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O v e r  th e  l a s t  few  m o n th s ,  I  h a v e  g iv en  a s e r i e s  of ta lk s  on th e  m a j o r  

fu n c tio n s  of th e  F e d e r a l  D e p o s i t  I n s u r a n c e  C o rp o ra t io n .  T h e s e  ta lk s  h av e  

d i s c u s s e d  a s  f r a n k ly  and  a s  op en ly  a s  p o s s ib le  s o m e  of the  p ro b le m s  and  

i s s u e s  r a i s e d  by  o u r  e x is t in g  p r o c e d u r e s  and  p o l ic ie s ,  and  h av e  e x p lo re d  

v a r io u s  p r o p o s a l s  f o r  c h an g e .  T h e s e  ta lk s  h a v e  c o v e r e d  o u r  d e p o s i t  

in s u r a n c e  fu n c tio n ,  b an k  e x a m in a t io n  an d  s u p e r v is io n ,  o u r  h and ling  of 

c o n s u m e r  p r o te c t io n  r e g u la t io n s ,  an d  o u r  r e s p o n s ib i l i t i e s  f o r  o v e r s e e in g  

f in a n c ia l  r e p o r t in g  and  d i s c l o s u r e  by  b a n k s .  T h e r e  i s  one  m a j o r  a r e a  of 

FDIC a c t iv i ty  an d  r e s p o n s ib i l i t y  th a t  I h a v e  n o t  y e t  d i s c u s s e d  - -  th e  l iq u id a tio n  

a c t iv i ty  of th e  F D IC .

W hen a b an k  f a i l s ,  w e e i t h e r  pay  off th e  i n s u r e d  d e p o s i t o r s  o r  w e 

a r r a n g e  f o r  a n o th e r  b a n k  to  a s s u m e  th e  l i a b i l i t i e s  and  to  p u r c h a s e  s o m e  of the  

a s s e t s  of the  f a i le d  b a n k . In e i t h e r  c a s e ,  w e h av e  a s iz a b le  l iq u id a t io n  ta s k .

In th e  c a s e  of a  p ayou t,  w e a r e  le f t  to  l iq u id a te  a l l  of the  a s s e t s  of the  f a i le d  

bank . In the  c a s e  of a p u r c h a s e  and  a s s u m p t io n ,  w e a r e  u s u a l ly  le f t  w ith  the  

bu lk  of the  a s s e t s  to l iq u id a te ,  in c lu d in g  a l l  of the  p o o r  q u a l i ty  a s s e t s .  T h is  

r e s p o n s ib i l i ty  f o r  l iq u id a t io n  of f a i l e d  b an k  a s s e t s  h a s  a n u m b e r  of a s p e c t s  

w h ich  I  w is h  to  d i s c u s s  to d ay . T h e  two m o s t  s t r ik in g  a s p e c t s  a r e  th e  s iz e  and  

g ro w th  of th a t  a c t iv i ty .

In t e r m s  of a s s e t s  a d m in i s t e r e d ,  th e  FDIC L iq u id a t io n  D iv is io n  is  the  

l a r g e s t  R E IT  in  th e  c o u n t ry ,  th e  17th  l a r g e s t  d iv e r s i f i e d  f in a n c ia l  f i r m  in  the  

c o u n try  (ahead  of su ch  g ia n ts  a s  B e n e f ic ia l  F in a n c e  and  F i r s t  B o s to n ) ,  and  

the 4 9 th  r a n k in g  c o n g lo m e r a t e  on th e  F o r tu n e  m a g a z in e  l i s t  of the  500 l a r g e s t
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c o r p o r a t io n s  in  th e  c o u n t ry  ( ju s t  a h ea d  of A r m c o  S tee l ,  S p e r r y  R and, and  

H oneyw ell) .  T h e r e  a r e  78, 000 a s s e t s  b e in g  a d m i n i s t e r e d  by  o u r  l iq u id a to r s  

w ith  a n  a g g r e g a te  book  v a lu e  of $2. 6 b i l l io n .  O v e r  $900 m i l l i o n  of th e s e  

a s s e t s  a r e  r e a l - e s t a t e  r e l a t e d .

To a d m i n i s t e r  t h e s e  a s s e t s ,  o u r  L iq u id a t io n  D iv is io n  e m p lo y s  only  

583 m e n  and  w o m e n  w h ile  o p e r a t in g  in  30 s t a t e s ,  c o v e r in g  o v e r  79 l iq u id a t io n s .  

It o p e r a t e s  a t  a  c o s t  of a p p r o x im a te ly  2% of c o l l e c t io n s ,  s u b s ta n t ia l ly  be lo w  

the  c o s t s  of 15-20%  found in  n o n -b a n k in g  c o r p o r a t e  b a n k r u p tc ie s .

T his  m a s s i v e  s i z e  i s  a r e c e n t  d e v e lo p m e n t ,  a lb e i t  in  o u r  ju d g m e n t ,  

n o t n e c e s s a r i l y  a t e m p o r a r y  one . In  1974, o u r  L iq u id a t io n  D iv is io n  c o n s i s te d  

of 233 e m p lo y e e s  and  c o m p r i s e d  ab o u t 7 p e r c e n t  of a l l  FD IC  e m p lo y e e s .  In 

1976, i t s  583 e m p lo y e e s  a c c o u n t  f o r  o v e r  16 p e r c e n t  of a l l  FD IC  e m p lo y e e s .

A s r e c e n t ly  a s  1972, th e  a s s e t s  in  o u r  l iq u id a t io n s  to ta le d  u n d e r  $300 m i l l io n .

The r e c e n t  r a p id  g ro w th  of th e  l iq u id a t io n  a c t iv i ty  c a n  b e  e a s i ly  

u n d e r s to o d  w h en  w e r e a l i z e  th a t  the  8 l a r g e s t  b an k  f a i l u r e s  in  FD IC  h i s to r y  

h av e  o c c u r r e d  s in c e  O c to b e r  1973. T h a t  1973 f a i l u r e  w as  th e  U, S. N a t io n a l  

B ank of San D iego  w h ich  le f t  u s  w ith  $ 1 .2  b i l l io n  of a s s e t s  to  l iq u id a te ,  o u r  

f i r s t  m a s s i v e  l iq u id a t io n .  We w e r e  t ry in g  to  a b s o r b  th a t  w hen  th e  F r a n k l i n  

N a t io n a l  B ank  f a i l u r e  d ro p p e d  $3. 6 b i l l io n  of a s s e t s  in  o u r  l a p s .  A ll  th is  c an  

be  s a id  a s  e m p h a t ic a l ly  by  say in g  th a t  t h e s e  e igh t l a r g e s t  f a i l u r e s  c o n s i s t e d  

of o v e r  f iv e  t im e s  a s  m a n y  a s s e t s  a s  a l l  th e  500 b a n k s  l iq u id a te d  by  the  

FD IC  f r o m  i t s  b eg in n in g  u n t i l  th e  f a i l u r e  of U. S. N a t io n a l  B ank . T h is  c o n t r a s t s  

w ith  th e  s i tu a t io n  ab o u t 15 y e a r s  ago  w h en  o u r  b ig g e s t  w o r r y  in  l iq u id a t io n  case s  

w as  th e  p r o b le m  of how to  v a lu e  and  s e l l  the  b ank ing  h o u s e  of a f a i l e d  $5 m ill io n

bank .
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O ur e n t i r e  l iq u id a t io n  a c t iv i ty  i s  gu ided  by  one o v e r r id in g  te n e t :  

we a r e  a f id u c ia r y .  T h a t  i s ,  w e a r e  a t te m p t in g  to l iq u id a te  a s s e t s  so  a s  

to r e c o v e r  th e  funds a d v a n c e d  by  th e  F e d e r a l  D e p o s i t  I n s u r a n c e  C o r p o r a t io n  

and  to  r e c o v e r  funds  f o r  o th e r  c r e d i t o r s  and  s to c k h o ld e r s ,  a l l  of w hom  a r e  

u l t im a te  b e n e f i c i a r i e s  of th e  r e c e i v e r s h i p  e s t a t e .

In th e  c a s e  of a pay o u t,  a l l  i n s u r e d  d e p o s i to r s  a r e  pa id  p ro m p t ly  by 

the  F D IC . U su a l ly ,  b u t  no t  a lw a y s ,  th e  FD IC  is  ap p o in ted  r e c e i v e r  of the  

f a i le d  b an k . The F e d e r a l  D e p o s i t  I n s u r a n c e  C o rp o ra t io n ,  a s  a r e s u l t  of 

s u b ro g a t io n  of the  i n s u r e d  d e p o s i t o r s '  c l a i m s ,  b e c o m e s  a s iz a b le  c r e d i t o r  

of th e  b an k  a n d , h e n c e ,  h a s  a s i z a b le  c l a i m  a g a in s t  th e  r e c e iv e r s h ip .  But 

t h e r e  a r e  o th e r  c r e d i t o r s  who h a v e  a c l a i m  eq u a l  w ith  th a t  of the  FD IC . 

F r e q u e n t ly  t h e r e  w i l l  b e  s u b o rd in a te d  c r e d i t o r s  th a t  h a v e  a c l a i m  th a t  ra n k s  

b eh in d  th e  FDIC and  the  o th e r  g e n e r a l  c r e d i t o r s .  T h e re  a r e  a lw ay s  s to c k h o ld e r s  

who h a v e  a r e s i d u a l  c l a i m  if  th e  l iq u id a t io n  of th e  a s s e t s  g e n e r a te s  su ff ic ie n t  

funds to  m e e t  a l l  of th e  c r e d i t o r s '  c l a i m s .  W ea r in g  o u r  h a t  a s  r e c e i v e r ,  

t h e r e f o r e ,  w e  h a v e  a n  o b l ig a t io n  to  c o l le c t  a s  m u c h  a s  p o s s ib le  on e v e ry  

a s s e t  so a s  to  p r o t e c t  th e  r ig h t s  of c r e d i t o r s  and  s to c k h o ld e r s  of the  fa i le d  

ban k .

W hen w e a r r a n g e  a p u r c h a s e  and  a s s u m p t io n  t r a n s a c t io n ,  th e  FD IC  

b e c o m e s  the  m a j o r  c r e d i t o r  w ith  a c l a i m  a g a in s t  th e  e s t a t e  of the  fa i le d  b ank . 

B ut even  in  th is  c a s e ,  t h e r e  a r e  c l a i m a n t s ,  s u c h  a s  s u b o rd in a te d  c r e d i t o r s  

and  s to c k h o ld e r s ,  who a r e  e n t i t le d  to any  funds r e m a in in g  a f t e r  p a y m e n t  of 

a l l  g e n e r a l  c r e d i t o r s  and  a f t e r  th e  FD IC  r e c o v e r s  the  fu l l  am o u n t  of i t s  a d v an c e  

(plus i n t e r e s t ) .  In e i t h e r  c a s e ,  t h e r e f o r e ,  w h e th e r  w e h a v e  a payou t o r  a 

p u r c h a s e  and  a s s u m p t io n  t r a n s a c t io n ,  th e  FDIC is  o p e ra t in g  a s  a f id u c ia ry  w ith
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an  o b l ig a t io n  to  r e c o v e r  a s  m u c h  a s  p o s s ib le  f o r  th e  u l t im a te  c l a im a n t s  on the 

e s t a t e  of th e  f a i le d  b an k .

The F e d e r a l  D e p o s i t  I n s u r a n c e  A c t  i t s e l f  p ro v id e s  s o m e  s p e c if ic  

in s t r u c t i o n s  to  th e  C o r p o r a t io n  in  i t s  l iq u id a t io n  a c t iv i ty .  O u r  l iq u id a t io n s  

a r e  to  be  c o n d u c te d  "hav ing  due  r e g a r d  to  th e  co n d i t io n  of c r e d i t  in  the  

lo c a l i ty .  " E s s e n t i a l l y ,  th is  m e a n s  th a t  th e  d i s p o s i t io n  of a s s e t s  of a f a i le d  

bank  i s  to  b e  c o n d u c te d  in  a n  o r d e r l y  m a n n e r ,  r a t h e r  th a n  on a f o r c e d - s a l e  

b a s i s .  T h is  i s  c o n s i s t e n t  w ith  b o th  c o n c e r n  f o r  th e  im p a c t  of f o r c e d  liquidation 

on th e  lo c a l  c o m m u n ity ,  an d  c o n c e r n  w ith  r e c o v e r in g  th e  m a x im u m  a m o u n t  

p o s s ib le  f o r  th e  b e n e f i c i a r i e s  of th e  l iq u id a t io n .  R e c e iv e r s h ip s  of f a i le d  

b a n k s ,  l ik e  any  r e c e i v e r s h i p ,  a r e  c o n d u c te d  u n d e r  th e  j u r i s d i c t i o n  of th e  

c o u r t s ,  and  s a l e s  of a s s e t s  by th e  r e c e i v e r  a r e  s u b je c t  to  a p p ro v a l  by  the  

c o u r ts .

The r e c e i v e r ' s  a c t i o n s ,  a s  you  w ould  ex p ec t ,  a r e  m o r e  c i r c u m s c r ib e d  

and  s u b je c t  to  m o r e  l im i t a t i o n s  th a n  an  o n -g o in g  b ank  w ould  h a v e  in  d ea lin g  

w ith  th e  s a m e  a s s e t s .  T ha t i s ,  a b an k  c a n  ta k e  a c c o u n t  of i t s  w ho le  b u s in e s s  

r e l a t io n s h ip  w ith  a c u s t o m e r  in  d e a l in g  w ith  the  t r e a t m e n t  of a p a r t i c u l a r  

loan . F o r  e x a m p le ,  in  m a k in g  a d e c i s io n  w h e th e r  to  f o r e c l o s e  o r  ex ten d  a 

lo a n  in  d e fa u l t ,  an  o p e ra t in g  ban k  m a y  c o n s id e r  th e  d e p o s i t  b u s in e s s  i t  ge ts  

f r o m  th e  b o r r o w e r ,  o r  th e  e x is t e n c e  of t r u s t  b u s in e s s ,  o r  th e  b u s in e s s  of 

a s s o c i a t e s  of th e  b o r r o w e r  th a t  m a y  b e  p ro m o te d  o r  e n d a n g e re d  d epend ing  

on th e  d e c i s io n  on th e  p a r t i c u l a r  lo an . T he  r e c e i v e r  c a n  m a k e  no s u c h  t r a d e 

offs and  c o n s id e r  no su ch  o u ts id e  f a c t o r s .  H e m u s t  m a k e  a c r e d i t  d e c is io n  

on th e  b e s t  w ay  to  h a n d le  a  p a r t i c u l a r  lo a n  so  a s  to m a x im iz e  r e c o v e r y  on
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th a t  a s s e t .  T h e s e  c h a r a c t e r i s t i c s  of th e  l iq u id a t io n  p o se  s o m e  k n o t ty  

p r o b le m s  f o r  u s  to  w h ic h  I  w il l  r e t u r n  l a t e r  in  th is  ta lk .

One r e a s o n  w hy o u r  l iq u id a t io n  a c t i v i t i e s  have  no t b e e n  d i s c u s s e d  

v e r y  m u c h  in  p u b lic  b y  p a s t  C h a i r m e n  of th e  FDIC is  th a t  u n t i l  r a t h e r  

r e c e n t ly  o u r  l iq u id a t io n  a c t i v i ty  w a s  m o d e s t  in  s iz e  and  s co p e .  It w as  a ls o  1, 

a r a t h e r  s im p le  and  s t r a i g h t - f o r w a r d  a c t iv i ty ,  no t r e q u i r in g  d i r e c t  and  

f r e q u e n t  in v o lv e m e n t  by  th e  B o a r d  of D i r e c t o r s  of the  FDIC (o th e r  th an  f in a l  

a p p ro v a l  of s a l e s  of a s s e t s ) .  One i l l u s t r a t i o n  of th a t  i s  the  f a c t  th a t  d u r in g  

W orld  W ar  II  o u r  e n t i r e  l iq u id a t io n  a c t iv i ty  w a s  m o v e d  to  C h icago  and  

o p e r a te d  v e r y  w e l l  e ig h t  h u n d re d  m i l e s  aw ay  f r o m  the  B o a rd  of D i r e c to r s  

of th e  C o r p o r a t io n .  Now, h o w e v e r ,  l iq u id a t io n  a c t i v i t i e s  a r e  b ig g e r  and 

m o r e  c o m p le x  and  r e q u i r e  the  f r e q u e n t  in v o lv e m e n t  of FDIC B o a rd  m e m b e r s .

I  h a v e  d e s c r i b e d  the  m a s s i v e  s iz e  of o u r  l iq u id a t io n  a c t iv i ty  and  i ts  

e x t r e m e l y  r a p id  g ro w th .  T h e s e  f a c t s ,  h o w e v e r ,  i m p r e s s i v e  a s  th ey  m a y  b e , 

do n o t  a d e q u a te ly  co n v ey  th e  ch an g e  th a t  h a s  ta k e n  p la c e  in  o u r  l iq u id a tio n  

o p e r a t io n s .  Now w e h av e  n o t  on ly  a h ig h e r  d o l l a r  am o u n t  of a s s e t s ,  bu t 

we a r e  g e tt in g  a s s e t s  w h ich  a r e  m u c h  m o r e  c o m p le x  to  a d m in i s t e r ,  l e t  a lo n e  

s e l l  o r  l iq u id a te .

O ur p h ilo so p h y  of an  o r d e r l y  l iq u id a t io n  f r e q u e n t ly  r e q u i r e s  u s  to  

m a n a g e  a s s e t s  f o r  len g th y  p e r io d s  b e f o r e  th ey  c an  be  so ld  o r  c o l le c te d .  ^

In p u rs u in g  th a t  p h ilo so p h y , w e h a v e  o p e r a te d  a s iz a b le  navy , w ith  a f l e e t  

c o n s i s t in g  of tuna  b o a ts ,  s h r im p  b o a ts  and  o il  t a n k e r s .  Running a navy  is  a 

c o m p l ic a te d  b u s i n e s s .  We h av e  even  h a d  d if f icu l ty  k e ep in g  o u r  b o a ts  a f lo a t .

We h ad  a n  o i l  t a n k e r  ru n  a g ro u n d  off H av an a , and  w e had  a s h r im p  b o a t  

b low n in to  the  m a in  s t r e e t  of A r a n s a s  P a s s ,  T ex as  by H u r r i c a n e  C e l ia .
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We h a v e  a c q u i r e d  a lo a n  to  th e  d i s t r i b u t o r  of m o v ie s ,  one  of w h o se  p r o p e r t ie s  

i s  a  m a j o r  X - r a t e d  f i lm .  O u r  p r o s p e c t s  f o r  u l t im a te  c o l le c t io n  of th a t  loan  

d ep en d  on good a t te n d a n c e  a t  th a t  f i lm .  We b e c a m e  c r e d i t o r  of a n  in d iv id u a l  

w h o se  m a in  s o u r c e  of in c o m e  to  r e p a y  o u r  lo a n  w as  r e n ta l  pa id  f o r  the  u s e  of 

a p r o p e r t y  a s  a  baw d y  h o u s e .  We h a d  i n t e r e s t s  in  ta x i  c ab  f le e t s  in  C alifo rn ia ,  

A r iz o n a  an d  New Y ork , and  w ith  r e a l  e s t a t e  of l i t e r a l l y  a l l  k in d s  in  a l l  fo rm s  

of d e v e lo p m e n t  an d  n o n -d e v e lo p m e n t  th ro u g h o u t  the  U nited  S ta te s .

We h a v e  f a c e d  th e  p r o b le m s  of ab andon ing  o r  d ev e lo p in g  f a r m  p ropertie s  

su ch  a s  c i t r u s  o r c h a r d s  o r  v in e y a r d s  in  a l l  s t a g e s  of d e v e lo p m e n t .  We have  

bought 47 w ind  m a c h in e s  to  p r o t e c t  o u r  c i t r u s  c r o p s  f r o m  f r e e z i n g  (at a to ta l  

c o s t  of $427 th o u sa n d )  an d  h a v e  h ad  to  p u r c h a s e  b e e h iv e s  to  a s s u r e  po llina tion  

of o u r  a lm o n d  t r e e s .  R e l ig io n  h a s  b e e n  p a r t  of o u r  b u s in e s s  a l s o .  We h a v e  

f o r e c l o s e d  on ab an d o n e d  c h u r c h e s  and  sy n ag o g u e s  a l th o u g h , fo r tu n a te ly ,  we 

h a v e  n e v e r  h ad  to  e v ic t  a  c o n g re g a t io n .  We a l s o  h a v e  p o s s e s s i o n  now of 

a  copy  of th e  K o ra n  v a lu e d  in  s e v e n  f i g u r e s .

W hile  t h e s e  m a y  a p p e a r  to  b e  u n u s u a l  a s s e t s  to  b e  a c q u i r e d  a s  a 

r e s u l t  of b an k  f a i l u r e s ,  i t  i s  im p o r t a n t  to  r e a l i z e  th a t  w e  n e v e r  g e t  to  liquidate 

the  a s s e t s  of a n o r m a l  b ank . We a r e  a lw ay s  l iq u id a t in g  th e  a s s e t s  of fa i le d  

b a n k s ,  and  b a n k s  th a t  f a i l  ten d  to  b e  u n u s u a l  and  in to  s o m e  o d d -b a l l  f in a n c ia l  

v e n tu r e s .  B ac k  in  th e  1950s an d  e a r ly  '6 0 s ,  w h en  i t  w as  m o s t ly  s m a l l  r u r a l  

b an k s  th a t  w e r e  f a i l in g ,  th e  l iq u id a t io n  a c t i v i ty  w as  a s i m p l e r  one . We took 

o v e r  an  a s s o r t m e n t  of lo a n s  ( c o n s u m e r  lo a n s ,  h o m e  m o r t g a g e  lo a n s ,  f a r m  

lo a n s ,  s m a l l  b u s in e s s  lo a n s )  w ith  w h ic h  o u r  l iq u id a to r s  b u i l t  up  s o m e  f a m 

i l i a r i t y  and  e x p e r t i s e .  We m a y  h a v e  h a d  to  w a i t  s e v e r a l  y e a r s  to  c o l le c t  

the  f in a l  p a y m e n t  of a h o m e  m o r t g a g e  lo an , and  t h e r e  m a y  h a v e  b e e n  s o m e
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d if f icu l t  w o r k - o u t  s i tu a t io n s  on f a r m  lo a n s ,  b u t o u r  l iq u id a to r s  d ev e lo p e d  

e x p e r t i s e  in  a p p r a i s in g  f a r m  p r o p e r t y  in  m a n y  p a r t s  of the  c o u n try  and 

d e te r m in in g  the  b e s t  w ay  to  d e a l  w ith  th o se  lo an  s i tu a t io n s .  Oil t a n k e r s ,  

m o v ie s ,  v a c a t io n  h o m e  c o n d o m in iu m s ,  ta x i  cab  f le e ts  and  in te r n a t io n a l  loans  

w e r e  a d i f f e r e n t  k ind  of a c t iv i ty .  The l iq u id a to r  who w as  p e r f e c t ly  c o m fo r ta b l  

in  d e a l in g  w ith  a lo an  s e c u r e d  by 300 a c r e s  of co tto n  in  T exas  w as not so 

c o m fo r ta b le  in  d e a l in g  w ith  30, 000 a c r e s  in  C a l i fo rn ia  on w h ich  o ra n g e s ,  

a v o c a d o s ,  and  g r a p e s  w e r e  b e in g  g ro w n , and  w ine  p ro d u c e d .

In th is  ta lk ,  I c a n  d e s c r i b e  the  s co p e  of o u r  l iq u id a t io n  a c t iv i t i e s  

and  t e l l  y o u  how w e h a v e  b e e n  o p e ra t in g .  The s co p e  and  n a tu re  of o u r  

o p e ra t io n  h a v e  ch an g e d  so d r a m a t i c a l l y  in  th e  l a s t  few  y e a r s  th a t  i t  is  

u n l ik e ly  th a t  th e  m a n a g e m e n t  o r  p r o c e d u r a l  a p p ro a c h  th a t  w as  b e s t  f o r  

the  1960s is  s t i l l  o p t im a l  to day . We h a v e  a n u m b e r  of s tu d ie s  of o u r  l iq u id a 

tio n  e f fo r t  u n d e r  w ay , and  I e x p ec t  th a t  t h e r e  w il l  be  b o th  o rg a n iz a t io n a l  and 

p r o c e d u r a l  c h a n g e s  in t r o d u c e d  in  the  n e a r  fu tu r e .  C le a r ly  the  sp eed  w ith  

w h ich  we h a v e  b e e n  f o r c e d  to d e a l  w ith  l a r g e r  and  m o r e  c o m p lex  a s s e t s  

h a s  n e c e s s i t a t e d  going o u ts id e  o u r  o r g a n iz a t io n  to  h i r e  c o n su l ta n ts  w ith  

know led g e  in  s o m e  of th e s e  p a r t i c u l a r  a r e a s ,  r a t h e r  than  t r y  to d ev e lo p  o u r  

e x p e r t i s e  in te r n a l ly .  The c o s t s  a s s o c i a t e d  w ith  th is  a p p ro a c h  d i s tu r b  a l l  of 

us  a t  the  FD IC  b e c a u s e  w e h av e  a lw ay s  ta k e n  p r id e  in  o u r  low c o l le c t io n  

e x p e n s e s .  I s u s p e c t  th a t  w e m u s t  b e  v e r y  c a r e f u l  no t to be  p e n n y -w is e  and 

p o u n d - fo o l ish  in  th is  a r e a ,  h o w e v e r .

O ur a d m in i s t r a t i v e  and  c o l le c t io n  c o s t s  have  ru n  2. 3% of c o l le c t io n s  

o v e r  th e  y e a r s .  T h a t  is  an  e x t r e m e l y  low f ig u r e  c o m p a r e d  w ith  any  s i m i l a r

b u s in e s s . I r e c o g n iz e  th a t  th a t  i s  no t a c o m p le te ly  f a i r  c o m p a r i s o n  s in c e  the
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FD IC  b e a r s  s o m e  c o s t s  th a t  co u ld  r e a s o n a b ly  b e  c h a r g e d  to  l iq u id a t io n s  

b u t ,  in  any  c a s e ,  a 2. 3% c o s t  r a t i o  is  i m p r e s s i v e l y  low. I m ig h t  n o te  th a t  

one r e a s o n  f o r  the  low  c o s t s  i s  th a t  o u r  s a l a r y  s t r u c t u r e  is  c o m p a r a t i v e ly  

low - -  o u r  l iq u id a to r s  w ould  b e  h ap p y  to  s w i tc h  to  th e  1 .5  to 2. 0% o r  m o r e  

c o m m is s io n  b a s i s  th a t  p r iv a te  f i r m s  in  th e  l iq u id a t io n  b u s in e s s  a r e  a w a rd e d .

Up u n t i l  the  f a i l u r e  of the  U. S. N a t io n a l  B ank of San D iego , th e  FDIC 

r e c o v e r e d ,  th ro u g h  i t s  l iq u id a t io n  e f f o r t s ,  90% of i t s  to ta l  c a s h  o u tla y .  T hat 

r e c o r d  h a s  d e t e r i o r a t e d  r e c e n t ly  b e c a u s e  of the  U. S. N a t io n a l  B ank  f a i lu r e ,  

a f a i l u r e  w h ich  le f t  in  th e  r e c e i v e r s h i p  a lo t  of v e r y  p o o r  q u a l i ty  a s s e t s .

If a l l  o u r  l iq u id a t io n s  h a d  a s s e t s  l ik e  th a t ,  o u r  r e c o v e r y  r e c o r d  w ould  b e  

m i s e r a b l e .  As to  r e a l i z a t i o n  on c l a s s i f i e d  a s s e t s ,  o u r  c o l le c t io n s  h a v e  

a v e r a g e d  ab o u t 30 p e r c e n t  r e c o v e r y  on lo a n s  and  o th e r  a s s e t s  c l a s s i f i e d  

a s  “l o s s "  by  e x a m i n e r s .  We h a v e  c o l le c te d  50 p e r c e n t  of a s s e t s  c l a s s i f i e d  

a s  "d o u b tfu l"  and  ab o u t 68 p e r c e n t  of a s s e t s  c l a s s i f i e d  a s  " s u b s t a n d a r d . "

As an  a s id e ,  I  w ould  s u g g e s t  th a t  th is  m ig h t  show  th a t  e x a m in e r s '  e v a lu a t io n  

of a s s e t s  i s  p r e t ty  a c c u r a t e .

B e c a u s e  th ey  r e p r e s e n t  62% of th e  a s s e t s  in  th e  l iq u id a t io n  in v e n to ry ,  

i t  i s  w o r th  re v ie w in g  o u r  c u r r e n t  s ta tu s  w ith  r e s p e c t  to o u r  l a r g e s t  f a i l u r e s ,  

F r a n k l i n  N a t io n a l  B ank  and  U. S. N a t io n a l  B ank.

The C o r p o r a t io n  h a s  s u c c e e d e d  in  c o l le c t in g  $ 1 .0 6  b i l l io n  on th e  a s se ts  

a c q u i r e d  in  the  F r a n k l i n  l iq u id a t io n ,  and  h a s  pa id  o v e r  $1 b i l l io n  of th is  

am o u n t  to the  F e d e r a l  R e s e r v e  B ank  of New Y o rk , th e r e b y  re d u c in g  the  

p r in c ip a l  a m o u n t  due  on the  "w indow " lo an  ex ten d e d  to FN B  a t  th e  t im e  of 

c lo s in g  O c to b e r  8, 1974, f r o m  $ 1 .7  b i l l io n  to  $707 m i l l io n .  I n t e r e s t  a t  the  rate 

of 7. 52 p e r c e n t  p e r  an n u m  on the  n o te  w i l l  n o t be  due  u n t i l  th e  n o te  m a t u r e s  on
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O c to b e r  8, 1977. The p r in c ip a l  book  v a lu e  of a s s e t s  r e m a in in g  to  b e  l iq u id a te d  

is  $1. 25 b i l l io n  c o m p a r e d  w ith  th e  p r in c ip a l  and  a c c r u e d  i n t e r e s t  on th e  F D IC 's  

o u ts ta n d in g  d e b t  to  th e  F e d e r a l  R e s e r v e  B ank  of New Y ork  of $901 m i l l io n .

On O c to b e r  8, 1977, i t  w i l l  p ro b a b ly  b e  n e c e s s a r y  f o r  th e  C o r p o r a t io n  

to  a d v a n c e  a n  e s t i m a te d  $465 m i l l i o n  to  $665 m i l l io n  f r o m  i t s  a c c u m u la te d  

t r u s t  fund  in  o r d e r  to  pay  the  F e d e r a l  R e s e r v e  B ank  th e  r e m a in in g  b a la n c e  

due on th e  o r ig i n a l  $ 1 .7  b i l l io n  o b l ig a t io n  w h ich  w as  owed by  FN B  a s  of 

i t s  c lo s in g .  B a s e d  on a n u m b e r  of a s s u m p t io n s  a s  to  the  d u ra t io n  of the  

r e c e i v e r s h i p ,  th e  p a c e  of c o l le c t io n s  and  th e  r e s u l t s  of m a t t e r s  in  l i t ig a t io n ,  

i t  a p p e a r s  th a t  the  C o r p o r a t io n  i t s e l f  w i l l  n o t s u f f e r  any  lo s s  in  th is  l iq u id a tio n .

In th e  c a s e  of U. S. N a t io n a l ,  th e  C o r p o r a t io n  h a s  c o l le c te d  $73 m i l l io n  

on th e  a s s e t s  a c q u i r e d  an d  h a s  u s e d  $53. 3 m i l l i o n  of th is  a m o u n t  to r e p a y  the  

C o r p o r a t io n  f o r  m o n ie s  a d v a n c e d  to  the  r e c e i v e r s h i p .  The p r in c ip a l  book va lue  

of a s s e t s  r e m a in in g  to  b e  l iq u id a te d  i s  $392 m i l l io n .  The q u e s t io n  in  th is  l iq u i 

d a t io n  i s  how  l a r g e  th e  lo s s  to  th e  C o r p o r a t io n  w il l  b e ,  no t w h e th e r  t h e r e  w il l  be  

one. A t the  p r e s e n t  t im e ,  w e  h a v e  e s t i m a te d  a $150 m i l l io n  d o l l a r  lo s s .

I h a v e  m e n t io n e d  th e  c o m p le x i ty  of th e  c u r r e n t  l iq u id a t io n  a c t iv i t i e s  and  

m e n t io n e d  th e  r e q u i r e m e n t  w e now h a v e  f o r  g r e a t e r  e x p e r t i s e  in  p a r t i c l a r  l in e s  

of b u s in e s s  and  ty p e s  of lo a n s .  We h a v e  a l s o  had  a g r e a t  n eed  f o r  m a s s i v e  le g a l  

e x p e r t i s e  n o t  only  b e c a u s e  of the  g r e a t  n u m b e r  of le g a l  p ro b le m s ,  b u t a l s o  

b e c a u s e  of th e  le g a l  c o m p le x i t i e s  of th e  new  l iq u id a t io n s .  O bv ious ly , w e h a v e  

had  to  em p lo y  p r iv a t e  a t to r n e y s  to  a s s i s t  o u r  own s ta f f .

In a r r a n g in g  a p u r c h a s e  and  a s s u m p t io n  t r a n s a c t io n ,  w e r e t a i n  p r iv a te  

c o u n se l  f o r  a d v ic e  an d  a s s i s t a n c e  w ith  r e s p e c t  to q u e s t io n s  of s ta t e  law  and  to 

p r e s e n t  th e  t r a n s a c t i o n  to th e  lo c a l  c o u r t .  In e v e r y  l iq u id a t io n  w e n e e d  e x p e r t i s e
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in  s p e c ia l i z e d  a r e a s  of s t a t e  law  in  c o n n e c t io n  w ith  c o l le c t io n  l i t ig a t io n  and  

f o r e c l o s u r e s .  S om e of t h e s e  c l a i m s  in v o lv e  th e  B a n k ru p tc y  A c t  o r  a r r a n g e 

m e n t  of c o m p le x  lo a n  r e s t r u c t u r i n g s  o r  w o rk o u ts .  In  th e  r e c e n t  l a r g e  

l iq u id a t io n s  w e h a v e  b e e n  in v o lv ed  in  u n u s u a l  and  s p e c ia l i z e d  a r e a s  of law .

T h e se  in c lu d e  c l a s s  a c t i o n s ,  v io la t io n s  of s e c u r i t i e s  la w s ,  c o m m o n  law  f r a u d ,  

o b l ig a t io n s  u n d e r  l e t t e r  of c r e d i t ,  a t t o r n e y 's  and  a c c o u n ta n t 's  m a l p r a c t i c e  and  

a d m i r a l t y  law .

We s p e n t  $4. 3 m i l l io n  in  l e g a l  f e e s  in  c o n n ec t io n  w ith  l iq u id a t io n  a c t i v 

i t i e s  in  1975 an d  e x p e c t  to  sp^nd  ab o u t $7 m i l l i o n  in  1976. W hile th e s e  f ig u r e s  

s e e m  l a r g e ,  i f  w e r e l a t e  th e m  to  th e  a s s e t s  w e a r e  l iq u id a t in g ,  i t  a p p e a r s  th a t  

l e g a l  f e e s  ru n  w e l l  u n d e r  o n e - h a l f  of one p e r c e n t  of th e  a s s e t s  b e in g  a d m in is te re d ,  

and  u n d e r  one  p e r c e n t  of c o l le c t io n s .  I  th in k  th is  i s  an  i m p r e s s i v e l y  low f ig u re  

w hen  w e c o m p a r e  i t  w ith  th e  le g a l  f e e s  in v o lv ed  in  c o r p o r a t e  b a n k r u p tc ie s  and 

r e c e i v e r s h i p s .  In fa c t ,  the  le g a l  f e e s  in d iv id u a l  h o m e  b u y e r s  i n c u r  in  th e  co u rse  

of an  o r d i n a r y  s a le  of a h o m e ,  u n c o m p l ic a te d  by  b a n k ru p tc y  o r  r e c e i v e r s h i p ,  tend 

to b e  h ig h e r .  We a r e  c o n c e rn e d  ab o u t th e  m a g n i tu d e  of t h e s e  c o s t s ,  h o w e v e r ,  

and h a v e  b e e n  g iv ing  s o m e  c o n s id e r a t io n  to  w h e th e r  w e  sh o u ld  expand  o u r  own 

in - h o u s e  le g a l  s ta f f  to  h a n d le  s o m e  of t h e s e  le g a l  m a t t e r s ,  r a t h e r  th a n  re ly in g ,  

a s  w e do now, p r i m a r i l y  on h i r i n g  lo c a l  c o u n se l .  One p r o b le m  w ith  do ing  the  

le g a l  w o rk  in - h o u s e  i s  th a t  w e a r e  con d u c tin g  l iq u id a t io n s  in  a v a r i e ty  of 

d i f f e r e n t  s t a t e s  and  s u c c e s s f u l  w o rk  on th e s e  l iq u id a t io n  m a t t e r s  r e q u i r e s  a 

k n o w led g e  of lo c a l  law . It m a y  b e  c h e a p e r  f o r  u s  to  h i r e  lo c a l  c o u n s e l  w ith  the  

k n o w led g e  of lo c a l  law  a t  h o u r ly  r a t e s  th a n  to  a t t e m p t  to e d u c a te ,  an d  m a in ta in  

the  f ix ed  c o s t s  of, an  i n - h o u s e  s ta f f  to d e a l  w ith  p a r t i c u l a r  lo c a l  s i tu a t io n s .
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A n o th e r  p r o b le m  th a t  a r i s e s  f r e q u e n t ly  in  l iq u id a t io n  a c t i v i t i e s  in v o lv e s  

f u r t h e r  e x te n s io n  of c r e d i t .  F e d e r a l  d e p o s i t  in s u r a n c e  a r o s e  b e c a u s e  of c o n c e r n  

ab o u t bank  d e p o s i t o r s .  We h a v e  b e e n  so  s u c c e s s f u l  in  o u r  m a j o r  fu n c tio n  th a t  

bank  d e p o s i to r s  r a r e l y  lo s e  w hen  b a n k s  fa i l .  Now i t  f r e q u e n t ly  tu r n s  out th a t  

the  in ju r y  to  b o r r o w e r s  i s  m o r e  s ig n if ic a n t  th an  lo s s e s  to d e p o s i t o r s .  In 

m a n y  c a s e s ,  b o r r o w e r s  a r e  no t a f fe c te d  w hen  a bank  f a i l s .  If a b o r r o w e r  h a s  

a m o r tg a g e  lo an  f r o m  a b ank  th a t  f a i l s ,  the  FD IC  m a y  end up  tak ing  o v e r  th a t  

lo a n  b u t  th e  b o r r o w e r ' s  r ig h t s  a r e  n o t a f fe c te d  a t  a l l .  T h e re  i s  a g r e a t e r  p ro b le m  

fo r  th e  b u s in e s s  b o r r o w e r  who i s  ex p ec t in g  to  b o r r o w  on a con tinu ing  b a s i s  f r o m  

a bank .

A r e c e i v e r s h i p ,  of c o u r s e ,  i s  n o t  in  the  m o n e y  lend ing  b u s in e s s .  W hile 

m o s t  b u s in e s s  b o r r o w e r s  a r e  a b le  to  s h if t  t h e i r  b u s in e s s  to a n o th e r  bank  and 

a r e  n o t s ig n i f ic a n t ly  in c o n v e n ie n c e d  o r  in ju r e d  by  a ban k  f a i lu r e ,  so m e  

b o r r o w e r s  a r e  f a c e d  w ith  a r e a l  p r o b le m ,  o r  ev en  r i s k  of f in a n c ia l  ru in ,  

in  th e  c a s e  of a b an k  f a i l u r e .  The b o r r o w e r  who h a s  ru n  in to  d if f icu l ty  w ith  

h is  lo an  and  w ould  l ik e  a d d i t io n a l  funds a d v a n c e d  is  going to h av e  a h a r d  

t im e  d e a l in g  w ith  a r e c e i v e r .  T h e re  m a y  be  s o m e  c a s e s  in  w h ich  a r e c e i v e r  

w il l  ex ten d  a d d i t io n a l  c r e d i t ,  b u t  th ey  a r e  in f r e q u e n t .  Take  the  s i tu a t io n  

of a b u i ld e r  who h a s  a p r o j e c t  u n d e rw a y  w ith  c o n s t r u c t io n  f in an c in g  be in g  

p ro v id e d  by  th e  f a i le d  b an k .  He m a y  n e ed  a d d i t io n a l  funds to c o m p le te  

the  p r o je c t .  T he  r e c e i v e r  i s  no t  in c l in e d  to th ro w  good m o n e y  a f t e r  bad  and  

is  n o t  in  a s i tu a t io n  of a b ank  l e n d e r  who m a y  be  r e lu c ta n t  to  a d m i t  the  

o r ig in a l  m i s t a k e .  T h e  r e c e i v e r  m a y  f e e l  th a t  i f  the  p r o je c t  is  a good one, 

the  b u i ld e r  sh ou ld  b e  a b le  to  g e t  c r e d i t  s o m e w h e re  e l s e .
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A bout the  only  c a s e  in w h ich  the  FDIC l iq u id a t io n  c a n  ad v an ce  

a d d i t io n a l  funds to  a b o r r o w e r  is  w hen  i t  i s  c o n c lu d ed  th a t  su ch  an  a d v a n c e  

w il l  im p r o v e  th e  n e t  r e c o v e r y  to  th e  e s t a t e  of th e  f a i le d  b an k . O ur c o n c e r n  

is  w ith  p ro te c t in g  the  a s s e t s  th a t  a r e  o u r  r e s p o n s ib i l i ty .  T he  FD IC  h as  

o c c a s io n a l ly  b e e n  c r i t i c i z e d  f o r  i t s  t i g h t - f i s t e d  a t t i tu d e  on th e  e x te n s io n  of 

a d d i t io n a l  c r e d i t .  W hile w e c a n  u n d e r s t a n d  and  s y m p a th iz e  w ith  th e  p ligh t of 

the  b o r r o w e r ,  su ch  c r i t i c i s m  m i s s e s  th e  po in t th a t  w e a r e  o p e ra t in g  in  a 

f id u c ia r y  c a p a c i ty ,  w ith  o u r  d e c i s io n  s c r u t in i z e d  by a c o u r t  f r o m  the  po in t of 

view  of th e  u l t im a te  c l a im a n t s  on th e  f a i le d  b a n k 's  e s t a t e .  It i s  i r r e l e v a n t  to 

look  a t  th e  a s s e t s  of the  FD IC  and  a r g u e  th a t  the  FD IC  can  a f fo rd  to  ex tend  

a d d i t io n a l  c r e d i t .  In the  f in a l  a n a ly s i s ,  i t  i s  no t FD IC  funds th a t  a r e  be ing  

lo an ed . The funds  in v o lv ed  b e lo n g  u l t im a te ly  to th e  r e c e i v e r s h i p  e s t a t e  of 

the  b ank .

W hile  n o t  a s  p a in fu l a s  th e  d e c i s io n  to  ex ten d  o r  n o t  ex tend  a d d i t io n a l  

c r e d i t  to  a b o r r o w e r ,  a m u c h  m o r e  c o m m o n  p r o b le m  is  th e  c h o ic e  b e tw e e n  

s a le  of an  a s s e t  and  co n t in u e d  ho ld ing  of i t .  A l iq u id a to r  is  a lw ay s  a n x io u s  

to s e l l  a n  a s s e t  w hen  he  f e e l s  he  h a s  b e e n  o f f e re d  a good p r i c e  f o r  i t .  B ut if 

the  lo an  o r  o th e r  a s s e t  s e e m s  to p o se  no c r e d i t  r i s k ,  and  is  pay ing  i n t e r e s t  

a t  an  a c c e p ta b le  r a t e ,  t h e r e  m a y  be  a te n d e n c y  to  h o ld  th e  a s s e t  in  th e  hope  

th a t  a  b e t t e r  o f f e r  w i l l  m a t e r i a l i z e  o r  th a t  th e  a c c u m u la te d  i n t e r e s t  on th e  

a s s e t  w il l  l e a d  to l a r g e r  to ta l  c o l le c t io n s .  We a r e  a t te m p t in g  to  u s e  the  

m o s t  m o d e r n  p o r t fo l io  m a n a g e m e n t  te c h n iq u e s  to  m a k e  c o r r e c t  s e l l  o r  hold  

d e c i s io n s ,  b u t  th is  i s  a d if f ic u l t  t a s k ,  p a r t i c u l a r l y  w hen  w e a r e  fa c e d  w ith  a 

d iv e r g e n c e  of i n t e r e s t s  b e tw e e n  th o s e  who w ould  l ik e  to  g e t  t h e i r  m o n e y  a s  

soon  a s  p o s s ib le ,  and  th o s e  "c la im an ts  who r e c o g n iz e  th a t  t h e i r  on ly  h ope  of
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any r e c o v e r y  on t h e i r  in v e s tm e n t  i s  th a t  th e  l iq u id a t io n  l a s t s  a  long  t im e  

and  e a r n s  a g r e a t  d e a l  of i n t e r e s t  in c o m e .

A lthough  w e h a v e  a lw ay s  t r i e d  to  m a k e  th e  o p t im a l  d e c i s io n s  in  th e s e  

c a s e s ,  s o m e  y e a r s  ago  o u r  p o l ic y  f a v o r e d  ho ld ing  r a t h e r  th an  l iq u id a tin g  

a s s e t s  a s  q u ic k ly  a s  p o s s ib le .  B e s id e s  th a t  s e e m in g  l ik e  th e  b e s t  p h ilo sophy  

f o r  u l t im a te  r e c o v e r y ,  w e had  an  a d d i t io n a l  r e a s o n  f o r  tak in g  th a t  a p p ro a c h .  

The FD IC  did  n o t h av e  a g r e a t  d e a l  of l iq u id a t io n  a c t iv i ty  f o r  a n u m b e r  of 

y e a r s ,  and  w e f e l t  s o m e  n e e d  to  m a in ta in  t r a in e d  l iq u id a to r s  so  th a t  we 

w ould  be  p r e p a r e d  f o r  an y  e m e r g e n c y  th a t  m ig h t  a r i s e .  T h is  no lo n g e r  is  

a p ro b le m .  We now h a v e  m o r e  th an  enough  w o rk  to b e  done in  o u r  on -g o in g  

l iq u id a t io n s .  In f a c t ,  w ith  l iq u id a t io n  a s s e t s  now a m o u n tin g  to a s ig n if ic a n t  

f r a c t io n  of the  i n s u r a n c e  fund, w e  h a v e  e v e r y  in c e n t iv e  to  s e l l  a s s e t s  a s  

q u ic k ly  a s  p o s s ib le ,  if  to  do so  m a x im iz e s  r e c o v e r y .

P e r h a p s  th e  m o s t  d i f f ic u l t  a r e a s  of d e c i s io n  m a k in g  w ith  r e s p e c t  to 

l iq u id a t io n  a c t iv i ty  a r e  th o s e  c h o ic e s  in v o lv in g  s o c ia l  c o n s id e r a t io n s .  We a r e  

u n d e r  an  o b l ig a t io n  to  do a s  w e l l  a s  w e c a n  f o r  the  u l t im a te  c la im a n ts  on the  

e s t a t e  of the  fa i le d  ban k . W hile  w e  t r y  to  do w e ll ,  we w ould a l s o  l ik e  to do 

good. In m a n y  c a s e s ,  th e  b o r r o w e r  w h o se  lo an  is  in  d e fa u l t  h a s  fa c e d  so m e  

a d v e r s i t y ,  f r e q u e n t ly ,  n o t  of h is  do ing . In m a n y  c a s e s ,  we w ould l ik e  to 

t e l l  a d e b to r ,  a f t e r  h e a r in g  h is  t a l e  of w oe , th a t  b e c a u s e  of h is  h a r d  lu ck  we 

a r e  going to  f o r g iv e  h is  r e p a y m e n t  of h is  o b lig a t io n  to u s .  U n fo r tu n a te ly ,  

w e a r e  n o t  in  a  p o s i t io n  to  do th a t .

To s t r e s s  o n ce  a g a in ,  w e h a v e  a f id u c ia r y  o b l ig a t io n  to c o l le c t  a l l  w e 

c an  on th e  a s s e t s  w e i n h e r i t  f r o m  a f a i le d  ban k . We t r y  to  b e  f i r m  b u t

r e a s o n a b le  an d  e th ic a l  c o l l e c t o r s ,  b u t  c o l l e c to r s  w e a r e  and  c o l l e c to r s  w e
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m u s t  b e .  W hile th is  m a y  be  c l e a r  in  p r in c ip le ,  in  p r a c t i c e  w e  h a v e  g r e a t  

d i f f ic u l t ie s .  T ak e  th is  e x a m p le :  We h a v e  ta k e n  o v e r  a lo a n  to  a p r iv a te  

s ch o o l.  The sch o o l  is  in  d e fa u l t  in  i t s  o b l ig a t io n .  T he  s c h o o l 's  p h y s ic a l  

p l a n t  an d  lan d  i s  s e c u r i t y  f o r  th e  lo an . We c an  f o r e c l o s e  and  s e l l  off the  

lan d  and  b u i ld in g s  an d  r e c o v e r  enough to  c o m e  ou t w ho le . We do n o t  w an t 

to  pu t an  e d u c a t io n a l  in s t i tu t io n  out of b u s in e s s ,  y e t  w e h a v e  to  m e e t  o u r  

f id u c ia r y  r e s p o n s ib i l i ty .

W hile w e m a y  h a v e  d i f f ic u l t  d e c i s io n s  to  m a k e  w ith  r e s p e c t  to  how 

h a r d  to  p r e s s  h o n e s t  b o r r o w e r s  who h a v e  f a l le n  on h a r d  t i m e s ,  w e h a v e  no 

d if f icu l ty  in  d e c id in g  to  p r e s s  o u r  r e m e d ie s  to  the  f u l l e s t  in  d ea l in g  w ith  the  

p eo p le  th a t  w e f e e l  a r e  r e s p o n s ib le  f o r  the  d e m is e  of the  b a n k . In m a n y  

c a s e s ,  th e s e  a r e  i n s i d e r s  - -  m a n a g e r s  and  d i r e c t o r s  of the  ban k . S ince  

I9 6 0 ,  w e  h a v e  f i le d  32 s u i ts  a g a in s t  d i r e c t o r s  and  w e h a v e  15 a d d i t io n a l  

c a s e s  u n d e r  c o n s id e r a t io n .  We b e l ie v e  th a t  f i r m  p ro s e c u t io n  in  t h e s e  c a s e s  

n o t  on ly  is  a m e a n s  of add ing  to  o u r  r e c o v e r i e s  f o r  th e  b e n e f i t  of th e  b a n k 's  

c r e d i t o r s  and  s to c k h o ld e r s ,  b u t  f i r m  a c t io n  m a y  be  a u s e f u l  d e t e r r e n t  to 

i n s i d e r s  in  s i m i l a r  s i tu a t io n s .  T h is  a s p e c t  of o u r  l iq u id a t io n  a c t i v i t i e s ,  thus  

b e c o m e s  an  i n t r i n s i c  p a r t  of the  to ta l  p r o g r a m  of ban k  s u p e r v is io n .

In s u m m a r y ,  th en , th e  r a p id  g ro w th  of o u r  l iq u id a t io n  a s s e t s  h a s  

fu n d a m e n ta l ly  c h an g ed  th e  n a tu r e  of o u r  l iq u id a t io n  a c t iv i ty .  T h e s e  new  

l iq u id a t io n s  a r e  n o t only  b ig g e r  an d  m o r e  c o m p le x ,  th e y  a r e  going to  b e  

lo n g - l a s t in g .  W hile  w e  hope  and  e x p ec t  th a t  th e  r a p id  g ro w th  of o u r  l iq u id a 

t io n  a s s e t s  i s  o v e r ,  w e  do n o t e x p e c t  the  s iz e  of th e  o p e ra t io n  to  s h r in k  b a c k  

to i t s  1973 le v e l s  in  th e  f o r e s e e a b l e  f u tu r e .  I t  w il l  ta k e  a long t im e  to  

c o m p le te ly  w r a p  up  th e  a f f a i r s  of F r a n k l i n  and  U. S. N a t io n a l  B ank, and  in
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the  m e a n t im e  w e w il l  in e v i ta b ly  b e  a c q u i r in g  o th e r  a s s e t s .  T he  f a i l u r e  of 

I n te r n a t io n a l  C ity  B ank  of New O r le a n s  w ith in  th e  l a s t  w eek , f o r  e x a m p le ,  

ad d ed  o v e r  $100 m i l l i o n  to  o u r  l iq u id a t io n  p o r tfo l io .

In r e f l e c t io n  of the  s iz e ,  d iv e r s i t y  and  c o m p le x i ty  of o u r  l iq u id a t io n  

a c t iv i t iy ,  w e a r e  go ing  to  co n t in u e  to  ad o p t m o d e r n  m a n a g e m e n t  te c h n iq u e s  

and  m a k e  g r e a t e r  u s e  of o u ts id e  e x p e r t i s e ,  even  though  w e re c o g n iz e  th a t  

th is  m a y  add  to  o u r  c o s t s .

W hat w il l  b e  u n c h a n g e d  in  th e  f u tu r e  i s  th e  co n d u c t  of o u r  l iq u id a tio n  

a c t i v i t i e s  in  a m a n n e r  b e f i t t in g  th e  f id u c ia r y  n a tu r e  of o u r  r e s p o n s ib i l i t i e s .  

We e x p e c t  th a t  o u r  l iq u id a t io n  o p e r a t io n s  w il l  be  c a r r i e d  on a s  e ff ic ie n t ly  

and  e f fe c t iv e ly  in  o u r  p r e s e n t  c o m p le x  e n v i ro n m e n t  a s  in  th e  s im p l e r  p r e 

b i l l io n  d o l l a r  f a i l u r e  d a y s .
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