
Mutual-to-Stock Conversions 
by S&Ls 

S&Ls convert from mutual to stock forms 
of ownership primarily because it allows 
them to go to the market for capital. 
The evidence suggests that markets do a 
good job of appraising value in these 
conversions. A complex set of regulations 
guards against abuses in the conversion 
process, and proposals for reducing some 
regulatory inhibitions could encourage 
more conversions in the future. 

Mutual savings and loans must normally ac-
cumulate net worth solely from earnings; asso-
ciations converting into the stock form receive 
capital from the initial sale of stock in their 
conversion, and may raise additional capital 
with subsequent stock offerings. This advantage 
of stock associations is particularly important 
in this period of negative returns and eroding 
net worth. It gives them an additional source of 
funds and a way to replenish the buffer stock of 
capital that protects them from insolvency. 
During 1981, fully 37 associations across the 
nation completed the mutual-to-stock conver-
sion process and in the process raised $127 
million in equity capital. That trend appears 
certain to accelerate because the Federal Home 
Loan Bank Board (FHLBB), recognizing the 
need to remove regulatory impediments from 
the conversion process, liberalized its regulations 
in several respects in April. 

Why Convert? 
Mutual-to-stock conversions are motivated 

primarily by the stock association's ability to go 
to the market for capital and the incentives 

available to stock association management. 
Both of these motivations have public and 
private dimensions. Even in years when asso-
ciations enjoy strong earnings, they still may 
want to convert to improve net worth. In the 
middle and late 1970s, when earnings were 
generally excellent, associations achieving sub-
stantial asset and deposit growth often expe-
rienced difficulty meeting regulatory net-worth 
benchmarks. This situation occurred as aggressive 
mutuals' assets grew faster than their additions 
to net worth from earnings. 

Conversion also has been encouraged by 
gradual deregulation by federal legislation and 
regulatory agencies. This has generated needs 
for new capital to support new products and 
services. Dividend policies at most stock asso-
ciations generally involve no cash dividend or a 
dividend rate typically in the 4-to-6 percent 
range. Equity capital, in terms of cash outflow, 
is thus a relatively low-cost source of funds to 
the association and is attractive as a way of 
financing new products and competit ive ac-
tivities. 

The need for equity funds to bolster net 
worth and to support new services is illustrated 
by the experience of two Florida-based mutual 
associations currently involved in the conversion 
process. One of the associations was chartered 
in the late 1970s. With growth a major corporate 
objective, this association adopted a marketing 
strategy designed to attract substantial deposit 
inflows and penetrate markets: It established 
boards composed of community leaders to 
advise management of the community's needs 
to provide feedback on service quality, and to 
promote the association informally in the com-
munity. It encouraged its personnel to seek 
new deposits actively, while providing a com-
munity room with a kitchenette for meetings of 
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local service organizations. In addition, it opened 
one successful branch office and soon wil l 
open two additional offices. 

This association has experienced impressive 
asset growth, topping $30 million in assets 
after only two years of operation. Yet its growth 
created a critical need for equity funds to 
strengthen net worth, and its directors voted to 
reorganize the mutual firm into a stock company. 

In sharp contrast to this young association is 
an institution about 20 years old, with a loan 
portfolio dominated by relatively low-yielding 
loans and with modest net worth. In 1978 this 
association adopted an operating strategy de-
signed to boost earnings sharply and to improve 
the yield performance of its loan portfolio. 

Since successfully implementing this strategy, 
this mutual association has registered substantial 
asset growth, with record-high earnings in 1980 
but a loss in 1981. Despite the association's 

37 mutual S&Ls converted 
to stock associations in 
1981. 

addition to net worth from 1980 earnings, its 
ratio of net worth to assets declined in 1980, 
reflecting robust asset growth. During 1981, 
the net-worth ratio declined even further, as 
the association posted a net loss for the year 
while continuing to experience asset growth. 
This association also is converting in order to 
replenish its net worth. 

In addition to raising funds for an association, 
the conversion from mutual to stock ownership 
may have other motivations. It may be designed 
to foster monetary reward in the form of stock 
options for key management members. Federal 
Home Loan Bank Board regulations permit 
such stock-option plans in mutual-to-stock con-
versions, involving shares of stock up to 10 
percent of the total shares to be sold at the 
t ime of conversion. Wi th successful manage-
ment, a converted association should experience 
asset and earnings growth, except during cyclical 
declines, and an increase in the value of stock 
options. 

Public interest motivation for association 
conversions comes also from the improved 
ability of stock associations to raise capital to 
buffer against losses and to finance expansion. 
Some evidence also indicates that stock asso-
ciations have management advantages. Stock 
associations become more closely accountable 
to owners of the firm's shares. These investors 
expect to earn a profit and their investments 
aren't insured by the Federal Savings and Loan 
Insurance Corporation (FSLIC). They can be 
expected to keep a closer, more active rein on 
management than would depositors in a mutual 
association. Stock associations are often man-
aged differently from mutual associations. Most 
analyses comparing mutual and stock associations 
find that stock associations generally tend to 
be more aggressive, more cost efficient and 
more profitable than their mutual peers. 

Background on Conversions 
Although conversions appear likely to have 

some advantages for the public, they have 
been severely inhibited by strict controls that 
have existed in various forms for a quarter of a 
century. Opponents argue that widespread 
conversions could alter the conservative, mutual 
characteristics of the savings and loan industry 
and increase borrowing costs to home buyers. 
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They also warn that insiders of converting 
associations could reap windfall profits by 
controlling (1) pricing of the stock to be issued, 
(2) private placement of shares not subscribed 
to by account holders, and (3) resale of stock in 
the aftermarket. 

The FHLBB long ago recognized these con-
cerns. To allow itself t ime to study the conversion 
process and prepare necessary supervisory 
regulations, the board established two moratoria 
on mutual-to-stock conversions, the first from 
1957 to 1961 and the second from December 
1963 to July 1972. 

In July 1972, the Bank Board eased its stand 
responding to several mutual associations that 
wanted to convert, by inviting "study applicants" 
in July 1972. In January 1973, the Congress 
adopted a statutory moratorium on mutual-to-
stock conversions in general, wi th "study appli-
cants" the only exceptions. In 1974 the FHLBB 
adopted regulations to control a limited number 
of study applications. That same year Congress 
enacted legislation both reaffirming the FHLBB's 
authority to regulate conversions and extending 
the moratorium until June 1976. 

At the end of the legislative moratorium in 
mid-1976, opponents of mutual-to-stock con-
versions challenged the FHLBB's authority to 
continue supervising them. This opposit ion to 
the FHLBB's authority was substantially reduced 
in 1980, when two federal appellate courts 
upheld that such regulation was valid. More-
over, the Internal Revenue Service (IRS) pro-
vided a boost to stock conversions by ruling 
that such stock qualified as nontaxable. Prior to 
this IRS ruling, converting associations had 
relied on an attorney's opinion. 

In an attempt to balance concerns about 
abuses with the need for mutual associations 
to have the option to go public, the Bank Board 
established an extensive set of regulations 
governing mutual-to-stock conversions. These 
regulations require (1) extensive disclosure to 
the general public and association voting mem-
bers regarding the decision to convert and the 
impact on the converting association, (2) ex-
tensive safeguards against windfalls to insiders 
in the converting association, and (3) protection 
against changes in control of the converted 
institution. 

HOW A CONVERSION IS ACCOMPLISHED 

Mutual- to-stock convers ions for savings and loans 
genera l l y fo l low the p rocedures u s e d in mos t s tock 
o f f e r i ngs However , F H L B B regu la t ions requi re that 
sav ings-account ho lders rece ive convers ion infor-
mat ion and that they have an opportuni ty to purchase 
stock. The reorgan iza t ion beg ins w i t h prepara t ion of 
a convers ion p lan and ends w i th t he sale of share of 
stock. O the r key s teps in th is p rocess inc lude: 

• Prefeasibility Analysis and Conversion Decision 
The convers ion dec is ion involves assess ing how 
the association, m a n a g e m e n t and directors would 
be a f fec ted if t he assoc ia t ion w e r e to g o publ ic. 
Based on posi t ive resul ts of a prefeasib i l i ty anal-
ysis, t he m a n a g e m e n t se lec ts a conve rs ion plan, 
wh ich must be a d o p t e d by a two- th i rds major i ty 
of t he assoc ia t ion 's d i r ec to r s 

• Fair-Market-Value Appraisal 
As part of t he convers ion plan, t he va lue of t he 
conver t ing assoc ia t ion must be appra ised by a 
pro fess iona l f i rm i ndependen t of t he associat ion. 
Based on market and f inancia l f ac to r s t he apprai-
sal es tab l i shes a pr ice range fo r the s tock t o be 
sold. Before t he s tock is o f fered th rough subscr ip-

t ion r ights or pub l ic of fer ing, t he appra isa l resul ts 
are upda ted to accoun t for c h a n g e s at t he asso-
ciat ion or in market cond i t ions that have occurred 
s ince the or ig inal valuat ion. 

• Filing and Receiving Approval from the FHLBB 
The p lan of convers ion and the appraisal repor ts 
are f i led w i t h t he FHLBB, a s tep w h i c h beg ins a 
rev iew/comment period. A m e n d m e n t s to t he plan 
incorpora t ing any c h a n g e s that have occu r red 
s ince the or ig inal f i l ing may be f i led dur ing th is 
per iod. 

• Special Meeting 
Once the conversion has been federal ly approved, 
t he assoc ia t ion holds a specia l mee t i ng in w h i c h 
t he major i ty of m e m b e r s must a lso approve the 
convers ion. The conver t ing assoc ia t ion may also 
vo te o n p rox ies o b t a i n e d t h r o u g h t h e p roxy 
s ta tement . 

• Subscription Offering 
Af ter a major i ty of members approve the plan, the 
s tock is so ld in a subscr ip t ion o f fer ing to th ree 
g roups wi th priori ty r ights: (1) e l ig ib le accoun t 
holders, (2) supp lemen ta l accoun t holders, and 
(3) t he managemen t group. 
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The regulations require that members of the 
mutual association be informed about the 
decision to convert and details of the conversion 
plan. Members must also approve the reorgani-
zation by proxy or vote at a special meeting. 

Several rules guard against windfalls. Regu-
lations now prohibit windfalls to savings account 
holders in the form of "free distributions" of 
stock. This type of conversion once allowed 
depositors holding a savings account as of a 
specified date to receive shares of stock free, 
based on account size. Prudential Federal Savings, 
based in Salt Lake City, Utah, converted in 1976 
from a mutual to a stock company, distributing 
stock to approximately 27,000 Prudential Federal 
account holders. The association received no 
proceeds from the sale but did incur conversion 
expenses of $950,000. 

As a further guard against management wind-
falls, FHLBB regulations and subsequent amend-
ments have sought to distribute stock widely 
among savings-account holders and the general 
public, while restricting purchases by directors 
and management. To achieve a broad-based 

sale of stock, the regulations specify that any 
one person, or group of persons acting in 
concert, may purchase only 5 percent of the 
total shares issued during the conversion. 

The stock is first sold during a subscription 
offering to three groups that have priority: 
eligible account holders, supplemental account 
holders, and the management group. Eligible 
savings-account holders have first priority based 
on account size as of an eligibility date, but 
subject to the 5 percent maximum purchase 
limit. Since conversions generally take a long 
t ime to complete, the FHLBB also established a 
supplemental category of account holders based 
on a more current record data: the end of the 
calendar quarter immediately prior to the FHLBB's 
approval of the conversion. These persons 
have second priority to purchase the association's 
stock. However, supplemental subscription rights 
are subject to a 200-share upper limit. 

The management group has third priority for 
subscription rights, subject to a 25 percent 
upper limit for the group as a whole. Individual 
members of management are still subject to 
the 5 percent maximum purchase, including 

• Sale of Unsubscribed Stock 
Based on the s ize of t he s tock issue, t he con-
vert ing associat ion may sell unsubscr ibed shares 
t h rough e i ther a d i rect c o m m u n i t y marke t ing 
p rogram or a pub l ic o f fer ing t h rough an under-
writer. As a genera l rule, on ly those assoc ia t ions 
w i th publ ic o f fe r ings in excess of $3 mi l l ion retain 
an underwr i ter . 

used to increase management ' s s tock ownersh ip 
af ter t he convers ion. (5) S taggered d i rector t e rms 
and e m p l o y m e n t con t rac ts - D i rec tors may be 
appo in ted for three-year , s taggered terms, and 
key management members may have employment 
contracts and termination-of-payment agreements. 

• Management Control/Anti-Takeover Provisions 
The convers ion p lan o f ten inc ludes prov is ions to 
help main ta in con t inu i t y in managemen t contro l : 
(1) The 25 percen t managemen t set -as ide - The 
managemen t g roup may purchase and con t ro l a 
large b lock of stock, up to 2 5 percent of t he 
conver t ing assoc ia t ion 's stock. (2) Ant i - takeover 
provision - A Federal Savings and Loan Insurance 
Corpora t ion manda tes that the re shal l be no 
takeovers for a three-year per iod after conversion. 
(3) Charter provisions - The converted association's 
char te r may inc lude prov is ions proh ib i t ing t he 
purchase or con t ro l of large b locks of s tock by 
compan ies e n g a g e d in unre la ted bus iness act i-
vities. (4) S tock op t ions and emp loyee stock-
ownersh ip p lans - T h e s e a r rangemen ts may be 

The en t i re convers ion process, f r om the plan's 
adop t ion to the sale of stock, o f ten takes f rom 12 t o 
18 mon ths or more t o comple te , d e p e n d i n g u p o n 
several factors: (1) whe the r the associat ion's internal 
records are up- to-date e n o u g h fo r t h e proxy state-
men t and the appraisal , (2) t h e qual i ty of convers ion 
d o c u m e n t s f i led w i th t he F H L B B and members , and 
(3) market cond i t i ons fo r new savings and loan equ i ty 
shares. Bes ides the t ime n e e d e d t o p repare con-
vers ion documents , to al low the F H L B B to rev iew 
and approve the convers ion, and, if necessary, to 
wai t for t he market to improve, t he p lan must prov ide 
t ime t o not i fy members of t he spec ia l mee t i ng and 
the pub l ic of the s tock of fer ing. 
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subscription rights that may be based on their 
individual savings accounts as of the eligibility 
date. However, subscription rights for manage-
ment members based on increases in their 
account balances during the year before the 
eligibility date are subordinate to the subscrip 
t ion rights of others. 

After the subscription offering, unsold shares 
are offered to the general public in either an 
underwritten offering or a direct community 
marketing program; 1979 regulations prohibit 
private placement of unsubscribed stock During 
the public offering any one person, or group of 
persons acting in concert, may purchase a 
maximum of two percent of the total shares 
originally offered during the conversion. The 
regulations also seek to discourage manage-
ment from purchasing shares for speculation 
during the conversion by stating that they may 
not resell such shares for three years after the 
conversion is completed. 

The impact of the pre-1976 moratoria and 
the strict regulations on conversions has been 
to limit the number of mutual-to-stock reorgani-
zations. Recently the Bank Board proposed 
amendments to its regulations which would 
remove some inhibitions to conversions. The 
Bank Board would allow current management 
to purchase a greater proportion of the convert-
ing associations' stock, thus removing a source 
of hesitancy for managements afraid of losing 
control. It would permit larger holdings by 
individual parties, giving some incentive to 
stock purchasers who seek control. It would 
allow purchasers to sell the stock of a converted 
association one year after the conversion rather 
than three years as now required. The proposed 
changes would also remove and simplify require-
ments for informing association members and 
the public, reducing the costs and complexity 
of conversions. 

Appraisal of Converting 
Assocations' Market Value 

Central to the conversion process is an ap-
praisal of the converting firm. An appraiser is 
charged with f inding the association's market 
value. A low estimate reduces the capital that 
can be raised by conversion and leaves open 
possibilities for insider windfalls; a high estimate 
means an incomplete sale of the firm's stock. 

The appraiser's method relies on the funda-
mental assumption that potential purchasers of 
the stock will reward earnings and punish risk. 
His valuation of the stock is thus related to the 
association's future income level and income 
stability. 

To arrive at an appraised value, the appraiser 
first analyzes the subject association to establish 
an earnings base and to decide how risky these 
earnings are—that is, how variable they are likely 
to be. This analysis includes a study of the 
association's financial statements and manage-
ment reports during the most recent five-year 
period. It focuses on asset and liability holdings, 
level of earnings and growth experienced, sta-
bility and quality of sources of income, and 
capital adequacy. 

In order to project from the earnings base, the 
appraiser also discusses the association's strategic 
plans wi th mangement. These plans may include 
how the association is adjusting to federal dere-
gulation of its industry and to accompanying 
expanded asset powers. Additionally, the ap-
praiser reviews with management the plans and 
activities of subsidiary corporations to determine 
the importance of real-estate operations and 
profits (losses) on joint ventures. 

In the next phase of the appraisal process, 10 
or more publicly traded savings and loans are 
selected to provide market price information to 
estimate the value of the converting association. 
Here the projected earnings and risk characteris-
tics of the converting association are compared 
with the market value of stock associations with 
similar characteristics. There are about 60 publicly 
traded companies listed on the National Asso-
ciation of Security Dealers Automated System 
(NASDAQ). Through annual reports, FHLBB re-
ports, and Securities Exchange Commission docu-
ments, the appraiser can obtain operations infor-
mation on these public savings and loan com-
panies. This information often is supplemented 
through telephone conversations with key manage-
ment officials at these companies. 

The appraiser is most interested in the oper-
ational strategies of the companies listed on 
NASDAQ and their financial characteristics: 
asset sizes, sources of income, levels and stability 
of earnings, and loan and deposit portfolios. In 
addition, geographical location generally is a 
guide in the selection process because stock in 
existing public associations often are traded 
primarily in local markets and these shares provide 
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potential investors in the proposed stock issue 
with alternative investment options. 

After studying the universe of public savings 
and loans listed on NASDAQ, the appraiser 
selects a sample of 10 or 12 comparable firms. 
The market prices of these firms' stock reflect 
how investors appraise the value of firms that are 
financially and operationally similar to the con-
verting association. 

The appraiser uses financial information on the 
converting association and market price data in 
pro forma P/E and P/B equations to provide 
preliminary indications of value. The P/E approach 

The appraiser's method 
relies on the fundamental 
assumption that potential 
purchasers of the stock 
will reward earnings and 
punish risk. 

basically multiplies estimated post-conversion 
earnings (the earnings base plus after-tax returns 
on estimated net proceeds) by an appropriate 
P/E value. The equation for this valuation is: 

FMV=P/E (Y+r(PMV—EXP) 
Where: FMV=fair market value 

P/E=the assumed price-to-earnings ratio for 
the subject association 
Y=the earnings base 
r= the net after-tax rate of return on the 
conversion net proceeds 
EXP=the anticipated conversion expenses, 
including accounting, appraisal and legal 
fees, printing, postage and underwriting com-
missions. 

FMV, found on both sides of the equation, can 
be solved algebraically. In the P/E valuation, two 
judgemental areas critical to the appraisal are the 
earnings base for the latest 12-month period and 
the appropriate P/E value. The earnings base 
should stem from sources of income and expenses 
that reflect the association's ongoing operating 
strategy. 

The ratio of market price to book value provides 
an alternative approach to valuation and is espe-
cially useful during periods of very low or negative 
earnings, when P/E ratios are distorted. The 
price-to-book value formula is: 

FMV=P/B (B+FMV-EXP) 
Where FMV and EXP represent the values 

previously defined in the P/E formula, and B 
equals book value of the converting association. 

The key area involving judgement in the book-
value approach is the price-to-book values of the 
comparable firms at the date of the appraisal, 
after adjustments to reflect special characteristics of 
the subject firm that may not closely match the 
characteristics of the comparable firms. 

The appraisal results are updated prior to the 
subscription and public offerings and adjusted 
for changes that may have occurred since the 
original appraisal was made. This updated value 
considers changes in the operations of the con-
verting association and also recognizes fluctuations 
in market conditions for savings and loan shares 
in general. 

The marketplace provides the final approval or 
disapproval of the appraiser's estimated value of 
the new shares of stock. Often, during the 
subscription offering, only a small percentage of 
the shares are purchased by account holders and 
management, leaving most of the stock to be 
sold in a public offering. In 1981, seven converting 
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associations held underwritten public offerings 
in which an average of 78 percent of the shares 
were sold. In at least one public offering, market 
conditions deteriorated rapidly at the t ime of the 
public offering and the offering price, based on 
the appraisal, was too high. Another appraisal 
update was required, taking into consideration 
changes in market conditions and the trend of 
prices of savings and loan stock. Generally, how-
ever, public offerings sold out at appraised fair 
market value. 

Conversions in the Sixth District 
From July 1972 through year-end 1981 the 

FHLBB received 253 applications, including 
five study applications, for associations seeking 
approval to convert to stock companies. Of 
that number, the FHLBB has approved 137 
applications, and 104 of these approved asso-
ciations have completed the conversion with 
sale of stock. 

Each state in the Sixth Federal Reserve District 
now permits stock savings and loan companies. 
The FHLBB permits federally chartered savings 
and loans to convert to stock when either state-
chartered associations have the authority to 
convert by state law, or when there are no 
federally insured, state-chartered associations 

The trend toward 
conversion should 
accelerate. 

2 2 

in the state. With in the six states wholly or 
partially in the Sixth District, 50 savings and 
loan associations have applied to the FHLBB 
for permission to convert from mutual to stock. 
The FHLBB has granted 18 approvals; 14 of 
these associations have issued stock. 

Conversion activity in the Sixth District has 
been concentrated in Florida, mainly because 
Florida's savings and loans experienced vigorous 
growth during the 1970s with an accompanying >l 
need for additional capital. 

Florida passed legislation permitt ing state-
chartered stock associations in 1973. During 
the 1973-to-1981 period, 32 Florida-based 
associations filed applications with the FHLBB 
to convert The FHLBB has granted 15 approvals, 
12 of which have completed the conversion 
through sale of stock. , 

Of the remaining district states, only Mis-
sissippi has associations that have completed 
the conversion process. Three conversions have 
been approved, and two have been completed 
with stock sales. In Tennessee, state legislation 
permitt ing stock savings and loans was passed 
in 1973. However, Tennessee associations have 
been slow to convert, with four applications 
filed and one approved. 

Alabama, Georgia, and Louisiana only recently 
authorized the creation of stock savings and 
loans. Alabama and Louisiana passed such 
legislation in 1981 and 1980, respectively. In 
Georgia, the only federally insured, state-chartered 
savings and loan has merged into a federally 
chartered association. Because all federally 
insured savings and loans operating in Georgia 
have federal charters, the FHLBB deems that 
federal associations in the state can convert to 
stock companies. 

Prospects for Future Savings 
and Loan Conversions 

The trend toward mutual-to-stock conver-
sions already has been established. At year-
end 1981, fully 2,989 of the 3,786 federally 
insured savings and loan associations operating in •» 
the U.S. were mutual firms. From 1976 to 1981, 
104 savings and loans completed the conversion 
process with stock sales. Thirty-seven of these 
converted in an environment of depressed 
earnings and stock prices in 1981. Wi th 2,989 
mutual firms in the savings and loan industry, 
this trend should accelerate, reflecting the 
fol lowing factors. 
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The controversy that surrounded the conver-
sion issue during the late-1970s has been 
sharply reduced. The FHLBB has adopted regu-
lations seeking conversions on an equitable 
basis and virtually eliminating the potential for 
"windfal l" gains. Federal legislation and two 
appellate courts have reaffirmed the FHLBB's 
authority to supervise conversions of all fed-
erally insured savings and loans and the IRS has 
ruled that mutual-to-stock conversions qualify 
as a nontaxable reorganization. Proposals for 
reducing regulatory inhibitions should promote 
conversions if adopted. 

Of the 37 associations that converted last 
year, 30 sold the shares of stock remaining after 
the subscription offering in direct community 
marketing programs, while seven savings and 
loans used underwritten public offerings. Four 
of these public offerings were relatively large, 
each involving over $10 million of new savings 
and loan stock. These relatively large, success-
ful public sales occurred despite generally 
deteriorating market conditions. 

The offering price, and the price paid by 
purchasers during the subscription offering, 
reflected these market conditions. In May 
1981, First City Federal Savings, Bradenton, 
Florida, went to the public market with a price-
to-book value totaling 41 percent Texas Federal 
Savings, Dallas, Texas, fol lowed in July wi th a 
33 percent price-to-book value. First Savings, 
Milwaukee, Wisconsin, came to market in August 
with a 25 percent price-to-book value. Sooner 
Federal Savings, Tulsa, Oklahoma, came to 
market in December at a 29 percent price-to-
book value. Each of these public offerings 

occurred at a t ime when the respective asso-
ciations reported negative earnings for the 
three months immediately prior to the public 
offering. Moreover, the savings and loan industry 
has received much media attention concerning 
generally distressed earnings and troubled as-
sociations. Despite the extremely adverse cli-
mate for new savings and loan equity shares, 
the markets for shares remained open; the 
shares still had a positive value. 

While many savings executives are reluctant 
to convert when faced with 1981 price levels, 
savings and loan prices are quite responsive to 
changes in interest-rate levels. Easing interest 
rates in the first half of 1980 triggered a sharp 
increase in savings and loan equity prices, and 
when interest rates come down again, savings 
and loan equity prices, based on past relation-
ships, should respond favorably wi th improved 
market conditions for the stock issues of converting 
associations. 

Deregulation of the financial services industry 
offers a final motivation for stock conversions. 
While money-market funds are a new source of 
competit ion for consumer deposits, continued 
deregulation will probably bring increased com-
petit ion by institutions for home loans. Thrift 
acquisitions across state lines became reality in 
1981, with assistance from federal regulatory 
agencies. As deregulation occurs, and the finan-
cial services industry becomes increasingly 
competit ive, a greater number of savings asso-
ciations wil l probably convert to obtain a new 
source of capital. 

—J. Michael Arnott 
Arnott is Vice President lor Corporale Planning, Fulton Federal Savings and Loan 
Association, Atlanta. Ga. (This article was prepared while (he author was senior 
economist at Plantée Corporation, lacksonville. Fla.) 
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