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THE ADMINISTRATOR OF NATIONAL BANKS

WASHINGTON, D.C. 20220
October 7, 1974

Secretary William E. Simon

Deputy Secretary Stephen S. Gardner
James €. ith
Comptr r of the Currency

SUBJECT: Sale &f the Franklin National Bank

As you are aware, for the past five months the FDIC,
the Federal Reserve Board, and the Comptroller have been
searching for a solution to the unstable condition of the
Franklin which would protect all depogitors of the bank and
which would minimize the impact of the bank's probable
demise upon the confidence of the public in the banking
system. We believe that a solution has been devised which
will achieve these two goals. The prospects appear to be
good that we will obtain on Tuesday, October 8, satisfactory
bids from one or more of four large banking organizations
for the purchase of a substantial portion of the assets and
all of the deposit liabilities of the Franklin. Deposit
liabilities presently approximate $1.4 billion. The tran-
saction contemplates that the depositors will have uninter-
rupted use of their funds, with the acquiring bank opening
all of Franklin's offices and accounts as their own the next
morning.

We are assured of bids from two of the four banks:
Manufacturers Hanover ($18 billion) and European American
(an association of six large European banks with combined
assets of $85-90 billion). We believe that two additional
banks, Chemical Bank ($16 billion) and First National City
Bank ($38 billion) will also probably bid on the Franklin.

Citibank has voluntarily suggested that, if it should
be the successful bidder, it would divest or close 45 of the
branch offices within 24 months to reduce anti-competitive
effects. The Anti~Trust Division is not entirely satisfied
with this proposal, although it has assured Citibank it will
not sue. However, Anti-Trust may endeavor to persuade me,
in the conduct of my duties under the Bank Merger Act, or
the receivership Court to reject a Citibank assumption if
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European-American makes an acceptable bid close in amount to
Citi's. My present thinking is to approve a Citibank take-
over if it is in fact the high bidder. I believe that the
Franklin debenture holders and shareholders will have a
legitimate complaint if the high bid is not approved.

The procedure for this acgquisition will be for the in-
terested banks to submit to the FDIC on Tuesday morning
their bids for the assets and liabilities package, on the
assumption that I will declare the Franklin insolvent later
on Tuesday. If there is a satisfactory bid, I will in fact
declare the bank insolvent at 3 P.M. Tuesday, appoint the
FDIC as receiver, and the FDIC will immediately proceed to
accept the most satisfactory bid. The bid amount will be
the premium for the going concern aspects of the purchase.
The assuming bank will be allowed to "cherry pick" all of
Franklin's assets (including those securing the FRBNY loan)
to obtain assets equal to the deposits and other liabilities
it will assume. The FDIC will give an interest-bearing note
to the Federal Reserve Bank of New York for the release of
its $1.7 billion note of the PFPranklin and receive in return
the $2.0 billion in assets of the Franklin being held by
FRBNY as collateral. The FRBNY note will be paid out as the
assets are liquidated by the receiver. Any balance remain-
ing at the end of three years will be paid in a single
payment by the FDIC. Any net return to the FDIC from the
premium and the assets, after paying the note to the FRBNY
and covering the FDIC's receiver costs, would be applied to
the claims of the bank's creditors. '

If none of the bids received should meet the FDIC's
minimum figure, I would not proceed to the declaration of
insolvency on Tuesday. The regulators would have to recon-
sider the possibility of an expensively-assisted Franklin
continuing independently, versus the alternative of a payout.
However, on the basis of our present knowledge of the bidding
banks' intentions, I consider the possibility of receiving
no adequate bid as very remote. The FDIC's minimum figure
is required by statute to be sufficient to assure that in
all probability the assisted sale will result in a lower
cost to the government than a payout on the closed bank. We
expect to receive bids comfortably above the FDIC's calculated

target.

Assuming that the receiver has accepted a satisfactory
bid on Tuesday shortly after 3 P.M., we will proceed to a
pre-briefed federal judge who will hear the receiver's and
the Comptroller's arguments as to the necessity and fairness
of the proposed purchase-and-assumption transaction, and
presumably he will approve it. The Comptroller's affadavit
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will contain an extensive explanation of the circumstances
leading to the declaration of insolvency, including the
temporary nature of the Fed's financial assistance and their
recent determination in a letter to me that it is not in the
public interest for the note to continue to remain unamortized,
a condition which the Franklin cannot remedy in the foreseeable
future. Also described will be the effort made by all

parties concerned to develop a resolution of the problem in
the form of the continued existence of the Franklin with
certain FDIC financial assistance; after extensive study it
was concluded that the cost would be too great for the FDIC.

I also had Blyth Eastman Dillon analyze the financial pros-
pects for Franklin if it received substantial FDIC assistance,
and they concluded that there was no realistic prospect even
then that the bank would become financially viable in the
foreseeable future.

Because of the possibility of immediate litigation for
a restraining order from some shareholders and creditors,
the whole transaction must remain undisclosed until shortly
after 3 P.M. Tuesday. The increasing, prospect of advance
restraining litigation and the possible dissolution of the
remaining going-concern value of the bank is one of the key
factors in the decision to press ahead with the bidding pro-
cedure at the earliest possible time. We will notify in-
terested members of Congress shortly after 3 P.M. Tuesday.

In conclusion, I should point out that the Franklin
situation is a relatively unique one that we do not expect
to see repeated. It had a ten~year history of only marginal
existence as a New York City bank and an unimpressive manage-
ment reputation that undercut confidence in it in financial
circles. Most importantly, it had expanded in the purchased
money area during 1973 at an incredible rate, leaving it no
ability to handle the tight money situation and the "move to
quality" by money market participants. At the time our
November 1973 examination revealed to us the serious state
of affairs at the bank, about 50% of its liabilities were in
the form of purchased money. We have no other banks in such
a drastic and unfavorable configuration as Franklin was, and
the greatly heightened awareness of both bankers and examiners
to the importance of liquidity should help prevent future
over~extension in this area. In addition, our agency's own
analytic and predictive skill in the liquidity area is being
expanded by an extensive liquidity data collection program,
which we will analyze ultimately with computer models. Our
Haskins and Sells study will also equip our agency during
the next year to better detect and deal with problem banks
generally, and particularly to curtail major problems in
their incipient stages.
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SUBJECT: Franklin National Bank

Since the Bank's well-publicized difficulties in May which
came to light as a result of substantial foreign exchange losses,
the Federal Reserve Bank of New York has been providing, on a
temporary basis, advances of more the $1.5 billion secured by
pledged assets while the Comptroller of the Currency and the
Federal Deposit Insurance Corporation, along with the Federal
Reserve, attempted to work out a long-term solution to the Bank's
problems.

In September, the Bank's management submitted a plan to the
FDIC under a provision of the Federal Deposit Insurance Act that
would permit it to remain independent and convert its temporary
loans from the Federal Reserve to a series of credit arrangements
with the FDIC.

The plan was studied by the FDIC, the Comptroller of the
Currency (who regulates national banks), and the Federal Reserve.
The regulatory authorities engaged an outside consulting firm to
evaluate the plan. The consultants reported that the plan did L
not present a realistic prospect aa€d that'the Bank could-bécome
financially sound in the foreseeable future. And the FDIC
reported to Franklin that the proposal was not satisfactory in
the form presented.

In addition to considering the Franklin's plan, the regulators
arranged for other large banks authorized to do business on Long
Island to present plans (bids) through which the bidders would
assume the deposit liabilities of Franklin and purchase a substantial
portion of the assets of the Bank.

Because Franklin has almost 100 branch offices in many
desirable locations, principally on Long Island, the banks in-
terested in acquiring Franklin's business are expected to offer
to assume the liabilities (deposits) at less than book value,
providing the FDIC with a cushion for liquidating the assets of
the Bank. This cushion is typically called a premium.

This is a highly sensitive procedure and requires a determina-
tion by the regulators that a bid is in fact satisfactory in
assisting the FDIC to achieve a lower cost to the government than
if the Bank were simply closed, the insured depositors paid, and
the assets liquidated.

The bidding procedure is taking place this morning. If an
acceptable bid is obtained, then the Comptroller of the Currency
must declare the Bank presently insolvent and appoint the FDIC a
receiver and obtain approval of the appointm nd the proposed
transaction in a federal court. "y
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A federal judge will hear these arguments shortly after
3:00 p.m. Because of the possibility of immediate litigation,
the whole transaction must not be disclosed until it reaches
the federal court. Further, if no satisfactory bids are
obtained, the regulatory authorities will have to develop
another plan for dealing with Franklin's problems.

It cannot be stressed enough that the sensitivity of this
whole process requires an orderly progression of events as
described above. A key reason is that the FDIC insurance in a
simple liguidation applies only to the extent of $20,000 of
depositors' funds. The regulators, to protect all depositors,
are developing a plan that will pay out the full amount of
deposit liability or assure its safety. A premature disclosure
and an aborted plan could have enormously disruptive effects on
‘the financial markets.

The processes going on now are the regular responsibilities
of the regulatory authorities concerned and have occurred in the
past with many smaller banks.

Franklin is the largest bank to have such difficulties in
recent times; and if its affairs can be managed to prevent any
loss to depositors and to effect an orderly plan of purchase and
assumption by a strong bank, confidence in the banking system
will be maintained.

The President's position should be that he knows the regu-
latory authorities--i.e., the Federal Reserve, the Federal Deposit
Insurance Corporation, and the Comptroller of the Currency (who
administers national banks)--are working very hard to assure an
orderly resolution of this large bank's problems. And if the
regulators do appear before the federal court with an acceptable
bid shortly after 3:00 p.m., he can say that he has been advised
that this proposal represents the best solution in the opinion
of the regulators to protect the depositors and customers of the
Franklin Bank and maintain the confidence of the public that our
banking system is sound and that we have the means within the
FDIC and the Federal Reserve of dealing with large banks who
get into such difficulties. ‘

. Further, we believe that the Franklin situation is relatively
unique and one that the regulators do not expect to see repeated.

e

S. S. ‘Gardner
Deputy Secretary
of the Treasury




































































































THE WHITE HOUSE

WASHINGTON

November 6, 1975

Dear Mr. Wood:

Thank you very much for your letter of
October 30.

I have referred a copy of it to the
Department of Treasury which has juris-
diction over the Secret Service.

Sincerely,
Phili . Buchen

CounseY to the President

Mr. William P. Wood

5545 Sky Parkway

$201

Sacramento, California 95828
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THE WHITE HOUSE » } e /

WASHINGTON

December 17, 1975

MEMORANDUM FOR: DICK CHENEY
FROM: PHIL BUCHEN(}Z
SUBJECT: Request for Secret Service

Report on Incident of
Unauthorized Entry to the
White House Grounds

At this morning's staff meeting when you were
absent, Bill Simon raised the point that he
had not been advised of the request which the
press has reported was made by you to the
Secret Service for a report on the incident
of the man who twice scaled the White House
fence to get onto the White House grounds.

I suggest that you call Bill Simon on this
matter.
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THE WHITE HOUSE @WA“CM

ACTION MEMORANDUM WASHINGTON LOG NO.:

Date: July 9, 1976 Time:

FOR ACTION: cc (for information):
Phil Buchen Bill Seidman

Jim Cannon Jack Marsh

Max Friedersdorf Brent Scowcroft

FROM THE STAFF SECRETARY

DUE: Date: Monday, July 12 Time: 2 P.M,

SUBJECT:

William E, Simon memo 7/8/76
re: INTERPOL

ACTION REQUESTED:

For Necessary Action -X__ For Your Recommendations
Prepare Agenda and Brief Draft Reply
For Your Comments Draft Remarks

REMARKS:

This controversy involves a total of three employees and thus
would not appear to be a question of Presidential dimension.
The Domestic Council should arrange a meeting between Justice
and Treasury in order to resolve the matter in an amicable
fashion.

Phil Buchen 7/13/76
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PLEASE ATTACH THIS COPY TO MATERIAL SUBMITTED. \\ /

If you have any questions or if you anticipate a ‘
delay in submiiting the required material, please Jim Connor

telephone the Staff Secretary immediately. or th
e Pre side
nt





