot 
o poaoi.We leN, u ,. .. u.te& ·-:::::• ,.. .... s...r-. ... ..._ ru • 
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CO"'pt roller ot tho Curreaoy - 18 - Oot obor 11, 1; ss 

Ia tho o aao o~ tho other loan• llet.ed. •• Min& Mdt 1n Ylolatioa 

o t Seottoc 15201, oorreot1n ••••urea b••• alrea~· been t aken aud the 
sitwt.t1on comp1&1nod ot roaoclloclo 

Under ataoellaneo~• orltiota.. the !&&mi ner r eport1 the Bank's 
owntrahip of 263 8/10 aharoa ot ita OWD atoolc .. These aha r11 were ac u!red 
on clobto pr..,iou.ol)' ooatractocl &Dd haYo bon oolcl. q 

12 . !ti.I.BGDD! .uD SUPBRVIB IOW BY THE BOU O OF OI!!IC!'Ol\S 

We h••• oona14er.l your or"itich-zn in Which you call to o"'r attentl 
t he dutiet and reapontib111t1ea which rest u~on ua •• D1reotor1 or tho DAn:~ 
With re1peot to the eaaential pr1Doiple1 thero ce.n be no rooa tor dil&&ree­

~ent between you &Dd our Board. The que1tloa ot proce4ure 1n the d1tcharc• 
or these dutl•• and reaponelb111tlea do•• ~ hOW.Yer~ lead ltael r to furthe r 
oon•1derat1on . 

Wo clo not lD the loaot alDI.m1ao our rooponaib1Ht1oo to r the pol1ol oo 
or our Bank· We are aolloltoua tor the wel tare ot our depoa ltora~ our 
b-or rower•. o"r atoo.kholderl &.ud tor tbe hl&b quality or ltrY1oea Which we 
ortoDd to tbo pooplo ot tho State ot Calltornia . 

It 1e our c1 .. 1r. that our aill\ltoo ,1n to your ottlco all or tho 

1Atorwatloa ot our tra,.aeuo .. which 1'"' -.y req\ll.ro, but there are eatlli'Olly • 

pllyolo&l llaUa\1-to _tbo .-.1- ot •tt or which ct.n bo reoordocl. W'e h&a 
W>cloretoocl ~- )'0111' l>ttioo hac! "'"'" .to OIU" prooecluro ot 1noorpont1n, our 
ooooelttee a1DIItea blto 0111' Board ta ainut .. by reterenoe ancl p1ao1n& tho tllll 

00-.l.ttee report OD ru, . ' file Soorotary hat btol1 inotruohcl to o"""'W>ioato 
with your ott1oe•u4 .• 1a oollaboratloa with you., tol"'lulat e a ple.n ot pro-

oo4ur. tor t.oplD' aialltoo that wlll be oatlatactcl'7• 

. Ou.r Boer4 la workln.c 1n complete a ooorcl with the !la.na&snent. or the 

Bank• Wo tDow at ·firot • b&Dd all ot the aopeota ot the sreat fi&J>t tt•• l' hare 
•4• la br1a,1Dc tho 8eDk tlu'o\lllh the lean yeno ot 193Z-35 to ita preooftt 
ot.ato or prooporit)'• W'o mow ot DO other bank at.n"•ent whioh oaa ooepo.ro 

with oura la laltlatlTe~ eaterprlae , oouz.ce, ~4 deTOtloD to the btlt 
lDtor.oto ot tho 8eDk &Dd tho people ot Ca Uto1'11la• 

0D ... ,. 8, OOOODd paro,rapb, of your letter, you 1ap1y that toM 

II'&Doc-at hal -D &D ut&~oalatio attitude toward tho baalner &Del ,.0111' 

otttoo ritb roapoot to t bo atralro or tho Banlc• W'hilo thoro are DO clo11bt 

•o• aUudentiiD41.ftp u4 eat clittert~.Doel ot op1DioD, we a.re ICU"e the.t 
t looro -tota 00 tloo part or tha lfua,_t DO r1111-Dtal oppooitlOD to ,.Oil 

l .D ,... OtQOrrt010D or tbe -· Both Olli'IOlftt &Dd tho JIMac-at han 
_ .. OV -r&iOO to tile l.apronaoDt or tho &atotl Of tba -. &Dd haYO • 

lt •- to 111, -.... poe! pro,roooo W'o all&ll ooatt.uo Olll' ottorto lD thit 
ci11'MtlOD talltil ~ ,. ..... 1'7 oorrootioa hal be• cl&l7 Mclo, &Dd 70" -.:t 
.o..t oa. ~ ..etu-tloa or olll' .,. .. ~ n to tiiSa oacl· 
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• .. "1.: .. ~·ao ...... -rt"rCl' - 13 -

... : .• .. ...... "' ' .:.v,. ~J ... lh• ; roe.:-• :: .t:AJ~ by lho lna!.t .. •l .. :- ~: ... r ~'le 
" ...... "-•r '" . ~~ · ~~~ .... !.t t:.~ o l l o,..ino \c!or.:at ion t ~ c -pe~at!ve 

~~ ~ n~ 0 ~~n~,.Lt ~~oo Trnns­
•-- <o• Stock 

"•' ol of a ll Lo•n• 

.. r .. · r. ! , ~ .. r;l .. '" 

• . 19f .. C7C 

'i . -'Z! 

::c7 . 2c2 

l~!0 .. ~$3 

21 ,425 

3C,44l 

20, 535 

499 , 655 

8, 070 

: ,. 1(4 

l3e,ls2 

· .c.r.:e t.o Ai'!'111c.te a Clao:i1f1$d 
(11-C-32)--74, 569 

• ona t o Aff111o~e• Cl ooo1Cio~ 
,uvor:ely. ( ll-9-~2)--14,!15 

.coo OM :t tod 

• ' 
2::0, 1t~ ! z~ .~·3 

G7, n: 
1:~. ::7~ 

11 S, 1c~ 

~ .r ... .; 

4, 723 

4., 817 

57l, EG~ 72, 008 

6, ~02 

":0~, l t'; !.J.J . ~:z. 

2C~ , 74~ 1:1 , S:!S 

llt ,. !:!l l~,o~ , :12 

45~,4 !{'11 l23, ';"t'2 

771 , Cfl 339, 555 

:G, "2:J 17, !'~5 

1,3C&,4g l i62,PG1 

!111 

45, 099 

3 35 

• ( l 
I • • 

15,718 

1,568 

lSS, lS2 

29,470 

13, 080 
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Z ·~l-~2 

.ooo 

St<~-t·<r'"/ Bad J)ol>to * 28,954 

!&,teo 

lo;F-r,.ch.t1on 

I~eewe Seforo Recov-
(1$32) - - zz,re5 

!.t:-'"''' aet ore 
(15:2) 20,$25 

4-Z: -33 1-.;-....se 

c::t1tloJ 

' a.z!s 

$C, 447 t 40 , 147 ( T.!jQ 

7, 838 1,ese 

(1SS7 )- 39 , 02e 1&, 201 ('lZ"") 

(ln7)-27,43~ 7,173 (Sll') 

~1,fSB (1~ ct o, 417 ( 1·4~ or 
t cta.l le e...~~ ·~ot.at lt'ers1 ) 

r .. • , ~~nto.· botore D•proec1a.t 1;,n. (15:5:!) 
J.- -- __ .... : .... ~ . 1oc.,.rve: t :>1Y1~end..~ 7.CC1 

Dec:-eua 

~ 1$ , 749 (es:") 

4:#( 5! {~:t~ 
!l:l!j)r"•) 

1":10:0'! • .:.~\oro: i n t.'J.e"":aelve• t ell t h e 1tor:,• ot t.be oonctnnt and succcast-1 
"t t.he '·c.:'\:~et:"snt in bohe.lf o~ the ~lln,... 

co:·ct:.~ ten 

In t ~.~ t o re:;o:l'l, co::::u •. z.iot.ticn we :-.. e attee~rteci t o repl:>· 1n cietc.il , aa 
/'0\a rac;,uettt~clJ to t &Oh or the crlt icl:it:S ite.::e :. ~~tt tottb i c yo\.l.r letter o.l" 
Scpte'f.ber 23 . l OZch In the cllac;...aaion ot each lt e.m ,.,., h-. .. .., 4hcz l oced t o ~·ou ou.r 
Tiuwa with reepect to the or 1t1elao ~Lnd ou.r plant reserdi.,C: lt~ u.lt l!;atc dlipo11t1on• 
11! I'1t.J,r·eo ~••d in t h1• ootnuu1cat1on 1-..av~ Leen v• r1 !'ted ~:· r e=pocsibl e "ttlcero 
~~. .. ! dep&t"trAAot :1•t.d.l • 

!e.ob ot !d )o..a.a r ead &n4 re-ret.d yo 1;.r l•tt:111:- ot ;; ... ;tG~r ::!:3. 1938 · "'.fo an 
·~ " lo•• to unacru t llnd wQ.y ~·01,1 H.?4'1t OYO.h .. o O.CCIII.I.Oic.&';icn to u 'W'ILS 

::~c:ul&t.ry • 

Tho natlOD&l bt.ukin& laws cente r 1,.pon the c ... -:~ro:Jor ~r ~e C.arrenc;; twc 
~r- a..n! oxtraord.ln&I""'J po;r• ra• Cce 1!'1 ~ht- Act c t t t:r4 ,.-;.,t"h :e -!t: t!le ~w:~p-
' r 1l•r of Lhe Cw t<ertcy t-o !..r ing o!.Ut i n hie own na-e ! or ""e !orCI!it\.:re ot the 
'!-"rt.er o t ~ nat1onel c...r..k Other:. t 't:.e Di rector' 'lcnowl:t.;l:· vi" !'"'"" >J !' ktlowlngly 
7"'•.· lt o. vl~h.tlon of ~he lo.w. a.n! the other in the ta.c!.:"'b A~.:t o r 1933 wbioh 
~·r- itl tho Co=ptrollor or tho Curre~cy to ~k• A oltot~cr. ~Q tho Fo~oral !oserYt 
: 11.""J fo r tho nrocvel ot a-. ot!"lcer c.r ~lr-,~.:tcr to r vlo1Q.t1on 01~ lt.w. o r e n&a&­
~.,f.. in u..,ae.1'o or ~o..n:Q.w\! t.c.nklnc; proet l ces deipite wt'ru1ne;:; t .:: deslet • 

!'o ttra.ver res pous! ':>~ 1 : tiel c:: :JYld. ha.vt: bf"tn l.mpc:.atd by Cons-res• u.pon a 
il. :' "'~rvh !n& ott1oer ot th! GCvon:ur.ent• '!'t'.e very ncture ol' the power:~ conterrecl, 
lt :zeoi!U~ to ""' • aboul4 is,bue the Ce~r:ptr.o ller with t..he olut 1rttJ thoW.d. he ev-or 
t·~ ~@~pl& te t~e1r oxarolae. to aubjeot t tcael t t o t..~• ~est deliberate reetraiat• 
Tl."se provitlone ar• nc do1.0bt cJeslgned to put lnto the ht.nd.a ot the ox.ecut1Ye 
~~rch ot tho GOY•r~nt. t he ~~~ to prevent ooca~i~r.a ot ~o•• abuse by 
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4inetcrar ::~:~ 
1.:-~u-.4 • -=~::-: si.Toq. ';l'.r; wwn 1 
o aoUlat1oD laM Nt.4o 

r ot lD ou.J'.... IIH:.al· ~with cr-t ..,l;,;.· '*J!!Ie1tr. a ae\ 
oaplt&l poalt10D 111 •- ot tlOCI.,9QO,OOO..,tn'oo tbo lepl roqul....-.n, ..,4 
not lzuo1Yo4 111 1N1J - Cl IU: a~a. t ho Cooptrollor ot \bo C111'ro1107, 
with no llolrll.lll tlaorototoro ._,_ lo&r4, or to tho J.:ano.ce-Dt, l.hat he 

t holl£)rt ~t ~ oi&Oia })roo.aN- ..,o., ......., tely oo:>t...plat~, alllld..,ly 

witla1JI a 1})&00 ot teD ~ tl.J J' F II, iJ: otfoot, t o lnYOH both Of tllooo 

r e::ed1oo aplDDt .,.. PI'Uitl7, ~· Oooqltrollor, 1t 1a 1nooaoolnbl o t o ,.. 
that Y"" wo1Al.4 wnr tool 1t _ .. ....,. to adopt ~ auch r ad leal ~rocoJuro, 

llhatovor ~ ban !>MD t..'lo o1ro-t&acoo .miob ICDYod you tbuo t o aot, 
we ::hol>ld liko to talco t llb o.-.Loa to &oo..re yo11 ot our JO!! r e to oo-

Cfornte with 70u. 1.n e••rr ettoft to· tu.rther the pro~;re1 : e~ t.~~ :.&.nk . We 

! tel th!l~ t.:dc can » &OCott.Pl labR 1n t he cr4.lne.r; :ll\D.cer ~· cenferoncel t r n 

t!.."'!O t o t l:ao between your ottioe Nt<l tbe a.na~nt• We be11cve that t he ohle! 

diftiol>lt;- bo~en tllo oX&l:l!r.oro """ tile D&DI< 1a 111 tho r.atter or U:e attitude 
townrd real ea tate u aecu;rltJ r or loaD• • We baTe co reo.aon t o Ooltev~~t 1.ho.t 
t his dittieulty reoto oa &J),Ythlnc elao th-.. aa hon•!t Alttoronoo ot oplnloa . 
! ho eA:dnera ae:em &hte.,j'a t o ba.-o bel4 • low opi nion ot real estste ea aeour1t)"• 

Wo, on tto oth•r ... ha.nd, tak1n, into ooat1don.-t1on ou:r typo ut b.!Wl:.., b.c.vt a. A1&h 

reprd t or !ho yal,\;.e ot r eal o~t5te u l tOI.ll"ity !or obll.pt lnc.s . 

Real eetate ia tho baetbono ol tho country• I t ro~r.te~t• a &ro&ter 
F~'<~p<>rtlon ar ~he - lth ot tho co=try t b&a <!ou ""'1 o t her ! ona ot proport1• 
Fro:a it u & aouroe o r t;&.&&tlon th8 Sta''• Count)- •nd JJ\.I.:l1c1pal &ov-erN..JJctt 

obt&lD tho1r obiot revenue• • OWMrohlp of real oot&to c1Yoo otabUit)' to Lho 
o1t1&eD• 0\l~~s. t arat, lli.Liille•• houee • . ~4 1ncl\le-tr1&l pl1.11t.s otter • 
trllltM Uel.S t or l<m• to n> t laabol.:ll&• It 1o aooouary tor ua to u tht'y tho 

clboroo o...Ut J'O\mz-cto ot alL the oo oiU&a Wbiob 'ro oarn• 
~ ~ 

~ ~ 

JIJI!: ,.( J:ioei.loa 'Jatlon&l Trll<it aa4 SulD&• J.1ooo1atlon, •• l to - ~ 
plloo, 11 in ot.,)arp ,.. .... ,.. a an1"6• b&Dl:• Its aa.1ni>'1 do;;:oll\o 1la t&Dt 
oaooo4 thoao o'f~oo.Y1nco b&Dlc lD tho oo..atry• Wo thorotoro fool that tllo 
o:u.IOl.nor ohoul4 ~idor our ru l o state aoo..rl t{ in tllo llijllt ot tho prlno1ploo 

wbl coh s boulcl C0YOr11 o aoWid a&rln&• b&Dic praotloo• 

!he ~ot baa b&4 rr- ta: t o t1ao dlucro- Dto with tho 
D&tloD&l boat 0 -a.n, but lt h&l 110nr tllo.u&Jlt it bad ~ <j..Urol witll ,,. 

co""'""'Uer ot tho CW'H1107• wo ban nour tolt tut a pooltloD takoa b)' an • 

o;aaa1ao)o - ~0 .. 0&1'117 tllo potitioD or tho COOQtrollor o! tho CWreD07 OD ~ 
rtaat ...... loao ot :a.. aa4 b&nlcllaC polloy• Wbllo • 4o not q .. otlon tho rlcJtt 
~ tto. o•l'l.,.l' M o&ll attoDt1on to &\lob -ttero u o&plt&l roq\11..-Dto, d1rl-

4oacl -to lOOD polloy, """ Dthor nob tarco 'l""otloDO, .. tool 
tba ~--- illfOI'tUt •ttor• a!oo\114 r .. t with 7""' !Moo aro tho 

t .c.s!'!l;lt~ritll roopoot to whiall- f'Ml t1ao •·••oDt 
"' of t1rMJ ~ u4 oo..,.._ .. w1tla :rou• 

;> 
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we t-~st that th1• c~~~cn~iGn will be ar copted for what tt 1a 1n­
t ~-1~~ t o be . a f rank rotpons e ~your le~t~r J f :o~enber 23. 1938. Wit hin the 
, ~rt tl~ at ou r dlaposal . we r~~e ~oL ~~~~ •~ lo t o ~o t vlly 1~to all of the 
!~ t•: l : ot tho •x~~lner '• report . T~r¢ush o ~r •poc1a\ co~ltt~o . we ah&ll &1vo 
!\ orther consider•tlon t o th6 mattf"rs u.nJ!!r dlaC.ol .t lon a nd coll aborate with tho 
r.IC~~~ ~:ne:1t to tho onJ t hat 3&t!.sfact!>:""J d hpot ltion t:tl!ly be '!!.&d e or tuch ~ttera. 
i :'l .. llo n oantime. for tho 1nfo r;n.at1on a n<: ;a.thfact1on o f :tour offioo. we ahall 
" fr ro.:.h .te your a!'rr~· -:Hns tho o&nngf' ::lf'lnt nn oppo r tu.n1ty to ch.rify some or tho 
i lJUU rahed. • 

With rontwod -..:saurnnce s of o ... r contlnutJ eoore:-o.tlon. wo remaia 

I!D'BERS o< rn: BOARD CF DI't!CTORS 

) .. , 
_J -.tt.. ) 
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-aeaur1t1• bu ezc...s..s tls,ooo,ooo or eq.J. to aJIIli"GXiatet.r ?:!$ q.,-or \ho net operaUac pro!tte of the bulk cllartq \hat parto4. v 
1he u-•lneU.. ot a bulk u ...S. tor the pu"JIOee ot WON!q 

t be ~Gr7 aaatborit.T of tbe b&alt•a o.diti0111 eo \hat \hat authoritT 

u.r partona \he dllt.i .. !o1pca..S IQ>Cil h1a tv U.. Copioa or U>o report ot 

eD•It>atlOIII are -t to tho lloard ot D1reotora or a bulk to cl1acloao to it 

tho bulk 1a C00>41t10111 aDd to 1c41cate to tbo bulk •a .....,_nt tlloao probl-

or tbe bulk that requi.H ita apecial attocUca. 'l'bo axaa1Dat1ca or a bank 

la o.ot u4e tor tho ~· or eOIIp)J..enttq tho b&Dk•o --c-t, and 

it Crit.ici .. thereof U DOCUI&r7 to edYi ae \ho Board ot lllroctoro of a 

b&Dk or ita CODdition, thoao criticl ....... t ba aado. 'l'bo pri.Mr7 tunction 

of a bank auperT1o017 ... tllor1t7 la tho prot.oct101l or tho t '.mdo o.t c!apoett.ore. 

A bank aup.rrlaor7 autllorltT conoldara \he b&Dk r.- tbo Yinpolnt or lh 

baic& a t.ruatao tor ita dopooltora and not f.- tbo 'rinpolnt or ito bobg 

tho principal earnicg u aet ot a atoclcboldor, oitbor corparato or 1nc11•1clual. 

Thia cttico aoelta to cooperate with tho Board ot lllroctora and tbo _ ... 

Dant of backe wulor ita auper'l'ialon, with a •iew to insuring tho aatot7 of 

dopoei tore • tundo and worlc1ng out tho probl ... or ai.ICII banko. In tbo .... 

or TOUr bank, that cooperation bat. ..... \II& banlc•a ..,&& ... t &lld tblo ottlco 

baa beoc lackicc, d ... to \he unac-t•a arbltr&rT and antagoniatlc atti­

tude toward woll-rowulod cr1t1c1 ... 1c \ho roporta of ,.,.., • • tiOil or tho 

baDk "" tho buia \hat aucb critlci ... are uncoaplJMnt.&rT to tho e&ll&& ... 

unt. 

'Jbo _...s ot D!.roctora, 1c ito letter, 'lblcb will be replied to 

- - •- l'ltl4or tlboc bo appeared bat ore under eepe.rat·• coYer, etates that ~·•~" ' 

tho Board or Dirootora at ita .... ting on Septeabor 1), 19)8, with a tologrp 

trOll thio office tlbicb bo road to t ho Board, doli.,.rod critlclau of tho 

bank Olll 1.._ with roapect to 11h1cb tho Coaptrollor or tho C\lrrOIICT bad 

-· t __ ,,_ witb tho --t or tho Board or 
D ... V the.retofore C m 1c&twu o.........., 

aaid t alocraa bad all tborototoro Dirootoro. 'l'bo 1"- aot f orth 1c tho 

ropeatedl.T beoc criticiaod 1c tonoal 
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'lhiell 11114 beea -t ta the '-!< .wr....t to the loud t:1 lllftetorw. lit 

ad41tico, thq 11114 boeD "1-•...S nth the a.au.u t:l the 8oeN of DiNO­

tora • 4 the fie. rr .. i.t.et- CUbi.r of the boAt, .. ..u .. nth oth.r 

reJ>He•tatiT" of the '-!<, heN 1a l'uhl.actoo. !bie office feli that ita 

poaitlco ccooenU:ac neb Mttara ... not ba1ac ~oated to the bM 

of J)lrectore. cco .. quentJ.7, thu ottiee toot the -t 41r.ct • thc4 ot 

gett111c b.fore the Board of D1r.ctore ita poelt.lco theretofore tekec nth 

reepect to the nece .. 1t:r for the ccoeerTatico of the &an~lnee or the ballk 

and the -.lc1ac of proper pr'OTUiOD for the ballk1 e orlticiaed u aeta b.rore 

the Board of D1.rectoJ'8 llbcal.4 declare t'llrthar 41'01den4a. l'raa the uttar 

or the Board of D1.reotora, it u md&t that thie oftice wu correct 111 

ita belief that ita poeitiOD 11114 not tharetotore ~ tv.1.1:r cU.acloeed to 

the -b.re of the Board ot D1.rectore. the reapooaibll1t7 !or auch a al t.­

tiOII reate with the Boe.rd of D1rector1. 'nla 41rectora abcal.4 &in to the 

bank tbat degree of auperTiaico coot•ple.ted b)' the lew and their oathe 1:1 

office, aod eee that the uttara hr0118bt to tbelr attentico ere corrected or 

adjWited. lllleatlefactor:r coo41tlooe 111 bt.nka are 4WI poanl.l:r to the f..U.. 

ure of 41ractora to 41ract. lhile 41rectoro are ""t requ.1red to U..ote 

their atire U.. to the 41tail.a of the bWI111 .. • __,..tot the ballk, 

and u;r c.-it .,.cb routlae to their~ auth.orUed ottie. e, prorl4l4 t.U:r 

retela and uerciH a cmaral euperrteico, 41ractora 4o Got clUGbarp the 

dut7 iapoeed upca th• b)' lee b)' repoe1ac the •tire ada' nhtretlco to 

otticera .. laoted b)' th•• without IQPinielCII of uea1MUAIDo 

rue ettice 1e paued to DOte the .. ....._, cl"'• b:r tale lloU'4 

( of Diraotore t:l ita ~Uoa 1a .r&rT ettort to t1art1Mz' the Jll'lll' ... ot 

the he.ot. !bi • ettioe u..o ~ the eta.._, 1a the letW ot U.. lloU'4 
t 

ot the '-11: • ~t7 to o1aritf - ot \lie s.- ...., .... •• •, 
• 5 

U..t Ule .ala ori\1., __ .._. t.a t.M ,..,.n ot ~ - r 

w ..-u- ot po11q nth r.., .. , w at* tM ...,.. ot lllnoteN ,..,. 

-aaco--'t llboca14 11e aaa .-w U.. jll'lT1lep at 41rao\ -*' _. 
Regraded Unclassified
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-r-· nUl tilt. ~ttoe . the --c-t ot t.b• buill: bu alftla 

b-~ t.be JlrirtJAce ot 41reot ooatact •4 oaet....,.,. rit.b 
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t.bia ott1oe, 11D4 bu eY.u.c! 1teelt ot t.bla prirtlep 011 ._zq occa­

aioue. Tbe ==•.--t oC tbe buill: w1U be attor4e4 • opportua1t7 to 

clarit7 t.be s.. ..... n.1M4 111 t.be report ot e:aal.nat1011 of April 28, 

19)8 at ftiiT tiN t.bat tbe ..,..,_t 1e preparoecl to 41..,...8 rit.b 

t.bU office e coDatJ'\ICtiTe pro&J'UI loold.Dc t.oeard t.be cort"eCtiOil ot 

the flmd·-t&l probl_. ot tbe buill:. 

there are tbrH ll&,jor probl- 111 TOW" bank u 41eclooe4 b7 

t.he report of .,_sa•UOII u ot April 28, 19.)8. The tint teo ban to 

do rit.b t.be ueet coD41t.1011 ot tbe bank azul tho pol1e7 ot the IWI&g-t 

111 r.Ut1011 thereto. Tbe third baa to do rit b the pollc7 ot tbo Board 

ot Director• 111 tailing to c011eern tbo bank • e eamingo to prOYido azul 

Mintaill u a4aquta capital atn&ct\11'8, azul 1n d1aa1pat1ng euch eaminga 

tbroUCb the pa1MIIt ot acua1n 41Tid•n4a· 

Soun4 benk<ag praet..lca cloeo DOt pandt of m:r ut&eiOil ot credit, 

41reotlT or 11141reet17, to azq pareon, partaarebip, corporeti.Oil or uooci.a­

Uoa aM/or to b1a or 1\8 41rectl7 or 11141rectl7 OWDe4 or coctrolled wbai-

Regraded Unclassified
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d1ariaa-~ .. , ..w ~'ill- __ , __ ... -v.u. 1a " 

~ tn- ~ '-* ••• -. . .... . '~ 
u- a --•r.wnW ana u "• ill tile t.U•r -'a ~ d1nft _. 

aft'llJ.a'- ill tM '4111 .,me-' or f'li6.2Q3,9012 *iall- rai'*'IIIIIU 

~ til tM t.U•r toW .._. ClllfllW. nne""'*• !Ita .S.ta!U .r tbb -

o..vau- all tM Jllll1q or •• tlwk'r ·=• 'ill ,_,.Ill witb 1\ -

vau.a u ~ dM1nlal.e 1a •• tatcNt or .....s 'he!!\1••· 

:Da -..u- wltb taWo '"-rloa ColpaaUoe -u.u., 

~ attdia u .ur..M4 to tba -• 1a ..Uall tba :C..tal"-Uarioa ~ 

Uoe -v.ew Jwra .._ alfw1•W tv tba bat0r •=-lls-•t. !he 81111 o~ 

tJ,4,500,000- ONditacl • the ""* til tba 'bQt ap1art tba 1loll&noa c11aa 

to t.br 1lwk ...... t.bMr -t.rrnr. !b1r ora4U - aa _..._ted "'ol.""tar7 

....UCIIl 'lllr tbr tlwk' r __,_, til a ,art til tbr pardour pl'ior asraa4 

to 'llr ,.U tr tlae 1lwk tv a ~ rel'O'mt -poaaU• ~- UMta aol4 

tv tile t.U to tllat wporaua,..... tbr t.- or -traota ...,w..s tv • 

p1a4p f4 ooll.atanl. !lie- or $1,716,800 war aumeatrd tv tba aooa~ 

~ t.br t.U flee rr- ar'.oa OWpaaUciil, a ...,..tecllT rel.,..t oorponUoa, 

ot 56,600 Gbu'M or rt.oolt d .. u..-1 Cit.T 1an1t or ... r~t, 1n .. t.ia~Uoe 

til tbr .S.M ot r. rtoa c-paratia to the 1laat at. aUra am frau-

~ ColporaUCIIl - otallptacl e4 • .,_tJT -able to aab ONil ~ 

or ... -',._ 1\r aaraiaP· r.aauvrioa Ollrp>r'aUoe pa14 to tba ...... 

ta.it - or t5,144,2117 ill ....,, a1t11 - ,..,.. ... ,..14 t'crl4a pa14 oat tv t.br 

t.ak to upa rt ··a .,.n~ Clb&rP4 ott -" at t.ba llaat, &114 WI ...S. 

_. .. ,.. •• te ~ ....... ow..,. au• ._. a rrriaa or illt.ar c • 7 

araditr. 1llldrr tile traw o1 tlarN ~- CorporaUoa ooat.raota, IJMit 

ol .lillu1.ea ..u ..... d. -'- ot .. -.-• ....,.. 11M - o1Mr1fir4 -

..u-1 ._. 
1 

,,_ ..u, tile .,_ 1931 ar "LLN" or "])oUbU'ool" • .. 

_.. ~ ... ~ p ...... to reqlliH U.eir e11w1Mtia 
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-

-sa .. _;"• I I • • "-• ·---• - .. _ • --- Uil$ • I , u I 

u.. -.-~?lftC- ... ~I Sa ......... -'-W Sa ... , ? ~ 
..,.. • uz ·n ?I. fit • _...~ -.1--. _...,. ~ ~ .,.at;r 

~ .. _, 'em t;_ ..- M w .._. • wta .. -ta npi'C1.Ma o1 _. 

, .... ,, •. 
.._.I I ,• , .... u.. 1 cdiw ~ .. _...,2 .. w•t.4 ~ 16 

....,_t .. _.., aneU;r • ~. w fa m Sa ~pwaU. -'/• 

lt. ~ • ~ .....S .i wtaalled ~ ar atftUaW.J 

.. -..., ,.., .,.w,, ~ • ••-au. 81114/• 1h ~ • 

•Mtn•JF __. • wtnUe4 ~ • ~. SA wld.P ~ 

-saO.; u· -'/• t.w ~ • ~ ..- .. ~ 

• , sn.w .• .cnuat= - .. - ....... w pa:t 16 • 1nWW 

• •..u •"lF .... • wta 11e4 ~ • .tt11JaWe, ~ • 
.... a"lF ... .., ..... ,.., ?~~ _,...u. -~ -. 
·~fit~_. ....w ot ttw-•1m ar= Ue -'/• 1w 

~ .. «Mt M'lF _.. fl/r wt;nlla4 ~ fl/r att'iU&Wis 

ftll 1 IJ 1ft fit '•U. t:4 • 'llak of J.Jril 21, 1'138 clllolllll 

w :w&cd 1m1 taaU. SA U. ~·• ...W t4 ~..tate ......U.C 

-.. ftlta ••1 ta u• ,..., · s u. -•..w fit Oa11fwnia ~. r.. _. 

• a 'W r a a .. u. _ _. ~ .,,,,_. ,_.. -'* ; ~ • ... 
'!lllr puuMsl t.. ..,_, fit :U. -•M--··- ..... ·-.-:~;"mni&~•Ls--.. 
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-~-

ot Ule liMit wlM ~ tM .-1 ..-- .., ..... 111r ._ •ll'..,wll... az 'mte~F 

two ,..n an- - ... ~ .......... ._ .. -'"'· .... - .. - tt Wftw'. 

n. '-It rtd• uu. - .. .-1 --- ..ul -- u ..w "'e.u-.sa 
t.uda, t.o .... Ollplt.l c 5 ,, ... u o-..u.at.~-,. .u --.·-... r 

reel ...... tM '-" ... - .... ,, ... wlM .............. . -
-.1 .. I 1&-"W-s. ... llir-...~iaA •twtaer.J.enne 

aol4 br u.-. tM -.t ~ tM nbaldlUaU.. • ' z. eu 

tioa oovwe4 lilr tM -t.ftete lilr ~ -poz•U.- u e4lle4 w tt.111tpa1.4 

.. ,_ .. r.- u.. ....... .-t.racW. nee.-..... "- ;q 1$ f.Jt\weft 

-' ~ nal ee\a- WiLed br U... -traote baa 111A I Md boa 2911 

ot \'- loall:'o ,._ wpltal ~ ~ 1'17,419,540 u ot l1IDe 22, 1934 w 

, ,_ ot U.. bait' o liMit oepital atrv.oture ot tu2,420,:JU u ot .&prU 211, 

1938. 

ot ~,61.3,'127, bol:aded 1Jl wbiob were p1opert1 .. ot a booll: ftl .. ot 

$1,5'78,005 wbi.oll are DOt liNd U bnlr1111 pi ·-· ad "llbiob aboald, aaurt­

l.JlW, be oarrie4 u part~~ Real Jna\e o-..4°. !M report ot ­

..u.u ... ot .t.prU 211, 1938......,. ·~t Sa ad .ldfta- w a s , .. 

or llee'nM& Bol4UI title t.o •n1r1•1 s-• 1Jl tile - ot tl9,)32,'7l4· 'fll1a 

.--a-'\ ~ \'- '-'It' • tiiDda 1Jl tb.e lltoolt ot Jar hOW 

Jau-1 11aa1v CorporaUce ..a tao'='" tt. - ot t6,m,920 *lob ~ 

-te nal ..tate o....S br tba oorpozoatica ad not .....S u ....... ,, pr ·-· 

wbioll nal oatete ahoal4 be our1ad oo U.• booU ot the bull: u "'ttoer --.1 

a.tet.e ~.· 
llcla4 >enH"I prMUoe roeqaiJ'M that tile booll:8 ot tM t.olt .... 

tlla ,. .. ,. ... nporta ot o..alUOD ot \be llalt owrooU7 retleet Ule 

-· All. ... _._ .__. wwnc praetioe ad a ,..,. a·· 

--·~---'--- -· Regraded Unclassified



' -·-
with tM ~- ot U. -u, tll....ton, ~ u..t I'Ml eetat. 

curiecl • til• looab ot tile t.at .. "'IMl met. au .. eoav.ct.a• be ~ 

riecl .. "'ther IMl Jat.te O..ecl• •ct oo repor1ecl 1D palllUbecl repone 

ot eoacUti ... ot tile beak. 41 a ....W.t ot tile t.... •ct eoacUUou ot 

til•• -v.ow,tlle beak u -blecl to e&n7 pucw ot lond, *iob u. 

either eaal.Mble or Gall OGl1 be liqld4&W at a IUI>at.atl.al. 1oeo, tor .., 

IIZI11a1tecl ~riocl ot 7MI'o, tllroaib tile mice ot creclitiD« tile 12• uecto ot 

tile oale ot a 11•• parcal ae a pa)'llent 011 tile balulce ot tho tote! coo­

tract• 1Dotea4 ot treatl.nc Mob tn.uact1on ae .., 1Dcl1rtdllal 1t.e. 

Ret-ca u &ada to tile crlt1c1u e<~~~taiDecl 1D tile report ot u­

u1Dat1 ... ot AFU 28, 1938 1D COimectiOll with tile write-up ot \he coat 

Fica ot oerta1D 11DJ.tecl Stotea ucl hi&b cract• llmieipal bonclo. Your at­

t.ti.., u oa1l.ecl to tile tact U..t cluriD& tile put te 1aar1 tllare h&'re 

bee tllrM oooaei..,o 011 'tlbieb tile clittereaee 1D tile n1ue ot tile oeeuritioo 

aeewnt ot tile bull: betee011 tile heitbt ot appreciat1011 and tho loor po1Dt 

ot ctepnoi.ati ... 1A tbe aua ..,..u.. appro:d.utect $17,soo,ooo with an ut,... 

beW... tile bitll•t poiAt ot appreciation ucl tile 1oee1t point ot depr.­

oiatiOD ot _.. til& $331 0001000. It tile unac-t talteo aclYutac• ot 

a ria1J!c HWJ'itieo Mrket to capit.lloe .., UDl'etl.1oed profit reprea•tect 

~ .,....ciat10D, 1t ... t oteDd J'Md7 to ..te ect.quate pro• 111.., tor ctepr.­

c1at10D 1A tbe Mrket Yalue ot 1\e iDY..t-t oecurltiea ao writt.. liP• 

!h1a 1t bae retuaecl to do 1A tile J:Ut.• 41 r.oealecl b7 tile report ot _ _," ... 

t1.., ot AFU 28, 1938, a portiOD ot tbeoe bond write.upo ..... atUl carried 

011 tba boob ot tba bull: .. ., .... t. 

w-oe 11 ..eta to the crit1c1• -taiDecliA til• report ot -­

..S.Ut.lOD ot .,U 281 1938, 1A CODDIOti ... with iHI I 'oct Qai'MD creci1We 

!Ia- a.- are41W _. ....nect • U...;,... ot the MDt at $7,964,961• 

!M u..sau. ot til- .... ~ -.u -···* 1Ato ~ 
-':ae !M 0 ... l.Mjl OD ·- ....... JIRW .. «1ft- 'borl , • 

• ftlM ot .......... -- .... ..- ., ,._ --· 11111111 ......... 

~ • ~· _. es..-• .u ~ 11 md • !t
1
J' 
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u-1. t.aluo bol41111 u.- Genuo ...U.t.e. !1M •me 

ratr.ed to riDC'CP1 • t.b.- ~tlOM. 
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\ llae benwrore 

Die ~ J' Tid lilr Uae toult•e -.ac-t 111 e\'-Pt1Ac \o 

atrect oorreoU- ot orUI.ei...s ....W .... -pUtied lilr u.a cuu or 

the Benkeeerlca ~ ....S "'--toe Clorpo.raUOQ. Benlr••rl.ca Ccap&QT 

i .e • corporat.I.OG .._,Inc 111 .. curut. .. aa4 underwrlt1Ac amt.ol.p&l boa4 

l.ee~~ee . '!be 11&b111t7 ot th1e .-p&QT \o the bulk wu .._ed rrc. the 

Tr-rica Corporation CCDC-t.r&tion 1a the .lprU 28, 19)8 repor\ cf 

.,.snot1011, bec&wle ot a qu .. t.I.CD&ble tech41e&l ch...,. 111 the rel&t.i-p 

t>.tee&n Benh"rie& ~ ....S rn.n...&rl.ce Corporeticn. 

!lenh"rl.ca Ccap&nT waa aold b7 TrUI-rlca Cea&ral Corporation 

\o ... t.&na St.&t.ee Corporation , a ••nda corporation , he-r1Ac a cepltal ccn-

liet1nc ot 10,000 eharee U·SO .,.,:~.&tin d1• 1dond Cla .. •.&• • ot.1ng otoclt 

or tile par -ralll& or 15.00 & ehare , ant.l.t.lod \o prerarence up \o t27. SQ a 

lb&re and accu...l&ted diYI.d•do upon liq\lidation or dieoolution, and 10,000 

lbarea ot Cl.a.ae •a• non-•ot1ns et.oclt ot the par -ralue ot f25().00 a ahara. 

Capital Ccap&QT, Which waa obliaatod \o llaDit or Ja&rica \o t.be extent ot 

o ... r m,ooo,ooo, paid $5,000,000 \o • •et.&na St&t.ee Corporation t or tba 

10,000 ·- ot Clue ea• ...,.._.,.,t,1Ac etoclt cr ... acs:rapt.e par 'l'alu& cr 
t;z,~,ooo. IMDMJ'ie& Ccap&nT 1a et.lll indebted \o 8aAk ot ,..nca 

daeplte the cbenc• cr -.er&ip ot Benh•&rice .Ccap&QT. 

Tile U ab111t7 or ,....,.._..1.,. Corpor attcn to the bulk ,.. aliJdD­

at.od ~ & HJ'I.ae cr trcaactioaa .. tolloor• • - -

On Oc\ober 1, 1931, J1aAk ot .&aerie& eold to !r&D-rice Corpo,.._ 

tion, tor a oonal.d&r&tico of $9,155,786.;, oar\&ia real ae\at.e carried on 

tbe bealr;e book& u ba•Hnc ,...meu, 'bu\ &1Gb were oot b&1nl uaed tor 

_..._, t cloft ~\with tile btolonoe .,.,1r1.1 ~· the ccmtrKt .., ...,, ___ or • 

.. ·- • •• .._ -~-... OJ' ()c\Obar 1 , 19')6. 
~ 111t1a1a n .... ,_... rr- •• - ... - ---·• 

Regraded Unclassified
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u.e •t.ool< o1 .atCIII ta -..s lilr 'be" 1 tea a-r.1 Corponu..,, ~. 

1D tuna, 1a ~ --'lilr ~ CorpaaU•)• 

ClD J'iJlT 1.4, 1937, _., tbu .W.. -tlw att.ar U.e date • llhlCIII 

u.. NJe- diM to 8oalt d: ~oe ....s.r We ~ -. to u.. -.. 

paid to u, 8llnlc or .a.enca OODtrllloat.ecl t5,87s,ooo 1D caa to u.. eurp1,.. 

or llel'clbeate .. u..-1 a..J.t;T C.paaU• (• .......,"' pa •-llold1Jor-­
porat.lcm all ol U.a et.ool< ot '1111CIII 1a Cl8llad 111r Baal< ot ~~, ...s ta­

creuad U.• boot ft!Da or U.e Mak'• im•t.eat 1D U.• etock o1 we -­

poreti• b7 U.e - -t. OD t.be - date, llerdo..,t.a JaUcmel IIHlV 

Corporat.iClOl p&rcbued hoa Caplt.al eo.p..,;,, tor the 8\la of t5,874,457, t.ba 

properti .. tbeD belcl 117 Capltal Coa~ wbJ.ch bed bMD ~·eel b7 it h-a 

ot "-rica 1lll4er tbe ~ CClOlt.ract. of October 1, 1931 bet.e- 8&lllr ot 

America ..,d Tr..,....rica Corporat.1Cl0l. Caplt.al Coap&D7 t.b., paid t.o Tran.­

-rioa Corporat.icm t.be proceede ot U.ie aale, t.o el1a1net.a Capital Coapon7'• 

liel>UU.7 1lll4er ite cont.ract ritA Tr8D.-r1ce Corporat.im. TrUUI&Mrica 

Corporation, 1D turn, woed the - 1:\mde t.o aal<e p&7111ent to 8anlc of .AIIerice 

in order t.o elletnate Tr...-rlce Corporation's 1iab1lit7 UDdar ita COD­

t.ro.ct ot October 1, 19.)1, rit.b 8&Dk of Aaerica. !be net retlllt of t.be .. 

t.rMa&ct1ClOl8 i .e tbat II&Dk ot -ice J.Dcreued ita iDYaoteent. 1D the etock 

ot ll.rcb..,te Jati....t Realt7 Corporation in t.be 11\111 of 85,875,000, which 

' 
acquired real eatete ba<ril>c • boolt nlue or es,874,457. t.b ... .cJie1n•t1n1 

U.a cU.raot obliptiClOl ot ,.,._rice Corporation t.o U.e bu>lt. 

RetareDce ia -.de to the uteneiCil ot credit to bane-rica Cor­

poratiClOl ..,d ita tubeidiariee uceecliD& the u.it.a pr,..cri bed b7 Saetion 

5200 ot the lleYiaed Statutea, .. eet forth ,J.D U.• .r•!)lll:t ot anelnat iCil "' 

AprU 28, 19)8. Calitonda Landt, tAo • ...c1 Ceplt.al Ceapul7, both ot which 

corporat1Cl0l8 ar. *ollJ' oorned 117 trane-r1ca Geaerel Corporation, *idl, 

Sa -. 18 'lllboll7 oanec1 117 1'1'.,-rica Corporati•• raao1d t.o the bu>lt 

.nasa ... .w r-~ abaJ'Pd ott 117 u.a 1>u>1t ....s aold b7 u .....-. cert.a1n 

t.a. ., 'l1r1U ot th1e raaale t.o t.be b8DI< or it.a pnriou.l7 cbarpd 
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ott _te, Tr•twtMrica Corporatta.aa -bled, he. t.bt II'Oel lk ot t.ll1e 

aele, to .rteot t.lle l1quiclati011 ot t.lle ID~01 Corpor.u.., 
0011

tneta 

to the utet or t 5,&44,247 aDd U..Z..IIT rep1a ooll&terel Jlft'f'ioaalT held 

bJ IIDd pleclpd wit.ll t.lle t.Dk llllller u.- -tncte, .W..Utut.I.Jic ia u .. 

thereof i te C\W'&Iltel to U.e beBir, to the extent or t6,500,ooo, ot the liqui­

datlnc n.llle or the JII"!Tiou.el;r cb&rcecl ott .... t. rtpu'Cbuld b7 the bonk 

tree rr.n ... ertca CorpoHtiOD 1 t llllollT owned eu"-Weriet. 

Tile -t of tbie i.Ddebtedneee or 'l'rlll-erice Corporetion to 

the benl< u or April 28, 1938 ... t5 1524,096. In edd.it.ton, Jl'irot llat10Ml 

Corporetion ot Partlond, rr..,_.ica S.rrlce Corporetlon, Balik ot #..aerica 

Alricllltwal Credit CorporatiOD1 CalitorDie Lucia, Inc. , C. pi tal C..1M'17 

111d l'llter-ContiD.,tal CorporetiOD1 all IN"-idierita or TrlllaMrlcs Corp:ore­

tlon, nre 1Ddebt.ed to the beDk u ot April 28, 19)8 to the extet ot 

$17, 5941056, ..tiD« a total exteuion ot credit ot t2) ,U8,152. 'l'!!e 'blllll:'a 

loaning l1a1 t under the praYidODe ot Section 5:100 ot the Rnbtd stetutea 

i a $9,000,000. Tbil axe .. e1Ye utenaiOD ot credit ot t U,U8,1S2 1e a 

Yiolttion of Seot10D 5:100 ot the Re'fiaed stetut11. 

Free the riret exa1Dat1011 ot the benk aade after ite COI!Yeraion 

into the 111t1011el banking ll)'lltee 1D 19271 to the lut enr'NtiCil or the 

beDk Mde u or April 28, 1938, the boolc capital or the bank .... incruaed 

eJII)I'Olliutal;r $54,000,000 end the net ~ capital ot the bank wu incrtued 

appi'OldMtal;r $42,000,000. IW'inl u.at ~od the capital etructure ot t he 

t.Dk .. inoreuld to the ateat or $49,m ,m, or IIIIich t>40,ooo,ooo ... _ 

pr<>Yided "' 1be eel• ot - ltocl ot a per Yallll ot ru,soo,ooo at • 

.._ n.• 8()() liT YolUIIter)' 0011tributi011J and ~,82S,5'J7 prema ot t27,500,COOI .,,7Vn 
· ~ DlriDI the - ~od the 

111 • -allld trite-<Jp or .-ieip&l • 

~-$42,157~ ad t.lll '• ·- ttl nU ~te uqCJ'ell ...... 

··- ot ...... =··· "'•"'··· w r.-l.nate ••1 us...- _.._,' ,, . . --~--ttl ........... --~-- .... ttl-•• . 
' s a ., 

...-to~,.,. ltll ... Wal ttl~ .... flit- 55 . 

.. ,OOO.OIIO IIISle .. -' S sC I ,..at ,_ i!- - ,.W- 1115PIS'"od ... 
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-telT tss,ooo,ooo. *- ... .._ 1a the Nport or eze-!Mticm u or j "{. 

•prU 211, 19)8, .e.icb - dell•ered to tAle t.U .W.eq,_\ to ita report. 

of euo.1ap 1184 41~ u ot .laDe 30, 1938, lbon .&litioaelloeau or 

•u• z1•tel7 ts,ooo,ooo. n 1a appoara\ U..\ tbe 1o .... or \be bulk 

ban noeacSad it. De\ op&Nt1ac )ro!U he. 1927 to J\llle 30, 19.38. Dur-

ioe tbe - par1ocl, reoorert .. "" loe .. a cbarled ott ha•• ._.,\ed \o 

but 6%, llblab 1a laea than bal.t or tba ,..,...al uparieoca or nat1cmal b....U 

1n CODDMticm 111tAI 1'9C0¥ ... 1ea 011 tbair char,..S Ott u aata • 

1be r.por\ ot ene•vticm or OC\o'bar 21, 1927 abo .. $1..00 or nat 

10\IDd oapital (t S4,273, 088) t or aacb tJ.,0.76 ot 4apoe1ta (I S83,946,000), 

... u. tba rapor\ ot .-inatiOD or •prU 28, 1938 aboae $1.00 or net eouncl 

cepital (t96,447,S99) to aacb $1.4. )6 or dapoeite ($1. , 385, 494,280) . The 

uHta al.a .. lrbd 1a tba October 21, 1927 report. {$)), 709,000) repreeentad 

5" or tbe to\al U88ta ot tba bulk UIOIIDtlnc \o approxiaate~ 1}670,000,000, 

lihUe tbe uaata al.aaalt1e4 1a tbe .lprU 28, 1938 report (1137 ,818,000) 

r .. ented 9lt or tbe to\al uaata ot the bulk uo~mtlng to approxiJData~ 

$l,Sl2,ooo,ooo. The uaete al.aaaltied 1a the october 21, 1927 report. ras>­

reaeo\ed 57.71t ot the baDII:'a book capi\al or appro:daa~ t SS,373,000, 

'llblle tbe uaeta al.aaaltied 1a the AprU 28, 1938 report. repreeented 122% 

ot the bulk • a boot oapi tal ot approx:t.ate~ tll2 ,420 ,ooo. 
!he ~ iapoe•• v.pcm tb• Board ot Diraa\ora or a naUcmal bo.nk 

the r .. pcme1b1Ut7 tor t he daterataat1cm ot tbe 41apoeit1on ot the earnioe• 

ot the bulk. 8olm4 benldng practice reqv.iraa tba\ the 1o .. ee or a bo.nk be 

charged ott and U..\ ita aarninga be conaerYed \o prOTide and ll&intaln an 

adequate aov.nd oapital etrv.cture. An adequate capJ.\al 1e not eupplied 'bT 

o•pU•nce 111tb 1.ap1 win••• oapl.tal l"'ICC.ur.enta . $l.OO ot capi\al to 

flO. OO ot depoeita 1a accepted u a aOIIDd ratio. !he deterataation, of 

-· ot lllilat _.utatu an adeqa\e oapi\al 1n anT giYen cue nece .. 1-

tatee a _ .. ,_U• ot tbe aaWr& ot tbe ueet e of tbe beDI<, a a .. u u 

U1a --- ot 1\e Jte)oUStiM• b the cue at 70Gr beDit it 1e the opl.nlon 
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-'or oeplt.al to •Uat7 u.. req~ or =1·...-q beo·­

ot U.a 1uce ·mrmtnU.. or f'r 1m UMta 1a m ~ -~ -. 

endS .. tM llut1t W boalt oapl.t.al ~. 

'1M~~ •-u.. ~ Alri1 :Ill, 19.38 poiato out to u.. 

'bulk'• c11notonto ad -·c t u.. _.._to4 oredit at.ui= to 

frMtMirioa CoapwaUOG lad it. llllbtWari .. Mel att'11iatotJ the ben)' 

COGOeat.ratiOD 1a I'M1 Mt&te, I larp port.iOil of lllbicb i.t DO~ pooper}7 

cUTied oe U.a boaltt of the b8llk or sroperJ.7 'io.portecl ill p>blitbecl report. 

of coo41UODJ Mel the 41Nipat.101l ot tbe benlt'o 1Al'll1Dcl ill .xeeoohe 

clirld....S. . All are -~toro ot -Jor 1Joport&nca, 1J0rt.b7 ot the t1Joe 8Dcl 

etrorto or the amac...t co ........... -.u. the pl'Obl- .... teriOUit, tbq 

CUI be C\IJ'ecl b7 tba .. tablb'-to~ aod ~t.ecwlce of a conat.ruct.in procraa 

111bicb aou1d, ot oac ... 1t7, illclude tbe COiltvnt101l ot the aaroiogo of the 

benlt aod tbclr appllcaUoa to tbe chvge ott ot loneo and the oet.tillg up 

ot ad&q\llda .......... tor other uaeto adYerool7 claooified. 'l'hi.o otrice 

could cooperate with the belli<'• clirectorate and a:on~oent 1n worldng out 

t.be 'buak'a probl- 1t a aat1ataoto1'7 progroa wve eotabliobed and carried 

out. 

a.-e of the large cooc1Dt.rat.101l 1n creclito extended to Trano­

e&IJ'ica eorporat.iOil ..,4 ito .. be1cl1ar1ea end attUieteo tor a~ period 

ot t1Joe, the ben)' coociDt.raticm 1a raal eotate and ill eeaato dependeot 

upoc the 11qu1datiOG of raal oatota tor their ell.ainat101l troa tbe baDic, 

end beoaur• ot the abeenc:e ot t'ltodo-tal corract.i011 ot the repeatedly 

critioitecl uaat ooocl1Uco of the balllt, it ia the op1l110!1 of the Collptrollor 

of tba CurriM\oJ tb.at it would be a~~ unaeto and utoOWid practice 1n conduct­

ing t.bt W.illaat of 70tZr beDk for the Boerd ot Dlreotort to 4eolare IID7 

• clirldaod, unlaae, ill adcl1t101l to .. et.i.nl all atatutol'7 OCIDiliUOilt ~-t, 

ueato o.luaitiecl •• eat1Joato4 lou•• 1n the lut pracecl1Dc report or _. 

illaU.. ... .a7 GlUier UMte mo.. to be loti... firot. tball ben -

CDI!ri•II•Gf ett ad .U GtbG' -to ..,.,vaal7 Cllueit1ecl tball ha.,.. -
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proper~ prlllrided tor t.broulll wt.to 11 or IIIla• tile eewbltlll nt 
ao4 allocatioa ot adequate _.. ... 

338 

~t to the pi'CII'I'iaS... ot e.otlaa )0 ot tile llalltiilc .&ot. ot 
19331 tile CGepUo1l.er ot t.be CUiiWI be:.bJ ana tile llult, 1\e ott10411'1, 
t.b• Bou4 ot ll1Hct.oro ...S --., tltv.ot, to ~ ... the IIU&te * 
unoOUDd sncuce ot U't.eDdiq andit ta .... a - .. to renlt ta -
unnrr&Dt.ed CODoctntloa, or ot deolar1q _, 41n.s.d lllll•• proper ~ 

Tiai011 tor t he crlt1c1M4 .... to -. tint ...s., * to 41-t.ta... the 
Tiolotioa ot S.o\1011 5200 ot the a.n-14 ltt.atutN tllieulll ut.NI&loa ot 
creclit ta -'- :I.D -• ot tile Uaite\1- ..t tonb :I.D nd> - tloa. 
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Ootober 20, 1888 

Mr. Obarlea • · Collina cae in at 2100 p.a. and tol1 

me tla t be had juat returned rrom San Pranc1aco where be 

had been oont'erring with the orr1c1a1a or the Bank or 
America , N.T. & S .A. He aa1.d that in hia opi.nion a con­

terence between thia 01'.f1oe end ll!eaara . Mario Giannini 

and Rlaeell o, Sllli.th or the Bank o.f America would be 

productive or reaulta. I listened to bia opinion and 

-de no OoDtent to that point. !lot getting ~ reaponae 

rro. .,., be continued to apeculate that he auppoaed the 

Comptroller waa interested in aaving the bank rather than 

breaking it wide open, and be na aure that cooperat i on on 

our pert would 1118an the correction or anything that waa 

wrong. He aeced to reel that moat or the d1tricult1ea 

are a holdover tl'OIII the day a batore A , p . Giannini resumed 

the baadahi p or the bank a raw yeara ago and spoke or the 

prosran •de by the bank in the pnt .ffJfl ;rears . 

Preparing to leave, Kr. Collin& int~ted that be 

would be glad to han .,. call h ia 1n the event that I de­

aired a oonreranoe arranged. I then aaltad bial 1t be na 

requeating a oonteranoe and tor whom be apoke--at whoa• 
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requeat be was making bh inquiey. He aaid tbat be had 

not been authorized to make any requeat, tbat all hie 

conversations were informal, that be had been on the tele­

phone with San Francisco and he knew they would expect a 

call from him after his visit to me. He said that be did 

not want to be technical about the matter, to which I 

replied that I'm afraid I would have to be technical-­

that a committee of the Boar<1 ha<1 been appointed, as he 

knew, to study the letter a<idreeaed to the Board by this 

Office . Mr . Colllne then referred to the request 1n the 

last paragraph of the letter of October 11th fran the 

Board 1n which they said they would appreciate this Office 

"affording the management an opportunity to clarify some 

of the ieeuea ralaed. • Mr. Collina a aid he had helped 1n 

the preparation of the letter. I tol<1 him that the letter 

had merely been acknowledged md that the paragraph to 

which he referred was one of the a.tter"wbich was being 

studied and to which reply would be made . 

340 
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Oetober ao, 19~ 

At b :20 p . m. I talked to Mr. Sedlaoek in San Franoisco. 

He told me that the meeting of the Board ~ Directors 

of the Anglo California National Bank has been postponed 

until Thursday, a week from today, because of pressure from 

Herbert Pleiahhacker for more time. Herbert has told the 

Directors that he hopes to get information from ~ash1ngton 

by next Thursday which wUl make his own status a little 

Glearer and his retirement from the bank, if that is nec­

essary, a 11 ttle less embarrass 1ng to him and to the bank. 

Sedlacek said that if Herbert has not resigned by next 

Thursday, they~ remove him, effective at once. 

Sedlacek says that on October 31st Herbert is being 

brought to court on some s ummary procedure and that his 

insolvency to the extent of several million dollars will 

then be revealed. Sedlacek thinks that for th~ benefit of 

both Herbert and the bank, it would be wise if his resig­

nation could be in before that time and then the eXPlanation 

could be made to the public that in view of the unjust law 

suite against him, he is putting the interests of the bank 

first and resigning until such timo aa he can vindi cate 

h imself • 

. 
--------- -=---- _ _.........._ ~ - - .. . -. 
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I told Sedlacek that it had been reported to me that 

he had been quoted aa saying that the Secretary ot the 

Treasury would not request the RFC to purchase preferred 

stock in the Anglo Cal ifornia Nat i onal Bank until and 

unless Herbert Fleishhacker bad resigned. Sedlacek said 

ha had made no such statement but bad pointed out that 

t he only we;y 1n which the Comptroller of the Currency can 

secure the removal of Officers or Directors 1a by insti­

tuting a proceeding under .. action :50 ot the BanJc1.ng Act 

of 19:53. 

Director Humphries asked :;edlacok 1s approval of tha 

postponement of the Board meeting until next Thursday 

but Sedlacek declined to take any posit ion on that , saying 

that hie instructions were to work with the committee of 

the Board looking toward e correction of criticised prac­

tices and that was all . 

Sedlacek said that the Directors are r eally concerned 

about t he situation and are going throush with the necessary 

stope to clean up the bank. Be reports that Herbert Fle1ah­

ho.oker kseps telling the Board of Directors that given a 

little time, he will do the honorable t hing. Sedlacek be­

lieves n. at111 ia depending upon Jeaae Jonea to make hia 

exit aa oaey and canfortable and with ae much time aa 

pooa1ble • 

342 
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Sedlacek says that the Directors are extremely eager 

tor him to stay and help them as much ae poss ible with the 

preparation ot a letter and a p rog ram to tho Comptroller 

fixing up the bank. The members of the committee are n~ 

bankers and are s omewhat helpless 1n the face of Mortimer's 

constant talk. I£ Sedl.acek doesn •t help them, the chances 

are that tho letter will be pretty much Mortimer ' s composi­

tion. llort1mor continues to accuae Paul Hoover and Sedlacek 

of double-crossing Herbert and himself. There are some 

indicati ons that some members of the Board think perbapa 

Mor timer should resign also. The Directors seem convinced 

of the fact that the Off ice of t ho Comptroller and our 

representative in San Francisco a re f a ir and impartial , 

boar no malice and are working for the best interests of 

t ho bank. 

I told Mr. Sedlacek that 1n view of bhe tact t~t the 

Directors' committee is cooperating in a real effort to 

clean up the bank and correct criticised practices , I thought 

it wise tor him to stay and give t he committee as much help 

aa he possibl y could, keeping 1n mind always that any pro­

posal from the Di rectors to us should be their proposal 

rather tban hia--that he could work with them and cooperate 

with them but be verr careful not to get into a posit i on of 

be1ng, 1n efteot, Chairman of the committee . 

Upm ur 
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Ootober 20, 19~ 

14r. f loyd Awalt, who repreeents the Anglo Cal1£orn1a 

Nat i onal Ba.nk 1n San Francisco, came in at 2 :20p.m. 

He said that he had been on the telephone talking to 

Herbert Flo1ahhackor, President of the bank, who seama 

diapoeed to be wUling to submi t h1a resignation aa 

Preeident and Director but who feels t hat he should be 

given a little time to arrange matters and who asked 

Kr. Awalt to aek this Office it h1a resignation, effecti ve 

January l , 1939, would be acceptable to us. 

I told tir . Awalt that my understanding is that the 

Board ot Directors ot the Anglo Cal1£om1a National Bank 

has appointed a committee ot three Directors to s tud)' our 

letter to them and make such :ouggoat1ons to ua as they 

find deelrablo and necesaar,. to meet the crltioiama ot 

thle Office . I told h1m t hat so far aa I knew, there 

had been no stipulation by this Office that anyone must 

resign--that we were looking to tho Board of Direetore cL 

the bank to e uggeat to ua what ever oorrootion s they feel 

necessary. I told him that it seemed to me the probl-

should be looked at aa a global-whole rather than treated 

p1aoe-moal and that until we had eome recoDIIIendation from 

tbe Board or its committee, we would proba bly not be will-

inC to take up matters item by item. He eaid that he waa 
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informed from :.an Franc1aco that our position is that 

before we will request the RFC to purchase preferred 

stock 1:1 tho bank, we will ina1at upon the resignati on 

of Herbert Plo1ahhacker. I told him that so far aa l 

knew, so such position had been taken or stated--that 

our report ot examination and our letter to the Board 

ot Di rectors indicated that the -nage1111nt ot the bank 

ahould be strengthened but that the detailed recommen­

dations should come from the Board or Directors 1n the 

tirat instance rather t han t'rom us. 

345 

lllr . Awalt said that Mortimer Fleishhaoker had called 

him on the phone and asked him to come out there and help 

them prepare their rep l y to our letter--particularly some 

or the legal aspects . Mr . AYial t is involved in some local 

bond issue and is unable to go at once and he asked me 

i!' it would be all right 1f their reply to our 1s tter was 

received by November 15th. l told him that we had set 

no time limit but were hopeful or immediate action and 

1 urderatood progress was being made and bad been hopeful 

ot a reply in a very few days . I told him that the Di­

r ectors ot the b.ank seemed to be approaching the matter 

1n a genuinely cooperative way and we were not d i sposed 

to be unreasonable but that we did want a reply as soon 

as possible . 

Upm vr 
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