Sindona’s $1-Million Offer
)JTo Nixon Group Examined
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‘lis investigating an offer made
‘lin 1972 by Michele Sindona,
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By LUCINDA FRANKS
The Internal Revenue Service

the Italian financier who 15 the
largest single shareholder in the
Franklin  National
Bank, to contribute $1:million
to the Committee to Re-elect
the President, according to in-
formation obtained from Gov-
ernment sources. !

The LR.S., it is said, wants
to know whether or not the
contribution was ever made
and where Mr. Sindona, an in-
ternational banker who controls
an empire of banks, holding
companies and other interests,
planned to obtain the funds.

Interest Aroused .

* The New York Times
Michele Sindona

The offer was made public
during testimony in the Mitchell-
|Stans trial earlier this year.
\Maurice H. Stans, former chair-

connections of Mr.
whose methods: of doing busi-
ness  have been

Sindona,

cloaked in

man of the re-election finance
committee, told the court that
Mr. Sindona wanted only
anonymity in return—for the
gift but that he refused to ac-
cept it because the gift was
offered on Nov. 2, 1972, a few
days ‘before the 'Presidential
election and well after the April
7 deadline requiring disclosure
of all political contributions.
The testimony aroused inter-
est within financial and gov-

ernment circles in the political

secrecy and who"was relative-
ly unknown in this country be-
fore he purchased a. 22 per
cent interest in Franklin Na-
tional in July, 1972,

Indeed, some of the focal per-
sonalities featured during the
weeks after Franklin’s troubles
became public this spring form
a mosaic of interrelationships
with the Nixon administration.

Besides Mr. Sindona, they in-
clude Harold V. Gleason, who
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was recently replaced as chair-
man of Franklin National and
has assumed the post.of execu-
tive vice-chairman; James E.
Smith, Controller of the Cur-
rency; and David M. Kennedy,
former Treasury Secretary un-

der President Nixon ‘and now

financial adviser to Mr. Sin-
dona. President Nixon’s old
law firm, Mudge Rose Guthrie
& Alexander, #s also involved.

T The troubles of Franklin Na-

tional, the.largest bank in the
country ever to totter on the
brink of collapse, were first
made public in mid-May. The
bank announced at that time
that it would not pay the up-
coming dividends on its stock,
and subsequently disclosed
massive losses in foreign ex-
change transactions and asked
that ' trading in its stock be
suspended. Trading has not yet

Ibeen resumed. In recent weeks, |

the bank has disclosed that the
losses totaled $83-million in the
first five months of the year—
considerably more than it had, |
originally indicated —and has| |
said it would not likely resume
the payments of dividends
soon. ‘

On June 20, the bank an-
nounced a management shake-
up and Mr. Gleason was re-
placed by Joseph W. Barr, a
Democrat who served in the
Treasury Department during the

Administration - of President
John F. Kennedy and was Sec-
retary of the Treasury during
the last month of the Johnson

Administration.
' Mr, Gleason, during his many |

years with Franklin, which once
ranked as the 20th jargest bank -

in the nation, had close ties
with the Nixon Administration.
In 1969, the trust department
of Franklin handled the sale of
Mr. Nixon’s New York apart-
ment and made the President
a 150 per cent profit, with Mr.
iGleason, according to a source, -
playing a key role in the trans-
action. Mr. Nixon paid $126,000
for the Fifth Avenue residence
in 1963 and shortly before the
sale, he himself had put a pub-
lished value on it of $166,860.
It was sold for $315,000, the
largest profit : that had ever
been made on an apartment in
that particular building.

Mr. Gleason’s son, Harold
Gleason Jr., is an attorney at
Mudge Rose Guthrie & Alex-
ander, the firm in which Presi-
dent Nixon and former Attor-t
ney General John N. Mitchell
were partners until they went
to Washington in 1969. Mudge

Rose is also counsel for Mr.
Sindona’s company, Fasco In-
ternational Holding S. A,
through which Mr. Sindona
made his million-share inwest-
ment in Franklin, and Franklin
has recently turned over.some
of its legal affairs to the law
firm. "
Franklin’s. former law firm,
Kaye Scholer Fierman Hayes &
Handler, abruptly resigned

when the crisis was announced
in May because the firm said!
it had not been consulted about
the bank’s statement detailing
the foreign exchange losses.

A source close to Franklin
said Mr. Gleason Sr. had‘ar—i
ranged the November, 1972
meeting between Mr. Stans and
Mr. Sindona so that the Italian
financier could make the con-
‘tribution offer. The source said
Mr, Sindona told associates he
wanted te give the money in
order to “show his faith. in
America.”

At the time, the Federal Re-
serve Board was in the process
of investigating Mr. Sindona's
acquisition of Franklin to see
if his company, Fasco Inter-
national, “controlled” the bank
in the official sense. Such a
determination by the Reserve
could have forced Mr. Sindona
to divest. himself of several
commercial companies that
Fasco owned in the United
States.

Liechtenstein Concern

Under the Federal Reserve
|Board’s regulations, Mr. Sin-
dona, because he owned more
than 5 per cent, but less than
25 per cent, of Franklin and
also sat on the board of the
bank’s parent company, the
Franklin New York Corpora-
tion, created “a rebuttable pre-
sumption of control” over the
bank, If he could not success-
fully “rebut” this presumption,
then the Fed would have desig-
nated Fasco International a

complex of legal difficulties
could have ensued for Mr.
Sindona.

Fasco International, during
1972 and 1973, was wholly
owned by its parent company
Fasco A. G. of Liechtenstein,

bank holding company and al:

which in turn owned three
American companies—the Ox-
ford Electric corporation (re-
cently renamed the Seaport
Corporation),‘ Argus, Inc., and
the Interphoto  Corporation
which is owned by Argus. Since
provision in the Federal Bank
Holding Company Act are de-
signed to prevent common own-
ership of banks and industrial
or commerical firms, Mr. Sin-
dona could have found him-
I'self in violation of the law if
he continued to own both the,
bank and the other companies. |

Whether due to the persua-|
sive powers of Mr. Sindona{;
and his attorneys or not, the
Fed did not issue a document
asserting that Mr. Sindona has
indeed created -a “rebuttable
presumption of control” after
two years of investigation into
the matter, still appears no
closer to a decision. :

The Fed argues that its reg-
ulations under the Bank Hold-
ing Act are only administrative
precedures and even though a
presumption of control has
been created under the regula-
tions, it does not bind the Fed
to act.

“The regulations are for the
board’s use at its discretion,”
said a spokesman. “The seven
.members of the board have the
right to decide whether con-
trol exists or not. As far as
Fasco and Sindona are con-
cerned, it’s complicated and we|.
just have not decided yet.”

The lack of action on the
part of the Fed surprised and
angered some financial ex-
perts.

“Mr. Sindona quite definitely
exercised control over Frank-
lin,” said Arthur T. Roth, the
banker who built Franklin up
from.a tiny Long Island bank,
but was ousted in what he calls

|
a “palace revolution” in 1970
—two years before Mr. Sindona
bought into Franklin.

“Mr. Sindona brought of-
ficers into the bank,; he caused
Franklin to get involved in the
massive foreign exchange trad-
ing from which their. losses
stemmed, traveled around with
Gleason, and generally delegat-
ed authority,” said Mr. Roth,
who has been critical of Mr.
Gleason and the bank manage-
ment since he was ousted.

“Nobody ever did anything
of importance without consult-
jing Mr. Sindona,” conceded one
official inside the bank. “He has
an office in the bank headquar-
ters and remained very visible.”

Mr. Roth pointed out that
‘Laurence A. Tisch, chairman of!
ithe Loews Corporation, froml
whom Mr. Sindona bought his
Franklin shares in 1972, had
little to say about the day-to-
day operations of Franklin anc
exercised much less control
over the bank than Mr. Sindona
did. Yet Mr. Tisch reportedly
isold his shares in part because
the Fed was about to issue a
report finding that Mr. Tisch
was in control of Franklin un-
less he could prove to the con-
trary. Mr. Tisch also owned
commercial companies and thus
faced the limitations of the
bank holding company regula-
tions if this ruling had been
issued.

Representative Wright Pat-
man, Democrat of Texas, Chair-
mman of the House Banking
|Committee and a constant
critic of the Federal Reserve
{Board, also expressed disgust
lwith the laxity of the board on
‘the Franklin National Bank
issue,

“There is no question that
there has been an undue delay.
in determining whether Fasco|
International should be made a
bank holding company,” he said
in an interview. o

“It is obvious the Federal
Reserve just did nothing.”

Mr. Patman has written two
letters to Dr. Arthur F. Burns,
chairman. of the Federal- Res-
erve Board, since Mr. Sindona’s
1972 purchase, asking why he|
was being allowed to own both|:
an American bank and Amer-!;
ican commercial companies. Mr.
Patman said the replies from|
Dr. Burns had been “evasive I
‘and did not really say anything|,

by the time you got to the r
lend.”

“The Fed has done what is 1
tantamount to doublecrossing|
the country in its lax interpre- ¢
|tation of the Bank Holding|
|Act,” Mr. Patman said. “Com-j
panies have been using, the

boarding house reach, gob-|;
bling up banks as well as|,
mercantile  enterprises, and|
non-banking concerns, right|]

,an.d left and the Fed is not|
using its power to stop them.”|
Mr. Patman said .his ‘com-




The New York Times and
United Press International

During the crisis at the
Franklin National Bank,
Harold Gleason, top left,
was replaced as chair-
man. James E. Smith,
top right, Currency Con-
troller, and David Ken-
nedy, at right, the for-
mer Treasury Secretary,
have also become in-
volved in bank’s troubles.

mittee will hold hearings on
the oversights of the Fed in
relation to the Bank Holding
Act sometime this summer. He
expressed reluctance, however,
to investigate and possibly
“cause trouble” for a bank in
such a precarious position as
Franklin. “We’ll probably con-
centrate on other banks first,”
he said. : :
While the Fed was -investi-
gating control at Franklin, Mr.
Sindona came up with some
solutions of his own. In Octo-

ber, 1973, he separated his
Fasco International Holding
from -its ‘parent: company,

Fasco A.G., 'so that Franklin
and his United States cormer-

cial enterprises .would ° be
owned by ‘separate  corpo-
rations.

Technical Separation
Mr. Sipndona’s lawyer, Ran-
dolph Guthrie of Mudge Rose
Guthrie & Alexander, said that

:/the technical separation had
‘|solved the problem of Mr: Sin-
!|dona’s dual ownership of bank-
Jing and commercial concerns.

“We don’t think Fasco Inter-
national is a bank holding
company, bhut if ‘the Fed should
rule that“it is, we have fully
complied with the law,” said
Mr. Guthrie. = “Mr. Sindona
might personally own “ both
Fascos, but the banking regu-
lations apply only to compa-
nies, not to individuals:”
Shortly after separating the
companies, Mr, Sindona tried
to obtain Federal permission to
merge the Franklin New York
Corporation and the Talcott
National - Corporation, a large
finance ' company that Fasco
International  controls. The
merger would have brought
Mr. Sindona’s share of Frank-
lin to 31 per ‘cent, awhich

finding ‘that he controlled: that
bank and require him, to
register Fasco International as
a bank holding company:

In . fact, at the time ‘of the
merger request last winter,
Fasco International filed a

formal application with the Fed:

to become a bank holding com-
sany. The application was
leclared to be “moot” by the
yoard, however, when it turned

lown the - Talcott-Franklin
nerger in May. .

Nevertheless, Dr. Burns’s
atest letter to Mr. Patman,

lated June 5, said the question
)f who controls Franklin con-
:inued to be under “active con-
sideration” by the board.
Meanwhile, Mr. Sindona"has
increased ~ his ~ interest in  his
American industrial concerns.
[n February, Fasco A.G. of
Liechtenstein bought shares
that enlarged his holding in
Seaport Corporation to 37.8 per
cent from 21 per cent and in

Argus Inc. to 12 per cent from

8 per cent, ‘
Another personality who
figures prominently in the

Franklin crisis is James E.
Smith, ‘Controller of the Cur-
rency, the Federal regulator of
national banks whose office
supervises and certifies them as
to their solvency. The Con-
troller’s office has been work-
ing closely with Franklin execu-
tives to try to save the bank
since the. crisis became public.
Mr. Smith, formerly a lobby-
ist for the American Bankers
Association, was hired to do
legislative liaison work for
President Nixon’s then Treasury
Secretary, David M. Kennedy,
in 1969. Mr. Smith was named
Controller of the Currency in
1973.. Mr. Kennedy, a close
friend and mentor of Mr. Smith;
is also a long-time friend and.
financial advisor to Mr. Sin-
‘dona, and serves now on the
board of Fasco International.
Thus, when Franklin’s trou-
bles |became apparent this

.spring, the man who was re-

sponsible for regulating . the
bank ‘and seeing that it com-
plied with most laws was a
man who was a close friend
of the financial adviser to the
bank’s largest shareholder.
 Moreover, after the public
disclosure of Frankiin’s trou-
bles, Mr. Smith announced that
he had asked—and Mr. Sindonu
had agreed—to place the vot-
ing rights of Mr. Sindona’s
Franklin shares in the hands or
Mr. Kennedy for one year be-
cause of Mr. Kennedy’s reputa-
tion. for ‘‘unquestioned inte-
grity.”

Aides to Mr. Smith insist
that the position of the Con-
troller was in no’ way com-
promised by the move. “On the
contrary, Mr. Smith wanted to
deal with someone whom: he
could trust and that is ‘why he
singled oyt Mr. Kennedy—-so
the Controller’s office could se-
cure ‘more control over the
bank,” said one aide. ° '

The aide said the move was
also made ‘to allay public. sus-
picions of Mr. Sindona, who
has gained the reputation of
being a “mystery man” in his
business dealings. “The public
knows that
cannot just wash his hands of
the hank and walk off to
Italy,” the aide said.

Observers agree, however,
that since Mr. Kennedy has rep-
resented Mr. -Sindona’s inter-
ests in the past and has beer
in accord with him on policy
decisions involving Franklin,
the move was mostly for ap-
pearance’s sake.

Questions have been raised
by some bankers about wheth-
er the close links between Mr.
Kennedy, Mr. Smith, and Mr.
Sindona have rendered Mr.
Smith in the best position to
choose a decisive and objective

would have put him well‘over gourse of; action. for the ‘b-

the 25 per- cent" needed . for
the Fed.to'issue an autpmatic|:

leaguered bank and ‘its share-
holders.. - .: -7ty :
Some critics have questionéd
Mr. Smith’s deeision to back a
vemedial plan, “devised - hy
Franklin executives after the
crisis 'was announced, under
‘which Franklin New York would
offer common stock to share-
helders to raise $50-million.
The plan was to be underwrit-
ten by Mr. Sindona who said
he would purchase any shares
that other stockholders do not
buy. If the plan were to gu
through;,-it would give Mr. Sin-
dona absolute control of Frank-
lin at a bargain price.

Smith was trying to save the
bank for Mr. Sindona,” said

“And in any case, the infusion
of -only "$50-million would not
make a substantial difference in
the bank’s ability to survive.”
Mr. Sindona could have diffi-
culties in meeting even that
pledge! in light .of recent indi-
cations that his financial em-
pire abroad has come’ under

David - Kennedy|

1Y)
strain. Last week, the Banca di
Roma said it had made Mr. Sin-
dona multimillion dollar loans
to prevent a run on his major
Italian bank, Banca Unions. In
return, Banca di Roma “took
over effective control of.the
bank and partial control :of
Mr. Sindona’s other operations.
Banca di Roma said the meney
was earmarked for use in.ltaly _
only and not for Mr. Sindona’s
interests elsewhere. Vit
The critics also take.issue
with the decisions to pump
massive aid into Franklin.from
the Federal Reserve Bank  of
New York, reportedly about $1-
billion in collateralized ldans.
They say that although it
has been disclosed that "Mr.
Smith asked New York hanks
to submit proposals for'pos-
sible merger or acquisition’ “of
Franklin last month, ‘steps
could and should have bgen
taken much earlier on how: o
avert disaster by either mibg-
ing Franklin with-another larze
money-market bank or to pdre
down its operations drastically.
Mr. Sindona, who when' he
originally bought his million
shares of Franklin said he was
going to make it “a great inter-
national bank,” is knownito
have been opposed to a‘take-
over of Franklin or to any re
duction in its size. s
Aides to Mr. Smith counter
criticisms that he did notact
quickly enough by pointing out
that the Controller took woffice
in July, 1973, and was busy
with. other- urgent bank prob-
lems up until Franklin's::diffi-
culties were  brought toerhis
attention at the end of the:year.
“Mr. Smith mapped out plans
for a curtailment of Franklin's
operations in ‘late 1973 nand
early 1974 and asked thebank
to follow them,” said Michael
Burns, Mr. ‘Smith’s execufive
assistant. “We recognized- it
that time that Franklin-had
problems of competent man-

agement.”
“Things cannot happen: over-
night and we “have “fipre-

pared contingency plans sheuld
Franklin become insolvent,” le
said. “As long as it is solvent—
and right now, it is—theh' e
cannot force the bank to merge.
We cannot dictate to it.”# !
Mr. Burns said the Control-
ler’s, office was making a study
of how it can modernize
methods' of Federal bank regu-
lation and examination to. keep
a tighter control on banks'so
that problems such as the.oies
Franklin encountered could be
prevented. Toi
Mr. Patman has criticized
both the Controller’s office and
the Federal Reserve Board for
their ‘“excessive and unnec-
cesary secrecy” in the handling
of Franklin's problems. He said
both agencies had refused his
committee’s request for.infor-
mation on the matter and had
contributed,  through -their
silence, to the continuing
rumors and public doubt about
the bank. .
Mr. Patman praised Franklin's
new chairman, Joseph W. Barr,
whom he said had been candid
and open since he took over at
the bank, in contrast to the two
Government agencies. o
Mr. Barr, who has been ‘in
Washington to seek support-for
a legislative ‘plan that would
permit an out-of-state bank to.
merge with = Franklin, is re-
garded in ‘banking circles to
have brought the strong leader-

“It seemed as though Mr.|.

one critic close to Franklin.|

ship to Franklin that it has
needed since its troubles began.




