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HOW TO STEAL AN S&L -- LEGALLY The Greens of
Philadelphia converted a mutual association to a *
stock company and got $1 billion in assets for $1
million. Firstrust's owner-depositors got left out.

By Brett Duval Fromson

October 12, 1987

(FORTUNE Magazine) — UNLIKE SOME of those S&Ls you have read about in Texas,

Firstrust Savings Bank is a solid, profitable institution. Originally named First Federal Savings & Loan Association of
Philadelphia, it was founded in the hard times of 1934 to give the city's immigrant Jews a depositor-owned refuge for their
money. As a federally chartered mutual S&L, Firstrust prospered quietly but mightily under founder Samuel Green's
benevolent stewardship. Depositors knew they were safe with Sam Green looking after their money. He is dead now, and
this year Sam's son Daniel, 65, shoved depositors aside and seized ownership of Firstrust for a Green family holding
company, Semperverde (in Latin, always green). Semperverde is entirely owned by Dan Green and his three sons; even
Dan's brother Rodney, 61, Firstrust's vice president of commercial lending, was left out. By the time the Greens took over,
Firstrust had grown into Pennsylvania's 11th-largest S&L, or thrift, with assets of $938 million and cash reserves -- a
measure of financial strength -- of $95 million. Critics say Dan Green "stole" Firstrust, albeit legally. Other mutual-bank
managers stand in awe of his achievement, and many would like to emulate his bold grab of an S&L. Says Marc Perkins,
chairman of Perkins Smith, a Tampa brokerage firm: "The Firstrust deal is the first, but not the last." Anyone thinking of
snatching an S&L from its depositors the Semperverde way should be forewarned: It takes patience, ingenuity, and
fortitude. Dan Green's son Richard, 35, general counsel of Firstrust, says that gaining control of the S&L "was fraught
with danger at every turn." As a practical matter, no one really owns a mutual S&L. The depositor-owners do not receive
negotiable stock certificates or dividends, and their claims on the thrift's assets are limited to the amounts in their saving
accounts. But converting to a stock company changes all that. It is a way for the thrift to raise new capital by selling
shares of common stock, while incidentally setting up a class of owners distinct from the depositors. Federal bank
regulators have often encouraged weak thrifts to undertake such capital-building conversions, but it turns out that the
savings institutions most likely to convert are those that already have plenty of cash reserves, like Firstrust. The reason is
that depositors, management, and outside investors can make a lot of money if they buy shares in a strong S&L that is
converting. Says Jim Moynihan, a top thrift analyst at a Boston brokerage, Moseley Securities: "As an investment, it's a
lay-up -- no, a slam dunk." Why is it such a good deal? Because the money invested is added to the S&L's existing
capital. In effect, the investor gets a share of the assets of the thrift -- its cash reserves, branch system, and loans -- for
free. NOTHING about the Firstrust conversion was ordinary, because Dan Green showed no desire to share the windfall
with depositors or anyone else. In S&L conversions, depositors usually buy about 30% of the shares, management gets
about 4%, and the public buys the rest. But Green figured out a way for Semperverde to put up $1 million in cash to win
nearly 100% of Firstrust in a leveraged buyout backed by $116 million in borrowed funds. Firstrust depositors came away
with a mere 1.7%. The Greens started working toward the takeover in 1983. They asked the regulatory agency that
oversees federally chartered thrifts, the Federal Home Loan Bank Board, to approve converting Firstrust to a stock
company. This was the maiden flight of the Greens' leveraged buyout balloon: Semperverde would get all of the bank's
stock on conversion and then have the bank declare sufficient dividends to pay off the family holding company's debt.
Semperverde needed to own at least 80% of the bank to receive its Firstrust dividends tax- free. The Federal Home Loan
Bank Board turned down the idea, ruling that it denied depositors their rights and represented a scheme to milk the thrift
of its cash. The regulatory rebuff left the Greens undaunted. Says Richard Green: "The Home Loan Bank didn't like the
idea, so we said, 'Okay, if you don't like it, we'll go elsewhere.' " In an ingenious move, the Greens set about changing
Firstrust from a federal institution, insured by the Federal Savings and Loan Insurance Corporation (FSLIC), to a
Pennsylvania mutual savings bank, which could be insured by the Federal Deposit Insurance Corporation (FDIC). They
planned to convert the thrift subsequently to a stockholder-owned savings bank. The staff of the Federal Home Loan
Bank Board tried to stop the Greens from leaving its jurisdiction, charging that Firstrust's managers were seeking to
evade regulations designed to protect depositors. Dan Green and his lawyers spent the next 12 months fighting the
regulators -- and won both in court and before the members of the bank board. Firstrust emerged free to leave the Home
Loan Bank system and become a state-regulated mutual bank insured by the FDIC. Depositor approval was needed to
switch from federal to state charter, but Firstrust's putative owners were more baffled than upset by the proposal. Admits
Richard Green: "It was slightly confusing to them." EVEN A LAWYER reading the proxy statement -- 88 pages of
legalese -- might not have comprehended that depositors were about to lose all control over the thrift. Once Firstrust
became a state-chartered savings bank, the convoluted language of the prospectus revealed, the Greens would make it
a stock company -- and under state law, depositors would have no voice in the conversion. Did the depositors know the
value of the thrift? Not likely, because the valuation range was buried in the proxy under the heading "Anticipated
Dividend Policy." In February 1986, more than two-thirds of the depositors approved the Greens' proposal. With Firstrust
transformed into a state mutual bank, Dan Green was ready for the next step -- converting it to a stock company. Last
November the stock offering commenced, but depositors did not find it easy to learn that they had first crack at the
shares. The number of shares each could buy depended on how much the depositor had in his account with the bank.
The minimum purchase: ten shares at $50 each. One Philadelphia lawyer who also happened to have been a Firstrust
depositor recalls with annoyance that the initial notice of depositors' right to buy the stock came in a plain envelope that
"looked like junk mail. There was no return envelope, and you had to send in just to get the offering circular and
subscription form." If a depositor did not respond within ten days, he had to go to Firstrust headquarters to pick up the
circular. It was not available at any of the ten branches. The Greens threatened to cancel the conversion if Semperverde
did not get at least 80% of the shares. The clear message: If too many depositors tried to buy stock, there would be no
stock to buy. According to Richard Green, his family could not have swung the deal if dividends from Firstrust were
subject to tax, as they would be for any shareholder with less than 80% of the company. Says a security analyst familiar
with conversions: "The depositors never had a chance." What they missed was a crack at a great bargain. A national
valuation firm + and the Greens put a dollar figure on Firstrust of $135 million, roughly 66% of book value. At that time,
comparable publicly traded thrifts in New England were selling at about 106% of book, which would have made Firstrust
worth about $250 million. By the time the deal was closed, it was even sweeter. The final valuation was $118 million, 58%
of book value. The Greens put up only $1 million of their own, borrowed the rest -- and got almost all of Firstrust. The
return on their investment is staggering -- at least 13,000% after paying all their debts, one money manager estimates.
He thinks Firstrust "could instantly be sold for perhaps $250 million to $300 million in today's market.” Banks considered
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the Greens' deal so riskless that Semperverde was able to borrow $79 million to buy Firstrust. Salomon Brothers
provided the rest of the money by selling $40 million of subordinated notes to institutional investors. As in a typical
leveraged buyout, Semperverde's debt is to be paid off by the dividends from Firstrust. Richard Green says: "I'm a nice
guy, but | don't know that they ((the lenders)) would have lent it to me on my good looks alone." PREDICTABLY the deal
did not go through without a class-action suit on behalf of Firstrust's 60,600 depositors. It was filed three days before the
February 1986 vote approving Firstrust's change to a state charter -- and settled the day of the vote. The plaintiff was
Thelma Muchnick, an elderly depositor. She and her lawyer both lived in the same building, above a Firstrust branch;
Dan Green's uncle Emmanuel lived a block away. Mrs. Muchnick's suit alleged that the Greens were taking away the
right of depositors to buy shares ahead of anyone else. Under a court-approved settlement, which precludes further suits,
Firstrust agreed to pay depositors an average $162.50 each. When the payments to depositors were made a few months
later, Dan Green popped up in the the press ballyhooing a "customer appreciation bonus." The story did not mention the
class-action suit. Where were the state and federal regulators when this deal went through? The Federal Home Loan
Bank Board staff, of course, tried to stop it and failed. The FDIC did nothing because, a spokesman says, it has neither
the authority nor the time to supervise stock conversions, what with all the banking system's other problems. The FDIC's
primary concern was whether Firstrust had enough capital to qualify for FDIC insurance -- at least 6% of assets. Firstrust
passed the test easily; its capital before the conversion was 10.4% of assets. In any case, a former official of the FDIC
who was familiar with Firstrust's conversion says the primary feeling among the people he worked with was regret that
they could not get part of the deal. State bank regulators in Harrisburg, Pennsylvania, scrutinized the conversion but did
nothing. According to Norman Oelschlegel, a director of the state banking department, the Pennsylvania regulators were
well aware that the Greens were trying to discourage depositors from participating in the stock conversion. "Frankly, we
had no problem," says Oelschlegel. "What's right and what's wrong isn't the same thing as what's legal." PROVISIONS in
the 1987 Banking Act will complicate -- but not rule out -- future Green-style leveraged buyouts of depositors at healthy
mutual banks. The bill established a one-year moratorium on S&Ls leaving the bank board's corral; the year ends in
August 1988. Thereafter the new law will require a thrift to pay an exit fee. Richard Green estimates the fee would have
added $1 million to the cost of the Firstrust transaction. The 1987 bill also precludes a holding company like
Semperverde from financing as much of the stock purchase with debt as the Greens did. Perhaps most critical to would-
be Dan Greens are state regulations controlling how much stock insiders can buy in a healthy thrift. Unlike Pennsylvania,
many states follow Home Loan Bank Board regulations, which limit insiders to 25%. No one knows what the late Sam
Green would have thought about what his son and grandsons managed to do. But a longtime thrift executive who
admired Sam ventures: "I think they would have had a tough time convincing the old man to do it."
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