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Quiz # 7: Take-home Assignment, Due in class on May 28, 1997

Write a brief answer to the following questions in the space provided below. This is an
individual assignment. If you collaborate, you risk failing the entire course.
1. (10 points)

The information below from Dow Jones News Retrieval describes ongoing litigation
between many federally regulated thrift institutions and the U.S. government. An interesting
by-product of that litigation is a unique security issued by California Federal Bank to its
shareholders in March 1995 giving them a share in any settlement received by Cal Fed, if any,
as a result of this litigation (ticker symbol CALGZ).

In late July 1996, First Nationwide made an offer to acquire Cal Fed. This deal was
consummated in early 1997. At that time, Cal Fed shareholders received another security that
represented an additional share of the proceeds, if any, from the litigation (ticker symbol
CALGL).

The web page for this course contains two files in self-extracting ZIP format containing
daily stock returns (price changes, omitting dividends) to Cal Fed (CAL), its two litigation
related securities (CALGZ and CALGL), and the Standard & Poor’s 500 index from February
14, 1996 through May 16, 1997. One file is in Excel format (f411calx.exe) and one file is in
Eviews format (f411lcalw.exe). Use these data, and the information from Dow Jones News
Retrieval to answer the following questions:

(a) Estimate the risk of the CAL and CALGZ from 2/14/96 through 12/31/96.

Comment on your findings and interpret the market's assessment of the litigation.

(b) Estimate the risk of the CALGZ and CALGL from 1/7/97 through 5/16/97.

Comment on your findings and interpret the market's assessment of the litigation.
Extra credit: Why do you think Cal Fed decided to issue these unusual securities to its
shareholders? Why did First Nationwide agree to let the old Cal Fed shareholders participate

in litigation proceeds as part of its acquisition?
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Investors Who Bailed Qut S&s Can Get Mney Back, Court Rules
By Richard B. Schmtt

Staff Reporter of The Wall Street Journa

06/ 24/ 94

The Vall Street Journal, PG B8

(Copyright (c) 1994, Dow Jones & Co., Inc.)

I nvestors who hel ped rescue a failing savings-and-1oan associ ati on
can get their noney back in a breach-of-contract case agai nst federal
regul ators, a federal appeals court in Denver has rul ed.

The deci sion cones as investors are seeking billions of dollars in
damages in simlar suits. It also marks the latest in a recent string
of stunning court defeats for the government as it struggles to finish
cleaning up the thrift ness. Last week, the U S. Supreme Court rebuffed
regulators in a big case against the law firm O Melveny & Myers.

The Denver case arose out of federal efforts in the md-1980s to
encourage investors to take over dead or dying thrifts that the
government couldn't afford to liquidate. One big carrot was an
accounting device that allowed investors to count certain unrealized
| osses as a formof capital known as "goodwi I|." Most of the deals
soured after Congress enacted tough new capital standards for thrifts
in 1989.

Investors in Security Federal Savings & Loan Associ ati on,

Al buquerque, N.M, clainmed in a suit that the governnent action, which
effectively disallowed the goodw Il provision, constituted a breach of
contract. The 10th U S. Crcuit Court of Appeals agreed. Rejecting
clainms of government imunity to such a suit, the court held that the
investors were entitled to rescind the transacti on and be returned the
$6 mllion that they sank in the thrift as part of a U S. -sponsored
bai |l out in 1985.

The decision sets out the governing legal rule for cases in Col orado,
Kansas, New Mexico, klahoma, U ah and Wom ng, the states under the
jurisdiction of the 10th circuit. If adopted by courts in other federa
circuits, it could have a dramatic econom c imnpact.

The Denver ruling is at odds with a decision |last year by the U S
Court of Appeals for the Federal Crcuit in a case involving d endale
Federal Bank and a nunber of other institutions. But the appeals court
in that case has agreed to reconsider its position, and thrift
attorneys said they viewed the latest ruling as a hopeful sign

"Most of the principal issues involved in the Federal Crcuit case
were at issue in the 10th Grcuit case and were resolved in favor of
the thrift institutions,"” said Steven Rosenthal, a partner in the

* Washi ngton office of Morrison & Foerster, which represents California

Federal Bank in one such case. "It is very helpful to our position."

Last week, in the O Melveny & Myers case, the U. S. Suprene Court gave
attorneys and auditors of failed thrifts a major new shield in
def endi ng suits by the governnent. The deci sion has al ready been
applied in an expansive way by one |ower court. Meanwhile, a
federal -appeal s court in New Ol eans issued a ruling this week that
rai ses the degree of wongdoing that the U S. must show to hold
officers and directors liable for the collapse of a thrift. That ruling
potentially affects numerous governnent suits in Texas.

"There has been a disturbing spate of |osses,” concedes Jack Snith,
deputy general counsel of the Federal Deposit I|Insurance Corp., adding
that the agency is concerned about the Denver ruling, and is wei ghing
an appeal. As the thrift crisis is being resolved and the issue fades
frompublic view, courts may be | osing some of their earlier zeal for
maki ng sure wrongdoers pay, M. Smth suggests.
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Edwar d Fel senthal and Ell en Joan Poll ock contributed to this article.

Sharehol ders to Get Goodwi |l Securities At California Federa
03/ 16/ 95

The Vall Street Journal, PG c17

(Copyright (c) 1995, Dow Jones & Co., Inc.)

LOS ANGELES -- California Federal Bank said it will issue a new
security that will allowits investors to cash in big if the thrift wns
a lawsuit pending agai nst the federal governnent.

California Federal said its current shareholders wll receive one
"goodwi | | participation security” for every 10 shares of common stock
t hey now own.

The new security, which analysts said is unique and unprecedented,
will allow holders to receive a portion of any proceeds the thrift m ght
receive as a result of its lawsuit agai nst the government over socalled
goodwi I I, an intangi bl e asset that used to count as capital for thrifts.
Coodwi I | was an accounting entry related to the amount of liabilities
acqui red by conpanies, like California Federal, when they bought
insolvent thrifts in the 1980s with governnent assistance.

As a result of the thrift bailout | aw passed by Congress in 1992,
goodwi Il no | onger was allowed to count as capital; the change hurt
conpany's like California Federal, for whom goodwi || was a najor
conponent of capital. In California Federal's case, the goodw ||
stripped nore than $300 mllion fromits capital base and pushed it
perilously close to failure. California Federal has recovered and is
profitable now, but it and several other thrifts have sued, saying that
t he wi peout of goodwi Il breached contracts the thrifts had with the
gover nient .

California Federal's suit is pending before the U S. Court of d ains.
The issue is expected to wind up before the U S. Suprene Court.

Edward G Harshfield, California Federal's chief executive, said the
new securities will allow shareholders "to directly participate in a
favorabl e outconme of our goodwill lawsuit." He said the conpany has
filed a registration statement with the Securities and Exchange
Conmi ssi on covering the new securities and hopes that they'll trade on
Nasdaq. M. Harshfield noted, however, that "due to the uni queness of
the security, no assurance can be given" as to where they mght trade.

The SEC declined conment on the matter. In trading on the New York
St ock Exchange, California Federal closed at $10.875, unchanged.

S&L Stocks, G endale Victory -3-: Justice Milling Appeal >CAL

08/ 30/95, ET 16: 24

Dow Jones News Service

(Copyright (c) 1995, Dow Jones & Conpany, Inc.)

Jerry Stouck, an attorney with Washington, D.C., law firm Spriggs &
Hol I i ngsworth who was | ead counsel to G endale Federal, called the 9-2
appeal s court ruling a "good strong decision in the thrift's favor."

d endal e is seeking about $1.5 billion in damages fromthe governnent.
"This was a straightforward affirmati on of basic contract |aw
principles,” Stouck said. "It says there were contracts, that they

were breached and the government nust be held accountable.™

The | awyer estinmated there are 90 to 100 other lawsuits filed by S&Ls
pendi ng agai nst the U S. government on simlar grounds. About 60 were
al ready out standi ng when about 30 nore suits were filed in August
because the statute of limtations was expiring on the thrift |aw that
changed the ternms of "supervisory goodw I|."

Whet her ot her conpani es can score a resounding win |like d endal e
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remai ns to be seen.

"You' ve got to assune it's good news for everyone, but each case wll
have to be | ooked at on its own," Stouck said.

The U. S. Departnent of Justice is still review ng the opinion handed
down by the appeals court, spokesman Joseph Krovisky said, and hasn't
made a deci sion on how to proceed yet

"Cenerally, the solicitor general is the one who approves or
di sapproves all appeals,” he said. "That could take some tine."

Wal|l Street, neanwhile, enbraced the news sending dozens of thrift
stocks flying, some to 52-week highs.

Even so, Janmes Marks, an analyst with Hancock Institutional Equity
Services in San Francisco, said he thinks the nmarket still doesn't
realize the potential windfall many thrifts stand to get if they're as
successful as d endal e.

"My sense is that the market is underreacting to this decision,”

Mar ks said. He added that the opinion's clear wording and the
near - unani nous deci sion raises the possibility that the U S Suprene
Court won't hear the government's case if an appeal is made.

Thrifts with the strongest cases, he said, include Long Island Bancorp
Inc. (LISB) and Coast Savings Financial Inc. (CSA).

O her banks with cases pending include, H F. Ahmanson & Co. (AHM,

St andard Federal Bank (SFB), TCF Financial Corp. (TCB) and California
Federal Bank (CAL), which issued special securities to its sharehol ders
last nonth entitling themto a portion of any award the company gets in
its case against the governnent. The securities, trading under the
synmbol (CAL&Z), hit a high of 8 1/4 today, which neant investors were
betting the bank could win damages totaling as much as $168.3 mllion

Thrift Industry Wns Big Round Tied to Bail outs

Court Rules U S. Broke Contract Wth G endale In Invalidating Goodw | I
By Ralph T. King Jr. and Richard B. Schmtt

Staff Reporters of The Wall Street Journa

08/ 31/ 95

The Vall Street Journal, PG A3

(Copyright (c) 1995, Dow Jones & Conpany, Inc.)

The savings and loan industry won a key round in a continui ng
hi gh- st akes battle with the government over an arcane accounting issue
that figured in the coll apse of hundreds of thrifts.

The Federal Grcuit Court of Appeals ruled that the governnment broke
a contract with dendal e Federal Bank of California by invalidating an
accounting entry known as goodwill in the aftermath of the
thrift-industry bailout in 1989. The governnent's nove had eaten into
G endale's capital and left it close to collapse. G endale clains
damages of $1.5 billion

The decision will reverberate far beyond d endal e, however, and could
possi bly expose the government to billions of dollars of |osses.
Coodwi Il is a conplex accounting concept that is supposed to represent
t he val ue of an acquired conpany's assets, above the amount paid by the
acquirer. In the 1980s, regulators not only allowed thrifts to count
goodwi Il as capital, but often used it to entice healthier thrifts to
acquire ailing ones in hopes of bailing them out.

d endal e, for exanple, got $734 mllion of goodwill as a result of
buying -- at the governnent's request -- a failing Florida thrift in
1981. But counting goodwi Il as capital often nade thrifts appear
heal t hier than they were, and enabled themto stay open while actua
| osses grew.

In the bailout bill passed in 1989, Congress disallowed counting
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goodwi || as capital. That instantly tore gaping holes in the capita
bases of hundreds of thrifts, including G endale; many fail ed, and
ot hers have had to shed assets and take other neasures that ate into
ear ni ngs.

G endale's $1.5 billion damages claimreflects heavy | osses it took
on asset sales it was forced into to raise new capital, earnings the
conpany asserts it would have had on those assets if it hadn't had to
dunp them and certain other costs.

G endale's suit is only one of about 80 cases claimng breach of

contract on the goodwi |l issue, involving a total of about $15 billion
i n damages. Thus the decision, if it stands and is applied in other
cases, could add billions to the estimated $130 billion cost of the
thrift bailout, and could conplicate federal contracting procedures in
gener al .

"It's a huge noral victory for thrifts,"” says Bruce Harting, an
anal yst with Sal onon Bros. Though the financial benefit for d endal e and
other thrift plaintiffs remains unclear because this and other cases
could drag on for several nore years, the stock prices of some of the
thrifts invol ved soared yesterday.

In conposite trading yesterday on the New York Stock Exchange,

* @ endal e closed at $16.625, up $1.875; California Federal Bank, at
$15. 875, up $1. 625; Coast Savings Financial Inc., at $27, up $3.25. On
t he Nasdag market, Long |sland Bancorp ended at $26.375, up $3.125. The
latter two firns have cases that are believed to be anong the strongest
pendi ng.

The 9-2 decision essentially holds that regulators granted the
goodwi I | as part of a contract with thrifts that bought troubled thrifts
at regulators' request. It reverses a May 1993 deci sion by a three-judge
panel of the appeals court, and upholds a 1992 lower-court ruling in
G endale's favor. "W are extrenely pleased with the decision. It's very
powerfully witten in our favor," said R chard Fink, senior executive
vice president at dendale, based in Aendale, Calif.

The Justice Departnment had argued that the U S. was inmmune fromthe
suit on sovereign-inmunity grounds. It also denied that any firm
contracts existed with the thrifts, and that in any event, they were
al ways subj ect to subsequent acts of Congress and regul ators.

The appeal s court upheld the contracts, however, saying they were a
maj or benefit to regulators | ooking to defer growi ng industry |osses. It
hel d that Congress coul d change the goodwi ||l rules, but that it renained
liable for damages to G endale and others to whomit had nade specific

prom ses.

"There is nothing extraordinary about the contracts in these cases
save for their subject matter and the potential liability to the
government ," the court held.

A Justice Departnent spokesman declined to comment on whether the
agency will appeal the case to the Suprenme Court. A spokesman for the
Federal Deposit Insurance Corp., which assunmed the liabilities of the
former Federal Savings & Loan |Insurance Corp., said it has no exposure
on this case since it wasn't naned as a defendant. It does face
potential liabilities on sone other goodw || cases pendi ng, added the
spokesman, Al an Wit ney.

The FDIC told Congress in March that it may need millions of dollars
in additional noney to cover the costs of the goodwi Il suits. The
court's decision comes just as the thrift-bail out agency, the Resol ution
Trust Corp., is set to go out of business on Dec. 31

Several analysts said it was too soon to say how financially
rewarding for dendale and others the ruling could turn out to be. The
exact amount of damages still has to be determined in court. "The big



FIN 411 6 Quiz #7

Investments Due May 28, 1997
question mark is in what formthe awards m ght cone,” said M. Harting
Among the options are the reinstatenment of goodw |1, which could be
anortized, reducing a thrift's tax bill and thus boosting earnings.

TD

Anot her option: Qutright cash conpensation refl ecting foregone earnings
on assets that were liquidated to plug the capital gap left by the
nul lification of goodwilI.

Because of the goodwi || exclusion and soured property |oans, d endal e
faced i nm nent governnent seizure in the early 1990s. During the past
year, it has returned to profitability, though at a | evel considered
medi ocre by banki ng-industry standards. It recovered by shrinking its
asset base to about $15 billion from$25 billion, |iquidating nuch of
its holdings at fire-sale prices and |laying off hundreds of enpl oyees.

The appeal s court decision al so has governnment contractors in genera
breat hi ng easi er. Many of them had been concerned that a ruling agai nst
d endal e woul d have given the U S. alnost unlimted power in disputes
agai nst them Several industry groups had filed briefs in the case
supporting the thrift.

"I't would have had an enornous inpact on the government-contracting
conmunity," said darence T. Kipps, Jr., a lawer at the Washington firm
MIller & Chevalier who filed a brief on behalf of the Aerospace
I ndustries Association. "This decision goes a | ong ways toward
clarifying what the lawreally is, and | think it is clearly correct."

The decision is also a boost for investors who have been recently
bidding up thrift stocks in anticipation of a favorable ruling. "W have
a list of about 20 companies that stand to benefit fromthis case," said
James Marks, an anal yst at Hancock Institutional Equity Services in San
Franci sco. The firmrecently sized up the investnent potential of the
lawsuit in a research report entitled the "CGoodw Il Jackpot."

Anong those with the nost to gain are those who bought unusua
securities issued recently by California Federal Bank, a Los Angel es
thrift with a history simlar to Gendale's that is a plaintiff in a
rel ated goodwi | | case. Those securities entitle holders to 25% of any
eventual recovery in the case.

Thrift Rally Loom ng? -2-: FIRREA Haunting U S. >GLN LI SB
06/ 10/ 96, ET 16: 18

Dow Jones News Service

(Copyright (c) 1996, Dow Jones & Conpany, Inc.)

Anmong the scores of thrifts suing the government, Long |sland Bancorp
Inc. (LISB) and Coast Savings Financial Inc. (CSA) are thought to have
the strongest cases since the government put in witing contractua
cl auses regarding the goodwi I|. Mst other thrifts are arguing, |ike
d endal e, that the goodwi || arrangenent was inplicit when they agreed to
take over failing savings-and-loan conpanies. But not every thrift
stands to receive an award, experts warn.

Many people on Wall Street think Long Island Bancorp's case is
buttressed by its ability to point directly to the hardship created by
the Financial Institutions Reform Recovery and Enforcenent Act, or
FI RREA, the law that shortened the wite-off schedule. The conpany took
over two flagging thrifts in 1983 and 1986, putting on the bal ance sheet
$500 nmillion in goodwi Il by 1989. After FIRREA, the conpany had to undo
one of the nergers so it wouldn't taint the core banking unit, Long
I sl and Savi ngs Bank.

Keefe Bruyette's Theurkauf thinks Long Island could cone forward with
aclaimfor $1 billion or nore agai nst the governnent. Although there
are several variables - how the markets value it and a settlenent for
less - that translates into a potential upside of as nmuch as $40 a
share. "That's quite a pot of gold down the road,” he said. Today, the
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stock is trading at 30. News of a dendale victory could send the stock
to around 35, he added.

Sal omon Bros. thrift analyst Thonmas J. Monaco - who recently penned a
report titled "Supervisory Goodwi || Litigation...And Justice For AI"

- says many thrift stocks already have some goodw || val ue i nbedded in
them but still stand to gain by putting the capital to use. He stil
expects the group to get a boost if dendale wins, but thinks investors
shoul d be aware that a I engthy court of clains battle | oons ahead.

"The stocks will take off, but I don't know how | ong they can sustain
it" until the clains process is settled, Mnaco said.

Any award coul d be several years away, since each conpany will have to
pursue its case individually and then battle the government in a court
of cl ains.

As for the all-inportant d endal e, Hancock Institutional Equity
Servi ces anal yst James Marks sees the thrift's stock getting an initial
boost of $5 a share in a win, or dropping $2 on a | oss. Longer term the
conpany has a potential to put on extra $11 a share. Coast Savi ngs could
gain an initial $12 and up to $30 over tine, but |ose $8 given a | oss.

A riskier way for investors to bet on the goodwi ||l outcome is to buy
Cal Fed Bancorp Inc.'s (CAL) goodw Il participation certificates, which
trade on the Nasdaq smal |l -cap market under the synmbol CAL&Z and entitle
hol ders to 25% of any court award stemming fromits case against the
government. There are 5.1 mllion certificates outstanding. Earlier this
nonth, the certificates hit a 52-week high of $10, meaning investors
wer e banking on an award of $204 mllion

One note of caution: Cal Fed' s certificates only pay off in the event
of a cash settlenent. "If it's anything but a cash settlenment investors
may not get paid," said Monaco said. "The better play is Cal Fed
itself."

Heard on the Street

For These S&Ls, Ruling May Be Money in the Bank
By E.S. Browning and Stephen E. Frank

Staff Reporters of The Wall Street Journa

07/ 03/ 96

The Vall Street Journal, PG c1

(Copyright (c) 1996, Dow Jones & Conpany, Inc.)

The spotlight has shone on d endal e Federal Bank of California
following its inpressive Supreme Court victory against the governnent
Monday. But anal ysts say a nunber of savings-and-|oan associations could
gain fromthe decision, sone even nore than d endal e.

Anong those often nmentioned are D ne Bancorp of New York, Long Island
Bancorp of Melville, N Y., HF. Ahmanson of Irwi ndale, Calif., and two
Los Angeles thrifts, California Federal and Coast Savi ngs Fi nanci al

"We think that there is plenty of opportunity” for investors who buy
the thrifts now, says Thonmas Theur kauf of New York brokerage firm Keefe,
Bruyette & Wods, which specializes in the banking sector

Fol | owi ng the Supreme Court decision, in which the court ruled that
the federal governnment violated contracts with certain thrifts by
changi ng accounting rules, sone investors have sold out and taken their
profits, with the result that sonme of the stocks fell back after hitting
hi ghs Monday. Several actually declined yesterday.

"W | ook at risks and we | ook at returns. The risk has abated and the
return is intact," says M. Theurkauf.

The hi gh-court decision that set off this swirl of excitenent
i nvol ves an accounti ng change mandat ed by Congress in 1989, which sent a
nunber of S&.s into bankruptcy and left others severely danaged.

The change hurt healthy S&.s and other financial institutions that
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had agreed to acquire sick thrifts during the S& crisis. Federa
authorities had tried to encourage the acquisitions by allow ng the
acquirers to account for the sick thrifts' liabilities as an intangible
asset, called "supervisory goodw Il." Congress took that accounting
opportunity away in 1989.

The court, in a 7-2 ruling, held that the federal government viol ated
contracts with the S& s by not maki ng them whol e after Congress's vote.
Left to fend for thenselves, the healthy thrifts saw their bal ance
sheets damaged and their stocks wall oped

"W | ost the opportunity to nmerge and to grow when capital was
renoved from our bal ance sheet,"” says a still angry Thomas Ricketts,
chai rman of Standard Federal Bank in Troy, Mch., which acquired seven
ailing thrifts before Congress pulled the rug out. He cal cul ates the
bal ance-sheet damage at the time as $120 nillion, and notes that banks
typically are asking for 2.5 tines that in conpensation today.

The optim sts calculate that sone S&.s could see their stock
appreci ate as nuch as 25% over the next year, if they are fully
conpensat ed when their clains are heard.

But others warn that buying S&.s on that basis remains a specul ative
investment. It will be a year or nore before nost of the S&s receive
any noney, and there isn't any guarantee that the court of clains wll
gi ve themwhat they think they deserve. In the neantine, the stocks
could suffer for any nunber of other reasons, such as an interest-rate
boost by the Federal Reserve.

"The way to play this is to find stocks that are cheap on a
fundament al basis," suggests Thomas O Donnell of Snmith Barney, one of
the nore cautious analysts on the issue. "If you get sone w ndfal
profits froma damage judgnent, that's icing on the cake. But if you
| ook at this [court decision] as the cake, and not just the icing, you
could get really whi psawed. "

M. O Donnell considers d endal e Federal and Coast, both of which
have gotten heavy attention in the run-up to the court decision, as
fully valued already; he has a neutral rating on both, based on their
fundamental s. The Smith Barney anal yst has a buy rating on Ahnanson
Dinme and Charter One Financial of Ceveland, whose prices all are |ess
than 10 tines their projected 1997 earnings. He has a weak buy on Cal
Fed and Standard Federal, which also have | ow price-earnings multiples.

Davi d Dusenbury, an analyst with CS First Boston, says investors need
to ask whether the potential benefit froma danage award is worth the
wait and the uncertainty of the court's actual damage award. Based on
fundamental s, he has for sone time maintai ned buy ratings on Cal Fed and
Ahmanson, and he says that "the inpact of the lawsuit could be a

ki cker."

Caire Fleming, an analyst with Friedman, Billings, Ransey in
Arlington, Va., says that only dendale has actually cited a figure --
$1.5 billion, pretax -- for what it hopes to collect in damages fromthe
government. But Ms. Fl em ng says that based on her own nodel s, four
others -- Long Island Bancorp, Dinme, Coast and Cal Fed -- could each
col | ect danages of anywhere from $600 nillion to nore than $1 billion

after taxes.

She has buy ratings on all five, including dendale, though she
cautions that any final damage verdicts are at |least two years off. If
t he deci sion had gone against the thrifts, she says, the only two that
woul d nerit buy ratings on purely fundanental grounds would be D nme and
Cal Fed.

M . Theur kauf of Keefe Bruyette is especially bullish about the
decision's inmpact on the thrifts. Yesterday, he raised his ratings of
Long Island, Coast and Dime to buy fromaccunmul ate. He reiterated his
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buy rating on Astoria Financial and raised Cal Fed to attractive from
mar ket perfornmer. But he too has only a market performer, or hold,
rati ng on d endal e.

"The Suprene Court's decision is strongly worded," he says. "It wll
enpower the thrifts and add to the strength of their clains for
damages. "

Long Island, he says, could go to 40 within a year from yesterday's
32 7/8, Coast could go to 45 from34 1/2 and Dine could go to 17 from 13
3/4. He calculates that Coast, for exanple, stands to gain $18 a share
if it gets the damages he expects it to receive. But based on his
cal cul ation of the stock's fundanental value, he figures that the market
isonly crediting it with an extra $11 for the expected danages. In
d endal e's case, he figures that nost of the expected gain already is in
t he stock.

Jonathan E. Gray of Sanford C. Bernstein says thrifts stand to
benefit from several positive devel opments over the next year or two,

i ncluding this decision, potential acquisitions, and a possible federal
decision to stop making them pay insurance prem uns for deposits. But,
less optimstic than M. Theurkauf, he figures a |lot of these

devel opnents already are priced into the stocks. He says he isn't
recommendi ng any thrifts aggressively today.

Anal ysts say nore than 100 thrifts and other institutions could
benefit fromthe decision, but many are insolvent and no | onger are
publicly traded. So their reconmendations tend to focus on a short |ist
of about 15 large, widely traded institutions.

Canpbel | Chaney, who follows thrifts for Chi cago-based brokerage firm
Rodman & Renshaw ABACO, is a bull. He says the court of clains has
indicated that it will nove quickly to award danmages, and that in the
past it has been favorably inclined towards financial institutions.

G endal e could receive its noney by early next year, he says.

He thinks that one of the institutions that could benefit nost, for
its size, is a small Spokane, Wash., thrift called Sterling Financial,
whose cl ains are unusually high conpared to its total market
capitalization of less than $90 million

The d endal e Effect

Thrift stocks that could benefit fromthe Supreme Court's d endal e
deci si on announced Nbonday

STOCK CHANGE
SI NCE 6/ 27
THRI FT (percent)
H F. Ahmanson ( AHV) + 2.8%
Astoria Financial (ASFC + 2.8
California Financial (CAL) + 2.8
Charter One (COFl) + 0.4
Coast Savi ngs (CSA) + 8.7
Di ne Bancorp (DVE) + 7.8
d endal e Federal (G-N) + 9.2
Long Island Bancorp (LI SB) +11.2
St andard Federal (SFB) + 0.7
Sterling Financial (STSA) + 2.7

First Nationwide in Talks to Buy Cal Fed Bancorp
By Steven Lipin
Staff Reporter of The WAll Street Journa
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LP First Nationwi de Bank FSB, controlled by New York financier Ronald
Perelman, is in talks to acquire Cal Fed Bancorp for between $22 and $24
a share, or roughly $1.15 billion, say people famliar with the
si tuati on.

Tal ks are ongoi ng, but no definitive pact has been reached yet, these
peopl e say. Frank Mdore, a Cal Fed spokesman, said yesterday he coul dn't
conment. A spokesman for First Nationw de al so declined to coment.

TD The transaction would create the fifth biggest thrift in the U S.

with over 230 |locations and $31 billion in assets. First Nationwide is
strong in Northern California, while Cal Fed's strength is in Southern
Cal i f or ni a.

"It makes good business sense, it's conplenmentary,” said Canpbel
Chaney, an anal yst at Rodman & Renshaw I nc.

The possibility of a sale cones as consolidation is picking up anong
West Coast thrifts. On Monday, Seattle-based Washi ngton Mutual |nc
agreed to purchase Irvine, Calif.-based Anerican Savings Bank in a
transaction valued at $1.36 billion, and many experts are predicting a
pi ckup in takeover activity. The California economy has rebounded, and
both in-state and out-of-state institutions want to build up their
presence.

Stephen Trafton, chief executive of rival dendal e Federal Bank, told
anal ysts in a conference call yesterday that he woul dn't be surprised to
see another acquisition of a California thrift in a matter of days,

t hough he wasn't specific.

Both before and after the announcenment of the Washi ngton/ Anerican
Savi ngs purchase, shares of Cal Fed were clinbing on very heavy vol une,
a sign that word of the tal ks may have | eaked out. Yesterday, 935,000
shares traded hands on no news, conpared with average daily vol une of
about 223,656 shares. The stock hit a new 52-week hi gh, changi ng hands
at $20.125, up 25 cents, in New York Stock Exchange conposite trading
yesterday, and is up over 15% since July 15.

The transaction under discussion is said by people famliar with the
situtation to be a cash acquisition, though it's unclear how First
Nati onwi de, a unit of M. Perel man's MacAndrews & Forbes Hol di ngs Inc.
woul d finance the purchase. M. Perelnman has had little difficulty
rai sing noney for previous transactions.

Al so uncl ear is how Cal Fed shareholders will be conpensated if
federal regulators are required to pay cash back to thrifts as a result
of a recent Suprene Court ruling. In early July, the high court ruled
that the government had to pay thrifts for damages caused by Congress's
deci sion to change accounting rules that induced themto take over
failing savings and | oans.

"That could be worth nothing, or $10 a share," said M. Chaney.

Cal Fed, the Los Angel es-based hol di ng conpany for California Federa
Bank FSB, is a $14.3 billion-asset thrift with roughly 125 branches and
offices. Once close to the brink of failure, the conmpany's financia
condition has turned around under Edward G Harshfield, the conpany's
chi ef executive. The stock is up 44%in the past 12 nonths, according to
Basel ine, a New York financial data concern

First Nationwi de, with about $17 billion in assets and with 117
branches, is an acquisitive thrift based in San Franci sco. Purchased by
MacAndrews & Forbes in 1994 from Ford Motor Co. for $1.1 billion, the
conpany | ast year purchased SFFed Corp. for about $250 million
Dal | as- based banker Gerald J. Ford, chairman of First Nationw de, holds
a roughly 20% stake in the thrift.
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"They' ve said on nunmerous occasions that they want to buy thrift
franchises in California," said M. Chaney. Alluding to M. Perelman's
ability to raise financing on Vll Street, he said "they have the
acqui sition muscle and the desire.”

That Cal Fed is worth $1 billion or nore could not have been
predicted a few years ago. The bank was on the brink of collapse in the
early 1990s, hurt by the rise in real-estate | osses and the econonic
woes in California. In Novenber 1992, the conmpany's stock hit $2 a share
and the bank had a market val ue of about $50 mllion. But the conpany
averted governnent seizure and possi bl e bankruptcy filing through a
series of maneuvers. It exchanged $159 mllion in bonds for a 79%equity
stake in the conpany. It had about $1.22 billion in nonperform ng assets
at the tine.

In 1993, Jerry St. Dennis, Cal Fed's chairman, was ousted and M.
Harshfield was brought in as chief executive. Soon after Cal Fed began a
process to sell $1.3 billion in nmostly bad | oans, raise equity and take
other steps to strengthen the conpany's financial situation. In March
1994, it raised $173 mllion in preferred shares, and anot her $195
mllion through a rights offering. It sold $3.9 billion in deposits in
Fl orida and Georgia. The conpany has had two years of earnings growth

M. Harshfield "saved the institution, and has been building the
health of the organi zati on back ever since,"” said M. Chaney. "And he
owns 300, 000 stock options."

Cal i fornia Consolidation

A Look at Cal Fed and First Nationw de

FI RST
CAL FED NATI ONW DE
ASSETS: $14.3 billion $17 billion
BRANCHES: 118; 88 in Southern 117; 90 in California,
California, 24 in 24 in Florida and

Northern California three in Texas
and six in Nevada

MARKET SHARE: 3.9%in L.A County N. A
HEADQUARTERS: Los Angel es San Franci sco
Sour ces: Baseline, company reports

Cal Fed, First Nationw de -2: Nanmed California Fedl Bank>CAL
01/03/97, ET 18: 36

Dow Jones News Service

(Copyright (c) 1997, Dow Jones & Conpany, Inc.)

SAN FRANCI SCO ( Dow Jones)--First Nationwi de Hol di ngs Inc. conpleted
its purchase of Cal Fed Bancorp Inc. (CAL) and its California Federal
Bank unit.

The nerged bank is called California Federal Bank

In a press release, California Federal Bank said First Nationw de
Hol di ngs' nanme will not change, nor will that of the bank's nortgage
unit, First Nationw de Mrtgage Corp

California Federal Bank said the conbined institution has about $30
billion in assets.

While the nerger is effective today, California Federal Bank said,
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First Nationw de Bank branches won't adopt the Cal Fed nane until the
weekend of March 21, when all accounts fromboth institutions will be
converted to one system Effective March 24, the conpany said, custoners
of the old California Federal Bank and the old First Nationw de Bank
will be able to conduct business at any of the new Cal Fed | ocations.

After the branch consolidations in March, the conpany said, the
conbi ned bank wi |l have 229 retail branches.

As reported July 29, each Cal Fed Bancorp shareholder will receive a
cash paynent of $23.50 a conmon share, for a total estimated cash
consideration of $1.2 billion, plus a new security representing a right
to participate in the cash proceeds, if any, recovered in California
Federal Bank's pendi ng breach-of-contract |awsuit agai nst the federal
gover nnent .

Sharehol ders will receive one participation certificate for each 10
conmon shares of Cal Fed Bancorp held at the tine of the closing. The
conpany said it expects the new security to trade on the Nasdaq Nationa

* Mar ket under the synbol "CALG."
At Sept. 30, First Nationw de Hol di ngs, parent conpany of First

Nat i onwi de Bank, had about $17 billion in assets and $9 billion in
deposits. Cal Fed Bancorp, Los Angel es-based parent of California
Federal Bank, had about $14 billion in assets and $9 billion in
deposits.

HD First Nationw de Buys Cal Fed

PD 01/ 06/ 97

SN The Vall Street Journal, PG A7

Cy (Copyright (c) 1997, Dow Jones & Conpany, Inc.)

LP SAN FRANCI SCO -- First Nationwi de Holdings Inc. said it has conpl eted
its previously announced $1.2 billion acquisition of Cal Fed Bancorp
I nc.

The nerged thrift, which First Nationwide said is the nation's
* fourth-largest, will be called California Federal Bank, or Cal Fed. Four
Fi rst Nationw de branches and three Cal Fed branches will be closed in
March, when the nane change will take effect and all accounts will be
converted to a single system

HD First Thrift Regulatory Goodwi || Case Set To Begi n Monday

PD * 02/21/97, ET 14: 48

SN Dow Jones News Service

Cy (Copyright (c) 1997, Dow Jones & Conpany, Inc.)

LP * WASHI NGTON ( Dow Jones) --d endal e Federal Bank is set to open its case
in federal court Mnday, seeking to win back $1.4 billion the thrift
says it lost when the governnent in 1989 disall owed the use of
"regul atory goodwi Il ."

* The dendale case is the first to go before U S. Federal dains Court
Chi ef Judge Lauren Smith, and is expected to set the stage for future
cases brought by simlarly affected thrifts.

TD The goodwi || cases date back to the early 1980s, when the Federa
Savi ngs and Loan Insurance Corp. encouraged healthy thrifts to take over
i nsol vent ones by allow ng the favorable goodwi || accounting treatnent.

Under the plan, the strong thrifts were allowed to depreciate over 40
years the | osses of the aqcuired institutions. But Congress in 1989
ended the practice, forcing the thrifts to wite off the regulatory
goodwi I | over five years. Sonme thrifts had enough cash to ride out the
storm but many others fail ed.

The issue was reopened in July when the Suprene Court ruled that the
government breached its agreenent with the industry and was |iable for
damages. The clains court was ordered to deci de how much each
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instituti on was owed.

At a pretrial hearing in Decenber, Judge Smith ruled that d endal e and
the other thrifts may enploy the so-called "lost profits” theory in
seeking restitution fromthe governnent.

Under the theory, the government would have to pay the institutions
for all the profits they would have earned if the regul atory goodwi ||
practi ce had never been halted.



