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September 1, 1986

A TABLE RATE MORTGA CHEAPER/SAFER
July Bé: 22% taking adjustables versus 78% fixed.
Fixed are priced at an average of 2 points higher.

Rates on conventional lcans have become quite competitive with
adjustable rates because there 1s a much bigger secondary market
for conventional loans. Institutional 1nvestors also prefer to
investments that have a fixed rate of return.

Lenders, who prefer to write adjustables for own portfolios,
complain that they are a t a disadvantage because the secondary
mortgage market 1s dominated by nonprofit, Govt.-backed
corporations.

Low rate adjustables responsible for pulling housing market out
of slump.

Better to have gone adjustable over last few years bec. rates
have been trending down.

Goerens given choice between two mortgages> One was at 9%
adjustable whose interest rate would be adjusted within a range
of 2 percentage points, every three years. The other was a
conventional 30 year mortgage with a 10 3/8% percent fixed rate.

1f one assumes that rising rates would push the adjustable’s
rate up two points every three years, a borrower s monthly
payments would be $70 less than the conventional mortgage 1n the
first three years and $28 more than the payments for the
conventional mortgage in the second three-year period. Thus, the
adjustable mortgage payments would be slightly cheaper over the
whole six years and the adjustable borrower would have saved $700
in fees.

Assume that the adjustable borrower put his savings,
totaling $3200 in the first three years, 1n a bank account
earning S.5% interest. When the adjustable and conventional
loans were again compared the adjustable was less expensive for
Jjust over eight years for borrowers in three tax brackets used,
2S%, 33%, and SO0%.

Adjustable loans are often easier to unload than
conventional loans.




3 = lnskl!udonal
- Credit Risk '
and the

';a Appraisal
B3 _ 2 Process

[n earty August. Equity Programs
Investment Corporaton | EPIC)
failed to make 2 51.5 million pay-
ment to owners of mortgage-oacked
securities | MBSs1 issued by the
firm. This began a caain of events
that couid cuiminate in EPIC's de-
{ault on over 1.5 billion i MBSs.
the collapse of a closeiy reiated
savings and loan. and the {ailure of
several major mortgage insurance

companies.

The EPIC situation has created
the most senous threat to the mort-
gage insurance ndustry since the
Great Depression. Uniike the cn-

sis Of that era. however. the calpnt
TN (RIS IAS(ANCE IS NOL the eConomY.

jé7 the instrunional credit
3K related to appraisal pracuces.
=

The EPIC Tale
EPIC began operations in 1973 by
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pufehse model homes from devel-
IR TETSVEr Romes Al

opers Homes tRat
butiders were unaote roselt The™
P oS Tll mes
BV issuing mortgages which EPIC
pooted 3nd 7é5old 15 FOTFage

backed secunues. The limited pant-
ners received tax denetits. the
buiiders soid their modeis and lert-
overs for quick casn. and EPIC
profited irom :ne assoctated fees.
[n it first ve: 1C 2armnersnios
Sought o3 homes: oy (9% (e part-
nersmips owneu 20.404) Somes worth

fAumes it :ne Latcoated prve
Anen (he et JarmeTIIOs Ma-

The rental income from the

homes was typically insuificient 10
meet the payments on the mortgage-

backed securities. so EPIC sought
additionai funds {rom vanious
sources. including loans from
EPIC’s parent company. Commu-
mty Savings and Loan. These -
nancial supports had already
weakened by this summer when
Community was required [0 cut its
ties to EPIC in order (o qualify for
FSLIC insurance. When it lost ac-
cess to Community. 2 major source
of additional funds. EPIC #thheid
payments on its mortgage-backed
securities as it attempted O re-
structure 1ts cash flow.

The Threat to Mis

The firms that insured morigages
on EPIC's properties fear that the
values of the homes EPIC pur-
chased were inflated and thata
disproporuonate share of the prop-
erues will end up in foreciosure
proceedings. If this occurs. the in-
surers iear the sale of the proper-
ues will not generate sufficient
income 10 cover EPIC’s obliga-
tions to holders of its mortgage-
backed securides. The insurers
would have to make up any shortfall.

Fauity Appraisals
;%%ﬂf_’mw
tl s by

praised vaiue of pied.
single-Tamily homes is typicaily

‘t:'wms.m the
Somes that EPIC purchased were

either modeis o lettovers. tus
mettiod may be inappropnate. Few
if anv comparablés mav be avaii-
able ‘or mudels since they are (e
irst 0 Oe Sutit. Lettovers are the
Tomes that couid 20t be soud 1t the
shing price. Comoanny them
Jomes soid at Market pRces ov
«alues them,

ST Comparaies aresens I

inancing conceassions Jre avon
Bevause 4 pUrtion of the \aiue of
e (INANCING 1 DUt VRS e Nou
Arice. APPFANIe TISed oA .-.‘n\o

rabies overstate resale values with-
out special financing.

The vie that “owner-occupied™
is synonymous with ~single-fanuly ™
and “rencai” is synonvmous with
~mulufamily” aiso contbuted ©
the prooiem. While owner-occupied
homes are appraised principaily by
using comparabies. rental proper-
ues are appraised prncipally by
discounung cash flows. Single-
famuly homes rarety rent for enough

ave. 2s they are (0 OWNer OCCUPANIS.
who look for both tax breaks and
the Amenican Dream. Although the
EPIC properues were single-famuly.
they were not owner-occupied.
EPIC purchased the homes and
leased them (o butiders or other
tenants. The homes. therefore
wouid have been overvalued if they

cash rebates. zilegedly upwards of
22 percent of the purchase price.
For nign lcan-to-value ravo loans
=13 EPICs typically were—on
overvalued properties. the mort-
gage msurance claims are likely 0
exceed the property values. The
losses 1o the insurers could
5% particuiariy Righ in this ins@nce
Secause (he limited partners, un-
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Appraisal
11/28: General concern inadequacy/loosely
controlled. EPIC: 1/3 of 250M appraisers belong
to association.
Should there be a national licensing scheme?
Doug Barnard Hearings: D-6A. Barnard has
identified shoddy appraisals as one reason for
thrift collapses. Certification exam? Like CPA?

Certification: Police by idj. group,
No huge reg. apparatus.

OR

Licensing cumbersome, but keeps bankers honest.
Only way to eliminate fraud?



MEMCRANDUM TO: Steve Taylor | -
i ) L

FRCM: Norman D. Wood /- ~ .
DATE: January 24, 1986

RE: Industry Appraisal Issues

As an output of the December Review, you asked that I £ill you in
on the issues concerning mortgage appraisals.

Fair Market Value does not accurately reflect the cash value of
property

° Sales concessions, finance points and seller/builder.
contributions all play a role in inflating the appraised
value. While this has always been a problem, the advent of
low inflation rates and a flat or non-existent appreciation in
some markets has again made it a major concern.

“ FNMA has tightened underwriting standards (lower ratios,
reduced seller contribtuions) to solve its appraiser "risks"
on 91 plus LTV loans. Freddie Mac is looking to solve its 91
plus LTV "risks" through adoption of a cash equivalency
appraisal approach. The definition of market value would be
revised to require lenders, when ordering appraisals to
provide the appraiser with all the financing data including
special financing arrangements. Market value determinations
would include payments "made in terms of cash or in terms of
financial arrangements equivalent to cash". This would affect
builders the most, due to their adding buydown and special
financing arrangement costs into the sales
price. Major objeCtion to Ehis approach is the appraisers'
ability to adjust the value of comparable home sales,
information is difficult to obtain and in some markets may not
exist. The Federal Home Loan Bank Board is supporting this
cash equivalency approach.

Every organization has_its own appraisal "standard" form

The Veterans Administration (VA)and the Federal Housing
Administration (FHA) plan to use a common two page appraisal
form (sometime in 1986) in an attempt to bring
standardization. Despite this, both FNMA and FHLMC each plan
on using their own different form.

Currently there exists over 16 different organizations tha:
i te appraisers.

Bach of the organizations have a wide variety of standards.
Some require up to 60 hours of classroom work and a qualifyi
exam, others a college degreee, in lieu of classroom training.
Some will waive the qualifying exam for experience
Standardization of both experience and educational
requirements are a must if any type of consistency is to be
achieved.

As long as a borrower's equity in a home plays a key role in
whether a mortgage is likely to go bad, the appraiser's
ability to determine a true market value will be critical.
It seems to me FNMA/Citicorp have taken the only safe
approach---limit 91 plus LTV loans.

It is a rare occasion to see an appraised value much below the

sales price. A 5% "cushion" without a rapidly appreciating
market is like making an unsecured loan at a discount.

xc C. Cooper
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T January 29 1986

Bankers Survey - Forecast '86. Survey by
congressmen, regulators etc.

* 90% see major failure in 86
* Inside bet is Texas energy bank

* 81% believe thrifts will require major
financial assistance

* 72% believe serious problems will arise in 1986
because of the banking industry's exposure to
foreign loans.

* Mexico's ability to handle debt load will
evaporate my mid-year. Such a development, the
respondents indicated, would pose large questions
about whether regional banks will continue to roll
over their Third World loans and whether U.S. banks
will respond to Treasury Secretary James Baker's
request for a $20 billion increase lending to
developing countries.

* Risk is that failure to address international
debt situation could result in Congress considering
a major restructuring of the financial institution
industry in a crisis atmosphere.



Bankers Rank
Success Factors [
In 1990

Top3 Suct_:ess Factors

Other Sucess Factors




RETAIL BANKING DEVELOPMENTS

Retail Banking Developments:

Last 4 years (Braddock)

ﬂ? Deregulation - changed the price value
equation and forced banks to be smarter
on price and cost.

Coming of age of financial service
business.

° Building of national banking
infrastructure almost in anticipation of
full interstate banking:

ATM sharing

Regional Compacts (with triggers)
Home banking

Cards (national)

° Beginning of Relationshieépanagement
orientation: ud
Focus (/207
CMA .

Next 4 Yearg

° Solution to geographic issue

_° _Industry consolidation
° How will integration fill out Sears, AMEX
° People (good) influx

Respect Regionals! They have the customers.




New Kra
in Bank
Marketing

by
Richard S. Braddock
Sector Executive
Citibank/Citicorp
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Newe ISvain Banle Mavlkecling

s you know, I work for Citicorp. Though 1'm

deseribed as banker, at heart I'm still a mar-

keting person. So 1 can honestly say I'm glad

Lo be here, and to have the chance to take part
in this conference.

We're all aware of the major changes banking is going
through, which may suggest a new era for bank market -
ing. Curiously, and in a round-about way, we seem Lo bhe
getting back to the roots of modern banking. IHistorians
trace the history of the industry back to the merchants of
Renaissance Venice, who gradually left the life of {rade
for that of finance.

e In the United States, the first great bank was founded
by the merchant Stephen Gerard.

* A group of merchants, led by Colonel Samuel Osgoand,
founded Citibank in 1812.

* The oldest U.S. investment bank, Alexander Brown and
Sons, was started by a Baltimore trader:

* Even the stately house of J. 2 Morgan began with a
fortune earned in dry goods.

* The same pattern is true of many of the greal houses of
Europe. We can see this in the term “merchant bank”
which is still used thronghout the world to deseribe what
we call an investment bank.

Newe Compeliton s

Today, while banks are confined just to banking—re-
tailers and merchants, instead of leaving trade for fi-
nance, are free to combine the two. And many are doing
Just that:

* Retailers and oil companies have nof only antomated,
but used their electronic systems to enter into new finan.
cial businesses.

You ean get socks, stocks and a eredit eard ealled
“Discover” at Sears; a six-pack of heer and (') at 7.
Eleven, and gasoline and cash from an ATM at yourlocal
gasoline station.



e Retail stores account for 6O pereent of all eredit cards
issned. They provide ongoing eredit to 24 million more
customers than do banks and oil companies combined.

e Over 40 million people have the Sears eredit card.
That's more domestie eredit accounts than American
loxpress or any individual issuer of MasterCard and
Visa. And Sears Savings Bank has a real equity worth
of six pereent of total deposits, compared with an average
for the savings and loan industry of slightly more than
{wo pereent. 2

e Bank of America has 2.1 percent of the almost $2
trillion VLS. consumer deposit base. But Merrill Lyneh—
“wilh 1.8 percent—is eatehing up fast.

e General Motors Aceeptance Corp. is the second-biggest
mortgage banker in Ameriea. It has the largest share—
37 pereent—of the nation's $1.3 trillion market in con-
stmer debt, which ineludes commereial paper operations.

In faet, more and more consumers are getting their
credit and loans from non-banks. In 1964, banks held
more than 57 pereent of the nation's financial assets,
according to the Federal Reserve. Non-banks—S&ls,
credit unions, insurance companies, finance companies
and others—at that time held slightly less than 43
pereent.

Today, the numbers have significantly shifted. As of
June 30, 1985, according to the latest figures from the
IFed, non-banks have 67 pereent of the country’s finaneial
assets, banks 33 pereent. And these figures tell only
part of the story; sinee they don’t inelude the finaneial
activities of retailers, manufacturers, oil companies and
other firms in non-financial industries.

As a banker and marketer, who sells finaneial services
and produets, my job at Citicorp is cut out for me—as is

{ovours,

Z="Was the past easier? We had fewer choices then. It
wasn't too long ago that if we wanted a telephone, we
called Ma Bell. After all, it was the only game in town.
We bonght Ameriean cars, and flew on any airline sinee
the prices were all, more or less, the same. If we wanted
to save money, we put it in a passhook savings account




and got 5% pereent at any bank anywhere in the United
States. It was easy for the marketplace to act when the
choices were limited.

But. competition, inflation, the oil shocks of the 1970
and the new information technology changed all that.
Deregulation of telecommminications combined with de-
regulation of banking, transportation and other indus-
tries is ereating a new husiness environment. Many of

/l 2 okl rules are no longer working.

W’TdfTﬂ“h ppering is that market identities are heing
/ redrawn along boundaries defined hy distribution net-
[ works and techinologics, rather than by (raditional

“

\functions” o
What does all of this mean for us? | hope some of the

messages are already evident:

o that we must think more and more like retailers as we
approach our customers,

* ourvarious strategie plans will literally bet onr institu-
tions and our careers, and

e the management of change will e our constant com-
panion as we move into the future.

But beyond these broad messages, there is a new set of
challenges—driven by marketing—which will separate
the winners from the losers over time. il like to diseuss
several of these today.

New Procduet
Development

The first is the inereased importance of onr role as
new produet developers. Up to now, the TLS. government
has developed our produets. It has done this by deregn-
lating one produet after another, often with nnprediel -
able timing. In the future, now that nmeh of the produet -
line deregulation is complete, we will have to replace the
government, and build on onr own new packages of
produets and services,

Deregnlation, competition and technology have cre-
ated a new consumer serviees industey, and with it a new
set of opportunities. Citicorp, for example, is not just a




bank. We see ourselves as a worldwide financial services
organization, which wants to bhe allowed to compete
freely with banks, brokers, insurance agents, real estate
people and all the others who sell financial produets and
services.

Put simply; the new era of bank marketing must build
on the momentum we already have but it must branch
out. Basically, consumers still buy produets one at a time,
hat many of them also tell us, for instance, that they are
comfortable buying insurance—and stocks—from
hanks. They also tell us that they have major problems
with cach of the major players in the financial service
industry today—banks, insurance companies, brokers.
The door is open for an innovative solution to our cus-
tomer’s needs.

Nalional
Infrastructire

This leads direetly to two more of our challenges:

1) the building of a national banking infra-sstructure,
and

2) the introduction of a relat ionship management
orientation,

Iirst, we are developing a national banking infra-
strueture for the financial serviees industry. Federal
laws, by and large, still don't allow banks to take deposits
across the country. The inequality and inefficiency of
this situation, as well as the banking needs of so large
and diverse a nation, are finally heing recognized.

I anticipation of a national banking system, we are
seeing the grow(h of g support base to allow that to
happen—and the beginning of an inevitable consolida-
tion of the industry:

* So far five states have opened their borders to banks
from anywhere,

* 17 states have enacted laws allowing their banks to
enterinto regional compacts and another six are likely to

< Coae
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allow nationwide banking in two (o three years.

* Bank mergers across state lines are occurring practi-
cally every day. And many banks, inchiding us, are
quickly setting up shop in those states where we are
allowed to do business.

* Thousands of banks, inchuding us, have joined a variety
of ATM sharing networks nationwide. These shared net -
works allow our customers (o geteashin various parts of
the country.

* Plastic eards a) ready have a national as woll ag interna-
tional customer base, The overwhelming majority of
Citicorp’s Bankeard, as well as jts eredit, private lahel,
and travel and entertainment card enstomers are outsicde
New York state.

What's developing is a mixed distribution system for
financial services. Such a system includes traditional
elements like branches, as well as ATMs, telephone and
mail. It's supported by avariety of plastic eards carrying
arange of packaged produets (o build geographic reach,
It will also have state of the art clements such as new
types of terminals for home and office distribmtion. A
it won't and can'( be e off by arbitrary laws or stafe
lines.

It may be a smart tactie for some hanks (o fight rear
guard regulatory actions in the face of these changes.
But the marketing discipline should take change as a
given, and figure how (o cope, or even better, capitalize
on new opportunities.

An interesting survey was just compleed wherein
customers voted 57 (o 36 pereent on favorable/un favor--
able scale in support of unlimited interstate banking. 11
our job as marketers s satisfying customer’s needs, isn't
the long-term answer obvious?

Relalionshiy)
Meanagement
The second development, relationship management i«

leading to a changing saleg process. For the most part |
banking is still a produet-driven industry: Bankers waif



for customers to come to them, and buy whatever is on
their shelves. But we are seeing the emergence of a rela-
tionship management orientation. Packaged products
and’serviees—NMerrill Lynel’s Cash Management Ac-
count and our Foeus Account, for example—are being
sold.

In fact, the capability is here for banks to render a
complete menu of financial services to any individual in
the world. Phrases like “relationship banking” or “cross-
selling ™ are shorthand for a wide variety of services that
hanks wish to offer their customers.

This relationship eapability is putting added pressure
on onr oulinoded regulatory system, driven in part by
our customers who are heecoming more informed, sophis-
ticated and demanding with each day. In order to be
financial services companies consumers want, banks are
fighting havd to get into insurance, real estate and se-
curities, while these firms are entering the banking
business.

More Complerities
m Marvkeling
Responsibilities

But relationship sales are not easy, and they aren't
coming quickly. Consumers resist putting all their eggs
in one basket. The process of getting them there is itera-
tive, and probably requires intense eross-selling over
time, Moreover, it won't happen until we can master the
complex, elusive sales process hy putting clear, valid ben-
efits on the table in the aveas of price, superior informa-
tion and service. And we'll have to learn to set our
management language in oa different context: not just
profitability but also customer relationships, eustomer
penetration and depth, and market and market segment
shares.

Our sales orientation must be built around customers,
not teehnology. While we may all love what technology
can do for us, our customers may not share our
enthusiasm.



Applicalion
of Technology

Technology—particularly, its use to help us furthervour
goals—is my next challenge.

Onee a technological breakthrough is known by people
in search of applications, then a second ereative proces
starts that will put the new discovery to work, to either
solve an existing problem or accomplish a new thing that
cannot now be done. Too often we forget these two devel-
opment processes have separate time frames.

For example, the telephone was seen as a uscless toy
for many years. lts commereial application vequived a
major educational effort on its henefits to the user:

The key message is that hoth of these processes—the
invention and the search for its application—have to take
place to make change a commereial veality:

As an industry, we have suceessfully put technology to
work for our eustomers in many areas, but it is important
we remind ourselves that technology by itself is elearly
not the answer.

In our rush for new and better ways of doing things,
let’s not forget the many finaneial services “revolutions™
that were just around the corner, but never quite lived up
Lo our expectations.

You know them as well as [:

e The “cashless™ and “checkless”™ societies have not ar-
rived; in fact, check use is growing.

o AT'Ms have not replaced branch banking.

o The videotext explosion looks great on paper, bt we are
a long way from understanding how to make it meaning-
ful for our customers.

o And even home banking is way hehind “sehedule”

All these supposed revolutions were pereeived (o he
imminent. The main reason they haven't worked is that
the customer decided our great idea wasn't so hot —at
least not yet.

What we've learned at Citicorp is that technologiceal
change requires its own pace, its own rhythm, its own
calendar: The consumer benefits mst he proven every




step of the way: It sometimes takes hundreds of tests and
simulations to get the technology right, and most of the
time “getting it right” means seeing how the customer
interacts with the system, rather than just seeing if the
system works,

In New York, we have a development lab, which allows
us to test consumer responses to new produets and ser-
viees hefore we offer them to the publie. The lab is
equipped to deal with simulation, iterative produet de-
sign, ergonomies—where we ean test and refine the in-
teraction between eustomers and employees.

This is not a panacea, but it serves us well. We brought
2300 consumers through this lab to help design our
antomatie teller machine program in New York. Today,
some 70 (o 80 pereent of our customers use them, which is
more than twice the national average.

We test about 20 new coneepts every year. In today’s
environment, [ helieve it improves our chances of sue-
cess, reduces our chanees of failure and permits us to
reach fora high standard for our new produet offerings.

Tons, the inherent value of technology is obvious. The
banking business, while based on money, thrives on in-
formation. Our customers want information as well as
ash, and teehnology allows us to dramatically inerease
our capability to provide that information in a reliable,
tunely fashion. But technology doesn't tell us how to do it
right .

My next challenge gets closer to the core of what
marketing is all about, beeause in today's media world,
we face a communications challenge—namely, the prob-
lem of getting onr message across. Can we penetrate the
inereasing competition in advertising messages? “Media-
Trends™ magazine reported this year that the average
consumer is inundated with 230000 commereial mes-
sages annually and hears 18000 radio advertisements.
I rom 1975 to 1985, the number of TV eommereials in-
creased A0 pereent. Over 75 pereent of these commereials
have shifted from 60 to 30 second ads. And now the
consumer is faced with an inereasing number of split
30, Today, prime-time advertising on television takes 14




to 15 minutes of each hour. Is it any wonder that only 20
percent of Ameriean consumers can remember the mes-
sage in aT'V ad the next day?

This new environment presents a clear challenge tous
as marketers.

Corporale Inage

And what about image? How well can we as marketers
develop eorporate identificat jon as well as a coherent and
effective company image through the major organiza-
tional changes, new acquisitions and opportunities for
geographic expansion that are ocenrring within the
industry?

American Express, Prudential, Sears, JC Penny and
Merrill Lyneh rank very high in public awareness. Ae-
cording to a reeent study, over 85 pereent of American
consumers heard of these companies and the serviees
they provide. However, relatively few sayv that they are
familiar with the various commereial banks, particulary
if they live more than a few miles from the banks” pri-
mary market.

The public must heeome familine with onr name and
image if we are to suceeed in selling them our serviees
and produets. 1t will be our Job to better understand the
characteristies of the image we want to project relative to
the competition on such measures as familiarity, reputa-
tion, produets and serviees offered, confidence, trust,
and consumer relations.

Seriviee

All this brings us to what the enstomer is really look-
ing for—timely, reliable service. The role this should play
inour strategies is my next chatlenge.

Can we sell serviee? Canwe differentiate onrselves by
the quality of our serviee, maintaining high standards in
each and every customer transaction? 1For Citicorp, that
means billions of individual transactions worldwide,

We all give lip service to maintaining the highest




standards of acenracy, responsiveness and courtesy to-
wards our enstomers. But recent studies have shown that
banks are weak in these areas. For example, 73 percent
of card-holding consumers say Sears does a better job
than banks ol handling card-related problems.

When you sell a financial serviee, you have to resell it
every day by delivering good support serviees. In other
words, it's a contractual obligation with your customer,
not a it sale—like going into the supermarket. and
buying Jello, for example. This finaneial obligation ents
adot deeper than it does for a packaged goods
mannfactarer

Also, money worries and frightens people. They're
usually not relaxed when you deal with them, and this
adds to our problems. While service is important in any
industry; it's certainly more important in banking.

What counts is the quality of exeention. Senior man-
agement must not only be committed to it, but mmst
communicate that commitment through every level of the
organization. And you have to give your employees the
tools or capability to deliver the hest possible service,
Serviee is not delivered by miracles, but by lots of specifie
actions every day.

I this is done, serviee quality ean be an offensive tool
for hanks. While T believe it's marketable, T also believe it
won't he easy o accomplish.

Suceess will come to those companies which are able to
provide the interface that reliably gives customers what
they want, when they want, every day of the year and
from any location. This is no small task. And the invest-
ment levels required for this are growing exponentially—
for both the teehnology as well as for the effort to bring
the consumer along every step of the way.

People

Let me turn (o a last challenge—perhaps a threaten-
ingz one—the upgrading of onr people.

We have an attractive industry—$5.2 trillion in invest-
ments and outstanding balances, $150 billion in net cus-



tomer revenue, and a revenue base that's doubling every
ten years. And this industry compares favorably with
any consumer business I'm aware of.

The chance to build a relatively new, suecessful and
highly profitable business is drawing in more talented
people than ever before. They ave taking advantage of the
opportunities not only to ereate new produets and ser-
viees, but to develop and deliver (hem as well.

Our industry will require bank marketers to take
more and more responsibility. We are the foeal points ina
complex business process, sinee our programs inevitably
impact such elements as enstomer serviee, eredit losses,
regulatory reactions and the processing of volime. T
make matters even more difficult, we are working with
customers who look at financial services with much
anxiety.

These dynamies, coupled with the fact that of ten refail
financial services for banks have traditionally heen
staffed with prototypical corporate bankers—no insult
intended—make it certain that the industry will see a
further inflow of talent in future years. We'll not only
have to move over as they arrive but, in fact, we'll have to
play a leadership role in attracting them. Our story;
compared with other industries, is impressive—but only
with the new people can our highest goal be attained.

F'm optimistic about the future. We've come a long way
inashort time. We still have a long way to go. Thongh we
continue to suffer sethacks in regulation, technology and
serviee, I believe that eventually we will come forward
with new innovations and solutions. The marketing disci-
pline can and should provide the intellectual leadership
needed in financial services.

Thank you.
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wo months ago Seerelary Baker proposed a new

approach to the debt erisis—that countries grow

their way out of the debt problem rather than

attempt to shrink their way out of it. It was the
right message at the right time. After three years we are
all—debtor countries, international institutions, ereditor
governments and commerecial banks—suffering from
“adjustment fatigue” Seeretary Baker's proposal conld
give us all the second wind that we need in order to stay
the course and bring countries with debt-servicing prob-
lems back to the voluntary eapital market.

In talking about the debt erisis we all too frequently
forget how much progress we have made since the erisis
first erupted in 1982. Countries with debt-servicing
problems have slashed (heir current account deficits
from $66.7 billion in 1981 to $14.7 hillion in 1984, In 1982
problem countries’ real GDP shrank by 2 pereent. Today;
their GDPs are growing at a rate of about 4 pereent, or
about two-thirds of the rate of growth that obtained
during the years 1967-1976, before the erisis began,

Aecomplishing Thi

Task Ahead

Sinee 1982 industrial nations have initinted a recovery
from the worst recession sinee the 1930s. Growth is
again positive and the demand for developing count ry
exports is higher Inflation is lower and so are nominal
interest rates.

Sinee 1982 commereial banks, especially in (he United
States, have strengthened their eapital. They are in a
better position to extend eredit to developing countries,
should it be reasonable to do so.

Finally, sinee 1982 international institutions, espe-
cially the TMI have become more flexible in their ap-
proach to solving the debt-servicing problems of develop-
g countries.

In sum, we have made considerable progress toward
resolving the international delt erisis. But mueh more
remains to be done. And it is to Seeretary Baker's eredit




that he has sketehed out how we can accomplish the task
ahead of us.

The key element in Seeretary Baker’s plan is coopera-
lion—ecooperation among the four principal players in
the debt drama: the debtor-country governments, inter-
national institutions, ereditor-country governments, and
the commercial banks. Cooperation has brought us this
far and cooperat ion is essential if we are to accomplish
what remains to be done.

5ach of the four players has a job to do. Debtor-coun-
try governments must adopt and maintain market-or-
iented economie policies. Specifically, this means they
must maintain market-oriented exchange rates, interest
rates, wages and prices; they must adopt smnul mone-
tary and fiseal policies; and they must prmmllgnlv
;:m\\lh oriented struetural reforms, such as “privatiz-
ing” nationalized industries and pmvullng a better
climate for inereased investment, both domestie and
foreign.

As befits a general set of principles, they are necessar-
ily vague. Obviously, the actual economie policies coun-
tries will adopt under the Baker initiative should be
determined on a case-hy-case basis. But one (Iung is
clear IT countries are to grow, they must reward savings
and capital. Savers, be they foreign or domestie, will only
provide capital, be |t vqm( y ordebt if they Imw a reason-
able prospeet of receiving an .uh-qlmlv return. If coun-
tries are willing to veward capital, they can expeet do-
mestic savings to stay at home and foreign savings to
flow in.

With this in mind, there are several other important
steps—not specifically mentioned by Seeretary Baker—
that_debtor countries should take if they are to attract
development bank or commereial bank f'nmwlng'

* These countries should commit themselves to mak-
ing regular principal and interest, payments on out-
standing debt;

e Payment of existing obligations should in no way
become subordinate to payment of interest or prinei-
pal on new loans;




e No conntry should expeet net new financing when it
is unable or unwilling to meet its outstanding finan-
cial obligations.

All this may seem a tall order: And it is. But it is not
beyond the capability of debtor countries and their gov-
ernments. In fact, a switeh toward market-oriented eco-
nomie policies leads to a surprisingly fast and surpris-
ingly significant improvement in a country’s external
accounts. Mexico found this in 1982—-83, as did Brazil in
1982—84 and the Philippines in 1983-84. But countries
have to stick with the market-oriented policies that bring
about their improvement. As we have seen in Mexico and
the Philippines the process works just as quickly or
perhaps even more quickly, in reverse. Deviation from
market-oriented economie policies undermines the confi-
dence of lenders and investors in a country. That devia-
tion devalues the sacrifices that governments asked their
people to undertake for it makes reasonable investors
doubt that the government is able or willing to keep the
promises that it makes. Thus, in working theiv way out of
the debt erisis governments in developing countries
should bear in mind that lenders and investors place a
high premium on consisteney. Conntries that show eon-
sistent adherence to market prineiples can expeet to ve-
ceive the capital necessary to finance their growth;
countries that do not adhere to those prineiples, or de-
viate from those principles, cannot expeet foreign
lenders, or even their own domestie citizens, to provide
meaningful amounts of capital.

$20 Billion Neoded

i Neawl Three Years
If debtor countries have the courage to adopt and
maintain these reforms, the other players have an obliga-
tion to support their efforts. Specifically, ereditor-coun-
try governments should maintain non-inflationary
growth. Lower inflation will bring about lower real inter-
est rates and ease developing countries’ debt service.
Growth will inerease demand for developing countries’



exports and raise their ability to earn foreign exchange.
Together, lower interest and higher exports spell lower
debt serviee ratios and enhanced credit worthiness.

This, too, is a tall order; as anyone who has followed
the debate on the US, budget can attest. But we owe it to
ourselves, as well as to the debtor nations, to set an
example in adopting sound macroeconomie policies and
market-oriented tax and regulatory policies.

Needless (o say; creditor-country governments should
not offset the henefits of non-inflationary growth by
resorting to protectionist measures that close industrial-
country markets to exports from developing countries.
Creditor countries cannot demand that debtor countries
open their economies, if they are unwilling to open in-
dustrial markets to developing countries’ exports. Nor
can ereditor-country governments expeet banks to lend
to-debtor countries if regulators punish banks for mak-
ing those loans through taxes, reserves or capital re-
quirements.

International institutions mnst also support the devel-
oping countries that adopt and maintain market-or-
iented struetural reforms, Specifically, multilateral de-
velopment banks, such as the World Bank and the
Interamerican Development Bank, must switch from ex-
clusive reliance on making project finance loans as a
preferred ereditor to making structural adjustment
loans as a general ereditor. The recent joint statement, of
the World Bank and the IME indicates that they are
willing to move in this dirveetion. In dollar terms, the
multilateral development banks should increase their
gross annual lending hy 50 pereent, so that their net
eredit ontstanding o the fifteen Baker plan countries
rises by $20 billion over the next three years.

Finally, commercial banks ean and should extend a
similar amount of new eredit fo these same countries,
presuming that debtor countries, ereditor governments
and international institutions each do the job that, they
ave supposed to do. If developing countries adopt sound
policies, i ereditor conntries maintain non-inflationary
growth and refrain from proteet ion, and if international



institutions also lend in support of developing countries’
structural reforms, then the risk of loans to debtor coun-
tries will decline and it will be hoth profitable and pru-
dent for banks to inerease their exposure to these coun-
tries. Commercial banks are now working jointly and
singly to figure out ways in which they can safely extend
new credit to countries that take (he steps needed (o
make themselves creditworthy again. Bul commercial
banks are also working, and rightly so, to make sure that
they do not extend new eredit to countries that are not
credit worthy.

In summary, the Baker proposals have been well ro-
ceived to date. All the players have basically said: “I'm
willing, if you're willing” That's a good start.

Where do we go from here? Obviously, the first move is
up to the debtor countries. For the Baker plan to succeed,
debtor countries must be willing to take the nece ary
policy measures. Fverything else depends on that. For-
tunately, some countries are alveady moving in the right
direetion,

Debloys and Cyeditors
Must Worke Togelher

Eeuador has already taken many of the necessary
measures, inclnding the virtual elimination of its budget
deficit, divestment of a number of state-owned enfer-
prises, near-finalization of a nwlt year restrueturing,
and nearinalization of a significant World Bank sec-
toral loan for agriculture.

Argentina has also started {o make the necessary
policy changes. This is enough o make even the most
hardened skeptic take heart. A year ago no one thonght
that Argentina would take the steps that it did, and that
it would be political suicide for any Argentine govern-
ment to take those steps. But the Fact is that even after
imposing an almost unheard of austerity on the Avgen-
tine people, President Alfonsin retains his popularity. So
much so that his Radical party was able (o inerease its
Congressional margin in last month's eleetions.



Now it's true that not every political leader in the
debtor countries is an Alfonsin. But it's also true that the
Argentine president is not a global economist. What he is
more than anything else is a politician, using the arts of
polities to achieve what economists alone couldn’t hope to
accomplish.

The Austral plan, as it is called in Argentina, isn't a
panacea for every country with debt problems. But some
form of it, with local variations, could be. And with the
right kind of politicians to push it through and make it
stick, it opens up new hope for the people whose nations
have been straggling and striving through nearly three
years ol loan restrueturing and economie adjustment.

These hopes minst not be dashed. All involved in the
debt erisis—debtor nations, ereditor nations, interna-
tional institutions and commereial banks—must work
together to put the developing countries with debt servie-
ing problems back on the path to sustainable cconomie
growth. And I believe that we will suceeed for solving the
debt problem is plainly in the selfinterest of each of us.
As Seeretary Baker said in Seoul, “I'undamentally,
there is no disparity of interest....We have a common
interest in growth—sustained growth that rests on pro-
ductivity, innovation and investment. Let us begin our
efforts now.”
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n 1985 we have seen a great deal of movement in the
international debt erisis.
The current situation has attracted some ghim
assessments, as the press has reported. Patience
with economic adjustment. has worn thin, we read almost
every day. Political factors in some conntries have eroded
adjustment programs, with disappointing results on in-
flation, deficit spending, and trade balanees.

Looking back, there have been sethacks in some areas,
both due to aets of God and acts of man. Last year's
bright spots are, in some cases, this year's uncertainties.

Yet, I believe the overall situation is better than some
have portrayed it to be. A number of the countries af
fected by the erisis are making an cconomie comehack.
As a whole, countries with debt servicing problems are
now growing at about 4 percent a year, or nearly three-
fourths the rate from 1967 through 1976. Current ac-
count deficits are down to under 2 pereent of GDE, which
is better than in many countries whose eredit worthiness
has never been questioned.

The performance of the debtor countries adds np to an
improvement, overall, since we met a year ago. I feel this
establishes a reasonable basis for a few individual coun-
tries to begin preparing to return to the voluntary eredit
markets.

The Baker hutiative
Is A Weleome One

Against this backdrop, we have seen animportant new
development, and a weleome one, in the form of the Baker
Initiative. Introduced at the International Monetary
Fund-World Bank meeting in Seoul in October, this
proposal recognizes the need for the LDCs Lo grow their
way out of their debt problems.

As we have emphasized from the beginning, adjust-
ment is not an end in itself. It is only the means for
countries to resume growth on a less-inflationary, more-
sustainable basis than before the erisis began.

We are on the threshold of a new phase, a third phase,



in our work with the debtor nations. This phase, like
the first two, will be closely tied to individual country
performance.

If only the reality of negotiation and economic perfor-
mance were as neat as the deseription of the model.
IBeonomie adjustment is an intensely political process,
and the speed with which countries advanee depends in
large part on their will to do so. We must never forget the
political equation, particularly in Latin America. Many
of these countries are undertaking adjustment in a pe-
riod of one of the most significant political changes in
generations, with widespread movement from military
rule to democeracy. From time Lo time, delays are
inevitable. i

To review briefly, the first phase began with emer-
geney packages, rescheduling of maturing loans and
some new lending. This served to tide the countries over
as they began to ad just their economies, on the one hand,
and to keep ereditors in the market on the other.

Mexico was the first to ad just in this way. At the outset
of the de la Madrid administration in December of 1982,
Mexico introdueed an adjustment program, which the
following year allowed it to build reserves, cut inflation
and resume growth.

On the other hand, Argentina embarked on such a
program only last June.

Phase two is characterized by multiyear restructur-
ings for those countries that made progress in ad justing
their economies in phase one. A multiyear restructuring
eases the burden of debt serviee in the short and medium
term, postponing prineipal repayment until later in this
decade and the next, when it will represent a smaller
proportion of larger national economies.

On March 29, Mexico became the first nation to sign a
multivear restructuring, while Eeunador and Yugoslavia
are both scheduled to sign by the end of this month.
\enezuela, Urnguay and the Dominiean Republie should
do so at the beginning of next year.

The third phase is to promote a return to voluntary
lending, or as some have called it, “voluntary lending



with a push.”

We do not see a return to the massive cross-horder
bank lending for government accounts that constituted
such an historically large portion of LDC capital inflow
in the 1970s. As we now know, muech of those funds ended
up finaneing balance-of-payments and budget deficits.
Some short-term eredit was also used to finance longer-
term investment.

Instead, in the years ahead we hope to see the conn-
tries achieve a more balanced inflow of funds, predi-
cated on the realities of the marketplace. Conntries will
re-enter the markets for projeet finanee; co-finaneing by
the commereial banks with the World Bank and regional
development banks; bond issues, increasingly in curren-
cies other than the dollar; and more trade finance.

The Baker Initiative is dedicated to making that pos-
sible. It doesn't replace the case-by-case approach of the
last three years. Indeed, it explicitly recognizes the effee-
tiveness of this method and seeks to help it move ahead,

Isaeh Tas A
Role To Play

The four pillars of the initiative are the debtor conn-
tries, the multi-lateral development banks, or MDBs,
commercial banks, and the governments of the industri-
alized countries. Bach has its own role to play.

The debtor countries are asked to adopt comprehen-
sive market-oriented structural policies to promote
growth.

The MDB effort would include a continned key role for
the IME' and increased and more effective structural
and projeet lending amounting to $20 hillion in net new
money over the next three years.

The commercial banks are being asked to inercase
their net lending by $20 billion in support of these coun-
tries’ ad justment programs over the same three years.

Implicit in the Initiative is a commitment by the indns-
trial nations to adopt and maintain the same kind
of market-oriented policies expeeted from the debtor



countries.

Lower inflation, which would lead in time to lower
interest rates, and sustained real growth, which would
promote demand for LDC exports, are both vital. In
addition, to preserve the market for those exports, pro-
teetionism must be resisted.

Contrary to certain news articles, I feel the proposal
has heen well received by the international banking com-
munity and I expeet that the banks in general will
endorse it as we proceed.

While the aims of the initiative were explicitly outlined
in Seoul, the details are still being worked out.

On the commercial bank side, for example, there are
national and international groups of banks working on
the mechanies of the initiative,

FFor the time the Baker plan has been in front of us, [
would say that the responses from the interested parties
generally have been encouraging. Many questions re-
main unresolved, but T expeet that they can be sur-
mounted and that the first loans under the plan could
come as early as the first semester of 1986.

As the case-hy-case approach we have taken from the
beginning indicates, these countries have their own
strengths, their own weaknesses, and their own political
agendas.

The Bank Advisory Committees, therefore, will re-
main the foeal point of the banking community’s effort,
since they are the hasis for the case-by-case approach.

Countriy-By-Country Status

Looking at the countries whose Advisory Committees
I chair or co-chair, Brazil's external economy continues
to perform well. November's trade surplus reached $1.105
hillion, which suggests a 1986 total of $12.5 billion, close
to last year's record of $13 billion. The eurrent-account
deficit, which originally was projected at $2 billion for
this year, should be close to equilibrium. Foreign re-
serves are now in excess of $9 billion as against $7.5
hillion at the end of 1984,




The internal economy is growing rapidly, with GDP?
expected to inerease by seven to cight percent. Inflation,
however, remains a problem, running at about the same
level as last year, some 230 pereent.

Brazil has indicated publicly that at this time it does
not plan to reach a formal agreement with the IMI® on an
adjustment program. We will learn more about the gov-
ernment’s plans for the economy and for the pending
1985-86 maturities at the end of this week when they meet
with the bank advisory committee in New York.

In the meantime, we are working to complete the 140
day roll of trade and interbank facilities to January 17,
1986.

Mexico's disappointing economie performance in 1985
has been exacerbated by the devastation of the Sep-
tember earthquakes.

The trade surplus is expeeted to drop to $8 billion for
1985, compared to $13 billion in 1984,

The publie-sector deficit this yearis now likely to reach
96 percent of GDE, compared to 19845 6.1 percent; and
inflation should be about 60 to 65 percent, slightly higher
than last year's 59 percent.

The new budget calls for a trade surplus of $7.5 to $8.5
billion, a eut in the public-sector defieit to 4.9 pereent of
ADP and an inflation target between 45 and 50 pereent.

The bank advisory committee met with the govern-
ment last week to review its economie projeetions. Mexico
is already having general conversations with the I"und
and negotiations are to begin in earnest when the budget
is approved by Congress, which is expeeted before
Christmas. Mexico estimates it will need $2.5 billion in
net new money next year from commereial banks and
has expressed an interest in the Baker Initiative,

Argentina has made significant progress this year
after the introduetion of its conrageous Austral economie
program this past June.

Argentine inflation, onee among the highest in the
world, has ranged between 1.9 pereent and 2.4 pereent in
the last few months, compared to 31 percent in June,
when the government began its adjustment program.




One of the challenges the government will face in the
new year will be the phasing out of the wage-price con-
trols that have been a key part of the Austral plan to date.

On November 26, the government paid approximately
%340 million to its ereditor banks, completely eliminat-
ing all public-scetor interest arrearages for the first time
in over three years.

The bank advisory committee expeets to meet with the
government in the next month or so to begin work on the
bank portion of Argentinas financial plan for 1986 and
some subsequent years.

Peru’s arrearages to commereial banks on publie see-
tor indebtedness now streteh back over a year and have
reached about $400 million, althongh the country’'s re-
serves stand at approximately $1 billion.

We meet with the government at every opportunity,
cither as a gronp or individually, and we continue to press
for interest payments, trying to convinee Peruvian offi-
cials that there is much to be said for cooperating with the
international finaneial system.

Tneidentally, Bolivia, one of Perus neighbors, which
suspended debt-service payments two years ago, has
adopted a strong economic adjustment. program. An
IMI® mission is now in Bolivia to negotiate a credit
arrangement.

Urnguay is on the threshold of both phase two and
phase three, having reached preliminary agreements
with its advisory committee on a multiyear restructur-
ing and the first voluntary loan by commereial banks to
any Latin American country since the debt crisis began.

This loan, a $45 million co-financing with the World
Bank for an energy project, will, when completed, be
substantially over-subseribed. To illustrate its voluntary
nature, there are some banks among the participants
that have made no previous loans to Uruguay.

While this cofinancing was in the works before the
annual meeting in Seoul, it is consistent with the kind of
loans we can expeet Lo see under the Baker Initiative.

The speeial case of Colombia also gives us a preview of
phase 3. Unlike many other LDCs involved in the debt




erisis, Colombia has never missed an interest or principal
payment. Nevertheless, it encountered the same relie-
tance in the marketplace as those nations that had. Now,
with a unique monitoring arrangement with the IMI
Colombia has wrapped up a $1 billion syndication,
mainly for export-related oil and coal projects. The sign-
ing of this loan is scheduled for a week from today.

Further loans of this kind will he linked to, and
support, the structural ad justment many of us have been
recommending, and which now has been given new im-
petus by the Baker Initiative.

Some early steps toward struetural adjustment have
already been taken. For example, Brazil has begun a
program to sell shares in 17 state-owned companies,
including Petrobras, the national oil company; Eenador
has divested itself of some state-owned companies; Mex-
ico recently sold a major state-owned hotel ehain and has
applied for GATT membership as part of its new policy of
liberalizing trade.

What Is Needed Now

I hope, however, that cach country sees such measures
as only the beginning. It will take bolder steps to reduce
the pressures for capital flight, so that. domestic savings
will become a far greater souree of development finance.
I also hope that the countries will see their way clear to
allowing more private direet investment from both do-
mestic and foreign sources, which can he politically dif-
ficult in some ecases, but which would help stimulate
growth and reduce dependenee on foreign borrowings.

Creditor governments also have a role to play as we
move ahead. The LD(C's will e expecting more multivear
restructurings from the Paris Club, when they negotiate
such agreements with the commereial banks. T think they
also have a right to expeet that governments will main-
tain their export cover for developing nations that are
making progress in their adjustment programs.

OECD nations must go further in resisting protec-
tionist measures that threaten the ability of LID(s (o



export. Itis important, too, that pank regulators in the
ereditor countries respond to improvements in asset
quality with more prompt revision of country classifica-
tions.

For our part, we commercial banks are exploring new
possibilities on a number of fronts.

One idea now under consideration is the ereation of a
trust or mutual fund, administered perhaps by the
World Bank, with participat ion by the commercial banks,
particularly those with smaller exposures, in amounts
{hat meet their commitments to new financing. Draw-
downs by the countries would be eonditional upon their
ceonomie performance.

As usual, there are many potential problems as we
move ahead. The direction of interest rates, oil prices,
commodity prices and exchange rates are all large ques-
tion marks, as is the threat of protectionism.

Finally, there still are oceasional calls for non-market
proposals such as capitalizing interest or limiting pay-
ments to fixed percentages of exports. These proposals,
it adopted, would be counterproductive. Phase 1 was
carefully designed to keep reluctant private institutions
in the marketplace. Any such proposals could drive them
ont, depriving the LD(Cs of an important source of capi-
{al they will need to resume economic development.
Qustained growth resulting from structural adjustment
is the key for LDCs and growth will depend in large part
on the markets for their exports in the developed world.
According to Citibank's economists, the OBCD growth
rale will average a hit over three pereent for 1986, with
11S. growth somewhat higher, which would maintain de-
mand for LDC exports.

1n sum, notwithstanding all the problems of the past
vear, | believe the countries have made real progress
toward regaining their credit worthiness. [ am confident
that a year from now, when we look back at 1986, we will
be able to report further progress.
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January 29, 1986

Bank Customer Service - NYBD Research

Heron: People wanted trouble-free checking,
reduced line waits, quickly corrected mistakes,
friendly, competent, well-trained staff, clearer,
more easily understood statements.

Neubert: No home runs. Two and a half year, tob
to bottom effort and inch by inch process. One
customer says: tellers smile, loan officers rise
to shake your hand. 1It's awesome.

Citibank uses video tapes, role-playing etc.






INTERSTATE BANKING May 16, 1986

. Federal regulators want to win congressional support for
interstate takeovers of failed and failing banks.

e Big agricultural and energy area banks weak.

. Regulators want to facilitate out of state bhc purchases of
some of these banks go bust and hurt fdic.

® Financial markets too edgy about the banking system. Powers
sought are precautionary. .

] Garn: unclear whether he will move on regulator's bill on
its own merits or try to combine it with a larger
deregulation package.

. Garn: uncomfortable position of seeking to close "nonbank
bank" loophole while Republican administration has begun
vigorous lobbying to keep it open.

. Angermeuller wants to see full, in-state parity for an
institution buying a failing bank in another site, and
liberalized bidding procedures now designed to promote
instate takeovers of troubled institutions.



ANGERMUELLER TESTIMONY May 16, 1986

May 7 testimony to house banking subcommittee:

*

Interstate market for healthy banks now&isiigféfzarket, \

Regulator's bill on emergency acquisitions should be changed
so as to induce rather than deter out-of-state institutions
in competitive budding.

bill should permit out-of-state bhc bidder to expand within
the state and region to the same extent as an inside bhc.

permit non-binding discussions with potential out-of-state
bhc bidders, but require prior notification to state
regulators before entering into binding commitments,

House Committee should also consider eliminating or
simplifying emergency thrift and bank acquisition provisions
in the Garn-St Germain Act which deal with multi-level
bidding procedure priorities; (2) preferences for adjoining
state bidders; and (3) limitations after acquisition on
intra-state branching or principal office location.

Perhaps attractiveness of making bid could be enhanced by

permitting successful out-of state bidders to acquire a

friendly bank for each bad bank purchased.



!!GQLAIORS‘S BILL May 15, 1986

. Permit out-of-state bhc to acquire a commercial bank that is
failing but not yet closed. Current law permits only if
institution failed.

s Lower asset level from 3500 million to $250 million.

state regulators contend that certain provisions of bill
move closer to interstate banking:

1. Federal overrides of state regulator interests
2. Lowered threshold of eligibility.
3. Fed could block a state regulator's choice for an in-state

puyer 4f 1t determines the acquiring bank lacks a equate
financial resources.

state regulators are looking for compromise. Want veto
power under FDIC emergency acquisition.

State r.qul-tor/lndcpnndnnt Banker's A sociation has
recommended that Congress consider as an alternative retaining
the $500 million threshold while also granting an exemption for
the four largest banks in those states with fewer than four banks
above $500 million in assets.

Garn may want to tie on even more fundamental legislation,
which could make for difficult pal ge of the regulator's bill.




Risk_of Depression

Now possible:

*

Am. bank portfolio includes $500B, third world
and farm debt.

More bad debt as o0il prices fall and affect
companies and countries.

Banks must pay interest to depositors. So
much bad debt will force a crack.

Gov't. insurance a fraud.

Lots of funny instruments people don't
understand:

- leveraged buyouts
- bank bonds
- bundled mortgages

U.S. now a debtor nation.



EXPANSION . Li,,tﬂ

Overview y v iu M

Disadvantaged re other S/Ls (even non-Florida based)-S/Ls § r:(a/

can branch state-wide without county restriction. ad, "y 96
A
v

\3’2 CSF is owned by a bank holding company, must coaply \
with g limitss So limited by FRB acquisition o ‘M( 0
order and| Garn Ac 5““'1(‘ &Hﬁ-ﬂ 1' l" . L .W\v
General bank branching rule is that CSFfcan enter new county " W\‘N{ y

UL

only by acquisition,

y
Additional key limitation is that acquisition aust meet ‘%'\(L s %ﬂ a7 )
"public benefits" test as applied by FRB - usually requires | /LU}
that acquired S/L be bankrupt. A

[
- Community Federal "1 l\ A
- First Federal of the Florida loyl% ‘,-J> y

L
Game Plan: U Pg:j//:;; Rét;'b

- revisit legal issues to recertify and identify As
potential legal opportunities ‘ § i)f |‘6 YV"Z ¥

- coordinate with New York the assessment of regulatory
environment, especially disposition of FRB.

- awareness of Community Reinvestment Act (CRA) 1lluw ’)\‘l\}u},

P h v ( X
GB( / “&{éﬁ} s 2%%\3‘@
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real estate brokerage services (but not for property owned by third
parties)

real estate development or subdivision

acquizinginptwedmlesutearnmmacturedmingformmor

interest rate futures transactions
financial options trading
income tax preparation

insurance brokerage or agency for liability, casualty, auto, life
health, accident or title insurance

fiduciary services

credit card operations

data processing services
Mmmmdnpw-ﬂmmmid.



REGULATORY/LEGISLATIVE

Regulatory

S/L is creature of statute

- defines permissions [P 2
- 1982 Garn Act increased powers _—
Dual regulatory structure complicates operation of S/L

- P’l;) coordinated by NY Legal/authority to regulate as
subsidiary of bank holding company,

- FHLBB:

o coordinated by CSF a N o
o role of Atlanta PH a Paradic

Tandem / Affiliate rules regulate CSF interreaction with CSF

affiliates

- FRB: tandem rules contained in PRB acquisition order
- requires that Csp operate as independent
entity and not in tandem with other Citicorp
subsidiaries

- FHLBB: approval usually needed for sale or service
T transactions with affiliates to insure financial

vwell-being of s/g

Recent key regulatory issues

- tandem :¢1102K7M4L5/’V/é/ TLormp o
- treasury and sale of 1oln.l to affiliates ap;uc t&n /g’l/%.

H
- FBA complaint W \.F/"
- heavy volume of new regulations
- status of PSLIC:

406 corporation to purchase bad assets from
troubled institutions



Activities permissible for federal savings and loan associations pursuant
to the Garn-St Germain Act and the FHLEB's implementing regulations:

- equipment leasing

- purchase/sale of participations in loans

- camercial and standby letters of credit

- construction lending

= umtayuﬂflmlmfmmfuxwmmm
- personal property leasing

- factoring

- reverse repurchase agreements

- suretyship agreements

- education loans

- investing in financial futures and option trading

- lock box services

- finance leasing/general leasing

*Caveat - 608 of assets must be in certain investments in order that
uummmmwuu-wmmmnmm
Activities permissible for service corporation subsidiaries:

- real estate lending

- manufactured hame lending

- home improvement loans

- educational loans

- consumer lending

- cammercial lending

- services for financial institutions (in:hqu credit analysis;
mlhlll

emnld.nq-rvic-)
- maintaining and managing real estats
- nl.oadm-tv!—



Bank S and L Buyouts 5/13/86

Gray: Government efforts to prop up ailing thrifts may be
jeapardized by banks' plans to purchase healthy savings and loan
associations.

The withdrawal of healthy savings and loans from the FSLIC
would leave only the troubled institutions, taxing the agency's
reserves and hampering a plan to re-strengthen the industry.

Local example:

Home Federal would change from a federally chartered to a
state-chartered s and 1 to take advantage of a state law allowing
and s and 1 to become a state-chartered bank.RATES
5/13/86

Mortgage rates continue decline but pace slows. Single digit for
5 weeks now.

Bank S and L Buyouts 5/13/86

Gray: Government efforts to prop up ailing thrifts may be
jeapardized by banks' plans to purchase healthy savings and loan
associations.

The withdrawal of healthy savings and loans from the FSLIC
would leave only the troubled institutions, taxing the agency's
reserves and hampering a plan to re-strengthen the industry.

Local example:

Home Federal would change from a federally chartered to a
state-chartered s and 1 to take advantage of a state law allowing
and s and 1 to become a state—chartered bank.Problem Banks
5/13/86




RATES 5/13/86

Mortgage rates continue decline but pace slows. Single digit for
5 weeks now.

Under deluge of refinancing requests, some lenders reluctant to
cut rates further.

Some analysts believe bottom reached in late summer, dropping
another 50 bp.

Average term mortgage loan down to 24.7 years in April from 25.3
years in March. Loans average 74% of purchase price. Average
purchase price is 112,700.

Yeilds on 30 year treasuries, a bellweather of rates, fell to
lowest levels since 1975 - 7.37%. May 7 Bond action sold record
$27 billion in debt.



FSLIC

5/13/86

Emergency plan to pump up to $25 billion into a federal fund
to insure s and 1 deposits.

self help plan analogous to the use of mortgage loan to buy
a house.

Due help to ailing thrifts of the early 80's, reserves only
$6 billion to handle the 200 thrifts expected to fail over
the next 3 years.

GAO worst case cost scenario for thrift closure FSLIC
obligation is $22 billion.

The transaction: a financing corporation would be created
to raise money for the FLSIC in a way that would shield the
FHL banks and the FSLIC itself from any obligation to repay
the initial $15 billion to be generated in the first three
years.

The 12 regional home loan banks, which are owned by
member S and L's and regulated by the bank board, would
contribute $3 billion in current and future profits to the
new financing corporation, which the banks would own and
operate.

The corporation would use the $3 billion to buy zero-
coupon Treasury bonds and then would use those bonds a

collateral to raise the $15 billion by issuing regular bonds
to investors in the open market.

The  corporation would use the $15 billion it will
receive when the zero coupon bonds mature in the year 2020
to retire the $15 billion bond issue. The corporation would
go out of business. Bank S and L Buyouts

+5/13/86




REGULATORY SUMMARY - EXPANSION AND TANDEM

Dual Regulatory Structure -

FEDERAL RESERVE BOARD (FRB - Tandem rules contained in

acquisition order. CSF must operate as independent entity and
not in tandem with other Citi subs.

FEDERAL HOME LOAN BANK BOARD - Approval needed for sale or
service transactions with affiliates.

EXPANSION

Typically S and L's can branch state wide (any state) sans
county restrictions.

However, CSF is owned by a bank holding company and is
therefore subject to FRB order and Garn act.

General FRB order: S and L owned by BHC can enter new county
only by acquisition.

Additional limitation of Garn Bill and FRB: CSF acquisition must
meet public needs test. Euphemism for bankrupt S and L
acquisition?

Under public needs guideline, tried to buy Community PFederal

FRB (FHLBB?) said no, not unless also lcquirn First
P-durll of the Florida Keys ( a bank in much poorer shape).

PROJECT
* Ideal branching hypothesis

* Acquisition screen to seek fit to branching hypothesis

Acquisiton analysis would focus on which bank's most closely
fit strategic objectives established in ideal branching
hypothesis, which are most likely to be available of the
remaining candidates (which of these are closing in on neg net
worth etc.).

* Delineation of obstacles (legal, willing seller etc.)
* Pro-active expansion project coordinating, legal, acquisition,
public affairs, and legislative initiatives necessary to

desired expansion.

* Evaluation of alternative legal constructs beyond current understanding.




Two Key Gain Goals:

1. Close NBB loophole
2. Reform Deposit Insurance Funds

Garn wants to tack on legislation that:

1. Banks can own discount brokerage

2. Underwrite commercial paper, municipal bonds,
and mortgage backed securities.

In 1984 House (St. Germain), effectively killed legislation
granting full interstate by 1990.




DEREGULATION

RATE DEREGULATION -
Reg Q:
o Minimum balance
o 5 1/4 % NOW Account
o 5 1/2 % Passbook Account

PRODUCT DEREGULATION -

GEOGRAPHIC DEREGULATION -

Regional Compacts




IMPACT OF DEREGULATION

Large bank consolidation

Small bank specialization
- S & L should do well because meet individual needs

Large increase in user fees due to necessity to offer
higher interest rates. Hurts small saver

More products to consumer



GARN:

WHY?:

SO:

MOST RECEN

GARN VIEW:

HOUSE:

NEW LEGISLATION

MARCH 31, 1986
Pessimistic on future deregulatory legislation
House doesn't want GARN's comprehensive approach

Garn has threatened to not consider House's piece
meal approach

T PIECE MEAL:
o Financial Inst. Equity Act. of "85

o World outlaw non bank bank forward after
May 9, 1984

o But Garn says stop gap. More hybrids would
follow as this loophole closed.

New regulation which would look at function rather
than classification. Broad based change of
regulatory structure.

Mood has shifted away from deregulation

HOUSE PRE-OCCUPATIONS:

o Consumer oriented legislation

o Rate cap on cards

St. Germaine wants to pressure GARN to change posture

Lobby by:

All

Paul Volker
ABA
National Government Association

of whom want NBB's loophole closed but not

necessarily to do through comprehensive legislation

TREASURY:

Shifted stance NBB's should operate




3/31/86

Neg NW
Income Capital Certificates
Thrife Lot
<

1985 = §1.58

Future earnings repayment

Unobligated balance of
FSLIC Fund
1985 = $2.78
TOTAL Fund = $6.1B

5 Year total bail out cost = $22.5B

460 insolvent thrifts -




Deposit regulation
Post 1986

No interest on demand deposits

Only non-commercial customers eligible
for NOW

Minimum withdrawal penalties on time
deposits. Retain $150M ceiling on
non-personal savings accounts.

Reg. D. : Maintain reserves equal to

a percentage total transaction account
and non-personal time and savings account
deposits.

Reserve requirements reduce the value
of checking A/C balances to a bank and
correspondingly will reduce the rate
that a bank will pay on a deregulated
checking account.



Deregulation

People who have stock in local banks will clean
up.

Arizona 2.7 times book.
Issues

° regional compacts

° interstate banking triggers

° future of deposit insurance

° level of playing fields

° wider powers for banks and thrifts

GARN: Opposes national trigger
S & L Prospects?

Now have additional commercial and
industrial lending powers; can be less
dependent on housing.

185 House (St. Germain) passing major
legislation.

Why? Growing instability and shakiness of
system.

Issues: 9% capital

By going for interstate privileges, have big
bankers reduced ability to get add'l powers
-- asking for too much? Need add'l powers
given interest rate for deregulation.

Two tiered banking system. One group will
not be allowed to fail:

S & L's only have 2% capital requirement.
Playing field is not level.

Rudman: We must bring to order the
regulatory process by establishing a
spectrum of reserve and capital requirements
that are determined by the make-up of the
liabilities of the institution.

We must consider risk related deposit
insurance premiums.



TRIGGER: undermines market for failing
institutions.

Do expanded powers to compete with the
Sears, but perhaps through independently
capitalized subsidiaries.

Additional Powers:

° Real Estate

° 1Insurance

° Underwrite mortgage backed
securities.
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Rise in Regional Mergers Frustrates Big Banks - WSJ
1/20/86

Money Center banks kept out of the merger action in
1985 and probably also for 1986.

Supreme Court upheld right (in June 1985) of
legislatures to establish merger compacts, in which
states open their borders to one another while
excluding banks from other regions, notably New
York:

Trends:
* Super-regional banks are emerging as competitive
threats

* Regulatory pressure on big banks to raise
capital ratios, combined with surge in stock prices
for regionals is making it unlikely that big banks
could afford many sizable acquisitions even if they
were allowed to pursue. Result: many banks are
scaling back acquisition plans and focusing more on
investment banking and on business closer to home.

* Major banks view acquisitions of troubled
thrifts as main hope for expanding across state
lines in near future.

Fastest Growing Super-regionals:

* Wachovia/First Atlanta - 16.7 billion

* NCNB/Georgia, SC, and Fla acquisitions - $20.7
billion

Therefore:
We'll have more large banks with money centers

less of a meaningful, separate group.

Some_support for Regionals to include NY
Pa and Nj where smaller banks don't want to be
passed up in getting premiums for acquisitions.

Regulatory restrictions prohibit Citicorp from
combining thrifts with other operations.

Run-up in stock prices could slow up interstate
mergers.

More small banks will push for triggers. 1If
you're a bank that has decided your not going to be
a survivor, why would you want to restrict the sale
of your franchise only to banks within the region?



Ch#ﬁging I;terstate
Banking Laws

Following is an update on the various
banking regulations state by state.

No restrictions on interstate
banking:
Alaska, Ariz., Maine

No interstate banking legislation:
Ark., Hawall, lowa, Kan., La., Minn,,
Miss., Mo., Mont., N.D.,, N.H., N.M,,
Okla., Texas., Vt.,, Wyo.

Interstate acquisitions allowed on
reciprocal basis:
Calif.*, N.Y,, Wash., W.Va.*

Regional a(':quisitinns
unrestricted:
Ore.

Regional acquisitions permitted
only on reciprocal basis:

Ala.*, Colo.*, Conn, D.C,, Fla, Ga.,
Idaho, Ill., Ind., Ky., Mass., Md., Mich.,
N.C., NJ* Neb.*, Nev., Ohlo, Penn.*,
R.l, S.C., Tenn., Utah, Va., Wis.*

Limited operations by out-of-state
banks permitted:
Del., S.D.

National interstate banking to be
allowed at future date:
Ky., Mich., Nev., Ohlo, R.I.

*Proposed

Sources: Bank Exrpanaion Reporter: Johnaon Lane
Spare Smith & Co. Ine.
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The domestic and international economic scene has seldom inspired such a paradox-
ical mixture of hope and apprehension as it does today. On the one hand, a soanng
US. stock market, declining interest rates, low rates of inflation, a weaker doilar, and
a continuing— aithough sluggmh—recouew tend to inspire confidence. On the other
hand. an imposing array of issues and pi ranging from
the huge debt burden of the Third World to the Federal budget deficit. awaken deep
misgivings. [n piotting their course for 1986, investors must keep both these factors—
the short-run positive signs and the major long-run uncertainties—in mind. Whether
you are by temperament an optimist or a pessimist, caution and vigilance are more
than ever the order of the day. Here is how RIA economists size up the outlook for the
economy in 1986:

» The business cycle. 'When the economy's
real GNP growth rate siowed o an annual rate
of about L1% in the first haif of 1985. it
seemed that the economic recovery that be-
gan late in 1982 haa finaily run us course. But
stansncs for August and Septemoer showed
that it was getting a second wind: factory out-
ut. housing starts. car sales. durable Goods
orders and retail sales were all climbing. De-
spite subsequent faitenng, more recent signs
suggest :hat this trend is confinuing. In No-
wemoer. for exampie. the operatng rates at
Amencan factones. mines and utlities edged
4p a bit anter two consecutve monthly de-
clines. And. aithough new housing starts had
a sharp deciine. a number of industry pros
think there will be a rebound as mongage
rates continue o fall. atracung new home
buvers. ustimate hat the overall real GNP
Jrowth rate ‘or 2.5

1985 was 25%. with the
rth Guarter rate growing at nearly 4%

We project that the economy will continue
1o grow at a very moderate rate well inwo
1986. Service industnes will lead the way, but
many other sectors of the economy should
also enpoy some growth. Trade sensitve in-
dustries. however, face hard umes. And by
the end of the year a general recession is a
distinct possibility. ['s important to remember
that the current recovery had its third birthday
in November and is weil past its pnme. Con-
sumers are deeply in debt. and now likely 1o
spend with restraint. And continuing pressure
on prces from foreign compention will limit
increases in aitertax corporate proiits. The
economy 1s sull growing, ves, but it has lost
much of its impetus.
» Major uncertainties. Here are some of the
key provlems and issues :hat could taxe a de-
cisive tum next year and which—1f not re-
solved —will continue o cast a shadow over
rrade. industry. and investment




o The Federal budget deficit: Currently
running at over $200 billion. the deficit could
double n & or 3 years at its present rate of
growth. Interest on the nanonal debt is nsing
even faster than the GNP. True. Congress has
recently mandated automanc spending cuts if
the deficit does not shnnk to zero by 1991
Yet aside from this Gesperate measure. which
may. n any case. be overturned in court or
changed by Congress itself. there has been no
substantiai action 0 close the gap by cutting
expenditures or raising taxes.

o The trade deficit: Although the decline
in the vaiue of the doilar in 1985 may begin
10 turn the tide by making US. exports more
compettive, and foreign mports more expen-
sive. the made defict seems headed toward
another record in 1985. In the third quarter.
the current account— the broadest yardstick of
trade in Joods and services—increased 1o
$30 45 billion. Even i the trade deficit begins
to improve next year. and the dollar remains
where it is or deciines. the flood of foreign
imports will subside. and our exports increase.
only siowly. And there is a danger that a nse
in the cost of imports couid spark a resur-
gence of domestc inflaton.

o The doilar. The future movement of the
dollar in internationai currency markets de-
pends on a wide vanery of factors. including
the course of US. interest rates. Declining
rates tend to weaken t: and a rise in rates
strengthens it

o Tax reform. A tax revision plan that
would make the most sweeping changes in
the tax code n over 30 years has finally
passed the House. It ciffers in many ways from
the bill the Administration proposed. and is
likely 1 be changed dramaticaily in the Sen-
ate. Debate on the bill could last ail year
Meanwhile. uncertamty about its ultimate
provisions may nhibit business decisions
throughout the econom.

o Third World debt. The Reagan Admin-
stranon's new ninanve 1o ¢ase the dedt cnsis
may retieve the prociem. at least for a while,
but it remains 10 be seen whether it can really
contmbute 10 a long-range solunon

Copyngnt 1986y The Research instuute of Amenca. Inc
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» Outlook for key industries. Here is a run-
down of the 1986 outlook for particular indus-
ines that may offer investment opportunities

® Service industries: Service indusmes
have been top performers in recent years. cre-
ating almost nine of every ten new j00s since
the 1981-82 recession. This sector wll contin-
ue 10 outpace the economy as a whoie. but its
growth won t seem impressive by its own past
standards.

Advertising. Because corporate profits
will be modest. the growth in advernsing
spending in 1986 is likely 10 fail below the
double digit mark for the first time in this dec
ade. and may not return to a 10%-plus rate
unul 1988

_ Banking and finance. Whie the tur-
moil of this industry may calm down a bit in
1986, it is far from over. So selectivity re-
mains crucial for investors. Some of the prob-
lems that have plagued commerciai banks—
causing 90 bank failures in the first three
quarters of 1985—should ease up next year.
The industrial recovery in the Midwest will im-
prove the financial condition of that regons
banks. The money-center banks that have
made large loans to developing nabons should
benefit from a softer dollar and lower energy
onces, which have taken some of the financial
pressure off the less developed countnes. But
there s little relief in sight for banks that spe-
calize in farm loans. Among commercial
banks, the rend toward mergers and regoonal
banking will continue. There may also be
some more liqudations. We esamate that
commercial bank assets grew 6% in 1985 and
will repeat that performance this year.

Many thrifts are sall severely undercapital-
\zed and plagued by problem loans. Margers
and liqudations will continue o hun their
ranks. Sull. the indusry as a whow shoud
enjoy moderate growth in assets and capital
position in 1986, provided interest rates dont
rebound to double d:git levels

Financial service companies. Mutuai
funds. consumer and commerciai ending in-
stitutions. and brokerage firms will continue 1o
gwe banks suff competivon Unnampered =

589Fith Ave . NY. NY 10017 Pudusned rawekiy
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government reguianons. they can more easily
adapt 1 market changes than banks. and can
also enjoy a wider “spread” berween loan
rates and interest paid for funds

Heaith care. The trend to watch is cost
containment. A “get 'ough” attitude on the
part of both the federal government and
heath insurers. as weil as the development of
new alternatves such as ourpabent surgery
and home care. have heiped to curb hospital
costs. Thus the growth rate of health care
costs has been siowing since 1980. In that
environment, both drug and hospital-man-
agement companies should do fairly well, but
hospital supply those

decline of video games and home computers
We figure that box office recepts of the mo-
tion picture industry dacked off in 1985 be
cause of a lack of blockbuster movies. Some
recovery may be expected in 1986
have more confidence in our predic-

tion that TV ad revenue will grow at a respect-
able rate. aithough not as fast as in previous
years

.. Printing and publishing. We prosect that
the book boom will continue for the duration
of the 1980s. But a siower economy wil re-
duce the growth rate.
» Motor vehicles. This industry has made an

that make sophistcated equipment— may face
a profit squeeze.

.. Insurance. Like the banks and financial
services companies. the insurers have thewr

adapted readily to a changing economic en-
vironment in the last ten years by offering in-
terest-sensitive policies. such as universal and
variable life. we expect a siowdown in the in-
dustrys growth rate over the next several
years. The growth rate of insurance in force
should fall weil below the “normal” pace of
about 11% per year.

Property/ casuaity insurers are just begin-
ning to emerge from one of the most serous
cyciical setbacks in recent years. The industry
should make money this year. We project that
total pretax income for these insurers should
be about $2 billion in 1986. compared to an
esamated loss of $2.5 billion in 1985 This
more optimistic outiook, however. applies only
10 strong companes.

Entertainment. This industry has ben-
efited in recent years from 10% average an-
nual increases in recreanonal spending. But
after an estmated increase of aout 10% in
1985, we project a snarp downtum to 5% in
1986. The reason: disposadle personal in-
come will probably level off. Which segments
of the industry wiil suffer most? Which may
surge anead? This is hard o predict because
of the impact of "the fad factor” on consumer
spending patterns Witness the recent nse and

comeback through cost reduction.
and can now operate profitably on smailer
volume. But the industry will continue to lose
market share to foreign companies unul
American manufacturers offer more compen-
tive prices and convince consumers that
Amenican cars compare in quality o imported

September, due 10 cut-rate financing and end-
of-year discounts, did not decrease sales of
foreign cars. It simpiy brought new buyers into
the market. The late-'85 boom will probabiy
mean reduced initial sales of 1986 models. In
fact, the period of expanding sales that star-
ed in 1982 may be at an end \We project a
2% decline in total value of shipments this
year from 1985 leveis. The truck segment.
however, will provably continue to grow next
year.

» Aerospace. Revenues should incr
steadily over the next few years for the main
sectors of this industry. The domestc arrfines are
enlarging their fleets. And because of unspent
defense approprianons. military aerospace shio-

il grow in 1986 and b arc

of the economy's performance.

Be wary, however. of the general avianon
industry, which makes private plans for cor-
poratons and individuals. it will remain se-
verely depressed in 1986
» Personal consumer durabies. The recent
sharp increase in consumer deot could hurt
this market in 1986 Overail growth in the ox
industry —with no Not new items comparacw

January 20. 1980



1o Cabbage Pach Doils in sight—will be 3
moderate 9%, well below i level in the 1984
boom. We estmate that photographic equip-
ment sales may have deciined a bit in 1985
and wil fail a bit more i 1986. Overail growth
of sporting goods will not be extraordinary—
about 10% —but there will be boom items.

YECUTIVE
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cording devices) in 1986 and for wo or three
years beyond. They will compete with the ex-
isting VHS cameorders.

But investors should always keep in mind
that pricing and technology can change rap-
idly in this industry.

» Telecommunications. The two sides of this
ik

n exercise Foreign
compettion will connnue 10 hurt sales of most
types ol domestic sporting goods.

» Drugs and cosmetics. Over the long run.
the aging of the US. population (by the year
2000 the number of people over 65 will in-
crease by 26%) will boost demand for pre-
scripbon and over-the-counter drugs. and for
cosmetics such as skin moisturizers and hair
colonngs. Growth of sales and proitts in the
drug industry will be stronger than in many
others. probably 10% annually for the next
few years. But growth won't be as fast as in
the past and will reflect pnmarly price rather
than volume increases.
> For
computers. 1985 was a big year. And we pro-
sect that shipments of computers of all kinds
and penpherals will continue to increase n
1986

As in telecommunications (see discussion
below). there will prodadly be consolidanon.
Two distinct types of suppliers will succeed:
maor, full-range suppliers of computer, tele-
communicatons equipment and smaller com-
panies functioning as niche marketers.

Personal computers. which had a tremen-
dous boom from 1981 1o 1984. will grow
much more slowly in the future. Consumers
are now in iove with VCRs

® Consumer electronics. The current
stars are the compact-disc (CD) player and
the video-casserte recorder (VCR). Accord-
g to some anaiysts. 25% of US. homes now
own a VCR and demand is sall growing

The trends toward siow growth of one-
brand component stereo sustems (or “rack sys-
‘ems ) ana deckning saks of portadke compact
stereo systems shoud continue in 1986

Look for the emergence of S-millimeter
camcorders” (combined camera, sound re-
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different prospects and tends in 1986 In
services. an overcrowded slate of companies
in the long distance area is likely 1o expen-
ence a shakeout dunng the next few years.
which will affect smaller firms more than the
giants. The little guys will be forced o consoi-
idate or find new market niches. One contest
1o watch: the increasing convergence of data
processing and telecommunications has led to
a head-on collision between two pnmary play-
ers—(BM (which linked its SBS, Skyline ser-
vice with MCl in 1985) and AT&T. which has
expanded rapidly into the office systems field

On the product side. foreign compettion
is a major problem. In fact, the US. has had
a rade deficit in telecom products since 1984.
This has hit the high-tech end of the market
especially hard. eroding our lead in PBX's and
digual switching equipment. Nevertheless.
these will be the primary growth areas in tele-
com products. Fiber optics and microwaves
will aiso do weil. Cellular mobile service will
continue to grow, but not as fast as in the past
New appiications of cellular technology and
satellite service will become greater factors
over the next 5 to 10 years.
» Food and beverages: Changing ifestyles
are having a major impact on this industry.
Many old standbys. such as red meats.
canned fruits and vegetables. breads. pastnes
and distilled liquors. are losing market share
By contrast. processed frozen dinners. poul-
try products. whole-grain and high-tiber cer-
<als. diet soft drinks. crackers. cookies and
candy are thnving. The investors task is to
pick the winners in the fierce competition now
raging n each of these areas. The nroduc
tion of new products and nowel and jazzv
packaging by innovative companies will help
them gain a compettive edge.
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Dear Client: Washington, Dec. 13, 1985.

Business prospects for 1986 look good.

The economy isn 't about to run out of gas, as some seem to think.
After three years of expansion, jitters are not surprising at this stage.
But upon rechecking...and weighing the risks that must be monitored...
we've concluded that '86 probably will be a little better than this year.

We expect growth of 32 to 34% as measured by gross nat'l product,
total output of goods & services. Compares with about 24X for this year.
GNP is picking up now and we think this strength will carry through '86.
Slightly slower in the first half, a little faster next summer and fall.

Inflation will quicken somewhat...consumer prices climbing 432,
only 342 this year. Nudged up as the dollar slips and business expaands.

Profit gains will be modest...nothing spectacular, but improving
from this year's slump. Tight management and cost-cutting will pay off.
And imports won't be quite as competitive, allowing wider profit margins.

Unemployment won't change much...will hold at 7% or a hair less.

Lower interest rates will play a big part in sustaining busine
They'll slip a bit more from present levels...then inch up after midyear
as business strengtheas. Prime down to 84X by spring, then rising to 9.
Home mortgages will fall to 11X or even less, settling there for a time.
T-bills, down to 64X, then up to 7%. T-bonds, hovering at 9% to 942,

Exports should boost the econ also...a significant turnaround.
With a softer dollar, U.S. farms and factories will be more competitive
both here and abroad...giving a real lift to their sales and production.
Evidence of a shrinking export-import gap will be clear by next summer.

Lean inventories will be a plus...they'll require replenishing.

Retail sales will be so-so, gaining around 32 after iaflation...
exclusive of autos, which will be down. Consumers are loaded with debt,
will pull back some to work down the burden...loosen up after mid-1986.

Merchants will counter with lots of sales...price cuts the rule.
They will make sure inventories don't pile up...order at the last minute.
And delay paying bills as long as they can, putting a squeeze on vendors.

Home building will remain healthy...number of new units started
will nearly match the '85 total. Most emphasis on single-family homes.
Too much multifamily housing in many cities, so builders will ease up.

Gov't buying will spur business too, despite the deficit-cutting.

Plant & equipment spending will add less oomph than this year.
Companies are worried about taxes. And have ample production capacity.

Agriculture, a very weak spot, with little improvement in sight.
Another year, maybe two, before farm economy and land prices hit bottom.

On balance, the favorable factors have a slight edge for 1986.
A year for strengthening your firm's financial base...and tight managing.



Car sales will drop next year after a boomy '85...to 104 million
from nearly Ll million. Domestics will bear the loss, imports will gain.

More imports are coming from more countries in next few years.

Korea, Brazil, Mexico, Taiwan and Spain will add to domination
of small-car market by foreigners. Over 40% of ALL sales will be taken
by imports in 1990...up from 25% today. Means fewer manufacturing jobs
for Americans, although Japanese and Koreans will build some plants here.

Cars will be more expensive to fix...costly diagnostic equipment
becoming a necessity to repair late models. Some parts are hard to reach
because of down-sizing, so more time has to be spent getting at problems.

But routine maintenance will be easier in future cars...filters,
spark plugs, etc., simpler to replace. Good news for do-it-yourselfers.

Superchargers will be making a comeback in a few sporty c.
Ford will have one in two years. Fast power, but drain on the gas tank.

Risks of doing business overseas will shift to new ar
Potential trouble spots include South Korea, Turkey and Egypt...
30 say experts who study these things. Oil glut hits OPEC big spenders
like Saudi Arabia, which also must worry about religious fundamentalism.
Ongoing trouble in the Philippines, but a united opposition slate
has a chance to end Marcos' rule...presses him for reforms in any case.
Still, there'll be no easy fix. Major U.S. bases will remain vulnerable.
Brazil, Argentina and Venezuela look better...greater stability.

Iran-Iraq war won't be settled anytime soon. Few countries care
about the conflict, and those that do would just as soon see it continue.
Fighting one another keeps the two from troubling their other neighbors,
cuts competitive oil production and provides markets for arms merchants.

New rules coming from health agencies...Food and Drug Adm., -7
Consumer Product Safety Commission, Occupational Safety & Health Adm.

Will reduce the use of a common solvent...methylene chloride.

A possible carcinogen, will be taken out of hair and paint sprays...
used less in paint strippers. But still a trace in decaffeinate coffee.

Stiffer regulation of asbestos & ethylene dibromide from OSHA.
Aim is to cut chances of workers getting cancers from too much exposure.
Separate standards on asbestos for coastruction and industrial workers.

Employers are stressing health more too...to keep workers fit
and productive. Plenty of money being spent on health clubs & equipment.

Big benefits need not cost a bundle. They can come from programs
to help workers stop smoking and control drinking, more healthful foods
in company cafeterias and mandatory seat-belt use in company vehicles.

No speedy sale of Conrail next year. Congress will drag it out.
Tncreases chances for a public sale, which Conrail would prefer.
That would avoid antitrust problems posed by a sale to another railroad.
Much depends on Conrail profits and its ability to repay federal loans.
Reagan =ffort to curb steel imports is a flop. Lax enforcement
and loopholes mean foreign steel will grab 23X of our market next year.
That's nearly 5% higher than the White House promised over a year ago.
Europe and third world producers have hiked exports, not Japan this time.
Congress will squawk, but even U.S. steelmakers aren't agreeing
on what should be done. Doesa't help the chances for import legislation.




Federal Trade Comm. has had it with gypsters who merely pay fines
after losing FTC ca ...then start over with phony new consumer frauds.
So the agency will ask for jail terms when it files future fraud charges.
Should reduce scams involving jewelry, diamonds, oil & gas leases, etc.

Simpler arbitration rules for warranties are on tap at the FIC.
Few firms now agree to such a solution because procedures are cumbersome.
FTC will call a conference to draft guidelines for more workable rules...
hopes arbitration will be used more widely to settle consumer complaints.

And the agency will try to make ATTEMPTED price-fixing a crime...
even if the would-be fixer fails to persuade his competitors to go aloag.

Credit unions will keep on growing strongly...adding new members,
expanding through mergers to get benefits of modern banking technology.
Competing with banks...credit and debit cards, automated tellers,
NOW accounts, discount stockbrokering, mortgage loans and other services
beyond their traditional personal loa auto loans and savings accounts.
Man high rates on savings, charge low rates on credit cards.
They 're in good financial shape...with a healthy lnsurance fund.
But they face competition from retail giants invading financial services.

New devices to help the handicapped will soon reach the market:
Robotic arm, near $10,000, ready in '86. Can be used for eating,
turning pages, picking up a phone...activated by fingers or a chin lever.
Puture models will be able to do more, even responding to voice commands.
For some persons who can't walk...electrodes to stimulate muscles
in paralyzed legs so they can take steps. Controlled by a belt computer.
On the market in a year or two. Later, electrodes for paralyzed hands.
Por the deaf, implants to pick up words...not muffled sounds. *
And for the blind, radio pathfinder systems being investigated.
e, o 0 ST

Major medical advances using laser surgery. Experiments going on
with "photoradiation" to treat some large cancers that are easy to reach.
Chemical helps laser zero in on cancer cells...leaves normal cells alone.

Also lasers to weld tissues...blood vessels, nerves and tendoas.
Lasers for cosmetic surgery becoming common...to remove birthmarks, etc.

R Ve

The in-shape look will triumph. No fun for the flabby.

That's the fashion news for '86. You decide if it's good or bad.

New clothing styles will show off shapely bodies...men and women.
Fitted to the silhouette...no billows or bagginess to hide the bulges.
For men, broad shoulders and tapered jackets. Women, molded to the form.

A mix of formal and informal apparel. Patterned sports jackets
and fancy slacks for men. More skirts, blouses and dresses for women.
Execs won't feel they must wear suits to look as if they mean business.

Tuxedos and formal gowns will be in demand...return to tradition.

Fancy fragrances for men & women are hot, not just for Christmas.
New, expensive items...average sale 530 to $50...sales up by about 102.
Cheaper whiffs for the mass market won't do as well...buyers want class.

Sales of sunglasses are booming year round. Mostly imports.
They're inexpensive, so flashy dressers can buy a pair for each outfic.

Halley's comet fans jam phone lines at U.S. Naval Observatory.
Now it should be easier to get through to a 4i-minute taped m ge...
tips on comet watching. Dial 900-410-USNO. The phone charge is $1.90.




GE-RCA: The merger is indicative of what is going on all over
in American business...a quest for leadership in technology and services,
a constant reshuffling, restructuring to compete better in world markets.

Part of a resurgence of our major industries. A new resiliency.
We see it happening in companies large and small...prodded by competitioa
from overseas...managers willing to invest more for LONG-term results.
Pouring money into R&D, computer systems, telecommunications, robotics.

We'll be sending vou a special Letter on this in a few weeks.

In state legislatures, business matters on 1986 calendars:
Tnsurance...a search for ways to improve availability, cut costs
of business coverages. Caps on damage awards, contingency fees, etc.
Banking...letting out-of-state banks operate within their borders
and removing barriers that keep banks out of many commercial activities.
SEendinF and taxes...budgets will be lean, few tax cuts OR hikes.
Workers' compensation...higher employer costs are the prospect
from rewriting state laws, especially in area of occupational disease:
Telecommunications...measures to spur competition in many states
could benefit high-volume telephone users but raise rates for others
Toxic waste...top issue in many states. Bottom line for business
is higher costs, even for smalls such as dry cleaners and gas station
Health care...promoting greater competition to help lower costs.

3 RK
Important labor-management issues will be decided soon by NLRB...

National Labor Relations Bd., which has a pro-business tilt under Reagan:
Temporary hires for locked-out union workers...how much leeway?
Nonunion temporaries an an employer fire them for refusing

to cross a union picket Line barring the way to a customer's premises?
Handbills...can unions use them in shopping centers when fuss

is with one tenant? Can the coatents of union handbills be limited?

Natural gas...Congress may ease the rules a bit oa burning it
to generate electricity and in heavy industry if g remains pleatiful.
Won't be enough to keep prices from falling or to absorb excess supplies.
U.S.-Soviet joint research into fusion energy is a safe ventur
Scientific & technological breakthroughs are decades away, capital costs
of fusion are high and application of fusion tech to weapons seems nil.

For year-end tax planning, a couple of reminders:

Cifts to charity...checks mailed in '85 count as '85 deductions
for income tax purposes. Doesn't matter when charities deposit them.

Checks to relatives, etc...count as '85 gifts if cashed in '85.
Make sure the checks are deposited to get gift tax exclusion this year.

Prospects for tax revision affect long-term planning, of course.
No matter what the House does in next few days, there will be a tax bill
passed by Congress in 1986. And it will mean tax increases for business.
No way deficits can be cut without tax hikes. Better plan on it.
Revenue-raising parts of tax reform will be picked up in new legislation
if Reagan fails to marshal enough troops to get it through the House now.

Your< :yery truly,
. v
Dec. 13, 1985 THE KIPLINGER WASHNGTON ERLTORS
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S economy perking up.

A. Manutacturing sector, battered by cheap i1mports, revving up.
K Consumer demand rezmained strong despite record hh debt.

Cis Employment surging.

Strong drive has changed outlook for interest rates.

A. Fed no longer needs to easy monetary policy, therefore

B. The markets have lost any incentive to push interest rates

down more.

Rates will remain stable for a few months and then probably up.

Several factors have caused turnaround

A. Boom in stock and bond markets has generated a great deal of wealth.
BE. Consumers, while indebted, remain in a buying mood.

C. US industry making a comeback.

D- Inventory adjustment behind us. Firms will start building anew.

Gramm—-Rudman suggests that the Fed should ease to make up for the
shortfall 1n budget stimulus. But seems unnecessary now.



1975 -

EPIC arrange limited partnerships to purchase
model homes from developers and leftover homes
builders couldn't sell.

Partnerships financed the house by securing
mortgages.

EPIC pooled mortgages and resold as mortgage
backed securities.

Partners - tax benefits
Builders - sold for cash
EPIC - got fees

Mortgage

—_—

|_HOUSE | |_BANK_|

Purchase Finance
Limited
Partner

Self
Mortgages
To Investor

When L.P. mature, must sell house to pay out
Mortgage, but house values declined - NO CASH.
Also since negative carry, requirement that cash
be diverted from new partnerships.
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OMB_Proposed_Sale FHA

OMB proposal to sell FHA to private investors
by 1989.

MBA: ridiculous
Why:

1. Reduce amount of credit available for housing
and the availability of mortgages with 5% down
payments, which are especially important to lst
time home buyers.

2. Jeopardize operations of Ginnie May, which
guarantees securities backed by FHA and VA
mortgages.

3. Doubtful that consortium of private mortgage
insures, alone or in tandem with others would have
financial resources to buy FHA or could provide
same volume and quality of mortgage insurance that
the FHA now provides. PMI industry not strong
enough to undertake such an obligation.

OMB fiscal requirements for FHA (proposed for
1987):

1. FHA mortgage insurance premium increase from
3.8% to 5%.

2. premium must be paid in cash and not included
in mortgage amount.

3. All FHA borrowers have annual income at least
40M.

a. Currently, 70% fha loans going to
household less than 40M.
b. 26% less than $27M

4. Top 20% of Ginnie Mae security would have to be
backed by a private entity, and only the remaining
80 percent would carry a federal guarantee.

5. Fee on FNMA mortgage-backed securities would be
five basis points in 87 and 10 basis points in
1988. Fees for other mortgage backed securities.

MBA EVP Lasko said that the fees, if adopted by
Congress, would shut down the secondary mortgage
market.



December 137, 1985
FSLIC - Peter Sterns story
Aug 1984 - industry in turmoil

FSLIC - diminishing resources
FHLBB - Ed Gray - penchant for centralized authority
Congenial rship between bb and industry

BB - oversees 3200 institutions including fed chartered
thrifts and state-chartered thrifts with fslic insurance

Sterns wall street background did not prepare him for
regulation of West Coast-dominated industry that had
traditionally enjoyed a collegial r ship with regulators.
Nor did his training prepare him for maneuvers required in
dealing with idy and its lobby, the US League of Savings
Institutions. ¢ S AL -

BB chairman is also chmn of fslic.

Management consignment program. Day to day management duties
- of ailing thrifts are taken over by strong thrifts while long
term solutions are put together. 23 now in place. :
Fslic staff bypassed in creation of this program and are
skeptical of its work ability. Created by FHLBB in San Fran
on whose board sits the captains of the SB idy there. FSLic
ordered outside consultants to evaluate the process and EB
later rescinded. Much mistrust.

)

FSLIC bypassed in other ways. Not much inptu into
formulation of Federal Asset Dispositon Assn. Major player
there also FHLEB San Francisco.

William O’Connell - pres. US League of Savings Institutions

Issue: is the fund large enough? Gray has pushed for
increased premiums, but the strong League lobby says that
FSLIC's strong cashflow can allow time for probs to be solved
sans recap of fund. An additional set - aside premium could
weaken strong thrifts and put others out of business.

I1dy leaders believe that Fed Asset Disposition Assn and the
management consignment program will enable fund to hold out
until conditions in the i1ndustry and economy improve.

Do caretaker managements only postpone day of reckoning?
D’apres Sterns says thrifts now in mgt consgnmt program will
need 1 to 1.2 billion in capital in next & months.

Main prob is asset guality - not spreads, gaps etc. Fraud in
1/ of the s and l's related to asset quality.



DEC. 13, 198S
S and L Regulation

Regulator’s recent moves to stabilize troubled thrifts set
double standard. Help to push up idy cost of funds.

Some district offices of FHLBEB have been telling some
troubled thrifts to curb interest rates and put brakes on too
rapid growth and “risky lending.'y

Yet, many of highest rates available in US are at
institutions declared insolvent and taken over by regulators.
Regulators say they are trying to get the banks solvent again
and then they will lower the rates. The good thrifts say
that these lctiyities are putting upward pressure on rates.

2 % PP X 1 ¥ by e

Dec. 13, 1985
Faulty Appraisals cause for S and L losses

Faulty appraisals justified billions in troubled re loans on
books of federally insured banks and thrifts. Congressional
investigation shows bank regulators have been slow to address
problem.

Cause for insolvency of 322 thrifts.

Fhlbb found evidence of bad appraisals 1in 848 banks, or 2S%
of federally 1insured institutions.

FDIC bought %400MM 1n prob real estate d=from ~Continental
I1l1linois appraisad at $3S18MM but revalued for 184.34MM or T6%
of or:g value.

Bad appraisals will account for 405 of VA loan guaranty
program losses of $TOOMmm to $300mm.









Housing Market

High potential demand over next 20 years due to
low level of housing starts relative to Bally

Boom household formations 1in early 80's.

Houses too costly late 70's, early 80's.



Study: Median price

for home is

Forty-six metropolitan areas

League of Savings Institutions’ study of median-
home sale prices released Wednesday. USA medi-
an price: $75,000. Here's a look at the 46 metro ar-
eas, 1985 median sales prices and median monthly
housing expenses: (Related stories, 1A, 1B)

City
Akron, Ohio
Albuguerque, N.M.
Anaheim-Santa Ana-
Garden Grove, Calif.
Atlanta
Baltimore
Bloomington-Normal, |il.
Boston
Bremerton, Wash.
Chicago
Cincinnati
Cleveland
Dallas-Fort Worth, Texas
Danbury, Conn.
Uayton, Ohio
D :truit
Washingten. 0.C
Fort Lauderdale-
Hollywood, Fla.
Gary-Hammond-
East Chicago. Ind.
Greensboro-Winston-
Salem-High Point, N.C.
Harrisburg, Pa.
Houston
Kansas City, Mo.-
Kansas City, Kan.
Lansing, Mich.
Los Angeles-
Long Beach
Miami, Fla.
Milwaukee
Nashua, N.H.
Nashville-
Davidson, Tenn.
Newark, N.J.
New Orleans
New York
Oklahoma City
Orlando, Fla.
Philadelphia
Pittsburgh
Portland, Ore.
Raleigh-Durham, N.C.
Reading, Pa.
Rochester, N.Y.
St. Louis
Salt Lake City-
Ogden, Utah
San Diego
San Francisco
Tampa-
St. Petersburg, Fla.
Trenton, N.J.
West Palim Beach, Fla.

Source: League of Savings Institutons

$75,000

are listed in the U.S.

Price Expense

$56,000  $624
$83,500  $796
$122,000 $1,133
$87.250  $821
$75157  $790
$55.900  $668
$126,000 $1,166
83,500  $853
$87,000  $882
$55300  $626
$62,500  $704
$94750  $965
$95050  $954
$54,750  $619
$61,000 $783
$105,000 $1.000
$74900  $739
$62,000  $701
$68,625  $661
$67.200  §732
$88350  $986
$62.250  $726
500  $739

$58,

S1/23.000 $1,206
$82400  $863
$69.750  $778

$82000  $891
$69.000  $688
$116,000 $1,139
$90,500  $858

$129,700 $1,141
$80,500  $777
200  $604

$69,450  $733
$54,152 . $673
$69.900  $739
$73,825  $802
$56,000  $621
$66,000  $699
$67.000  $702

$66,000 $706
$120.750 $1,164
$152,000 $1.370

$63750  $545
$66,000 $703
$69.900  $765
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MORTGAGE AND CONSUMER BANKING NETWORK

KEY ISSUES

BUILDING UPON CURRENT POSITIVE MOMENTUM

PRUDENT LENDING PARAMETERS

“SALEABLE"” MORTGAGES

DISTRIBUTION AND TECHNOLOGY PLAN

PROCESSING DISCIPLINE

INSURANCE TURNAROUND

RELATIONSHIP MANAGEMENT ROLLOUT

RELOCATION BUSINESS STARTUP

CUSTOMER SERVICE PROGRAM

SECOND MORTGAGE BUSINESS STRATEGY

ANK STRATEGY
INDUSTRIAL BANK STRATE —
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MI

Losses mounting. 50% greater: '85 than '84.
Close to $700MM.

Higher premiums
EPIC will default on $1.4BN (Loss potential $394)

Much of MI losses on greater than 95% LTV

EPIC Silver Lining:

° Unlikely that MI losses will reach industry
max exposure

° 3 year to solve EPIC claims

9 EPIC could be bailed out by outside investor

° Long time to pay out claims (spread)

Total losses still only 18% of capital of MLI Co.



FNMA
Stricter underwriting --

° 25/33 for >90

o geller contribution 3% on 90%;
6%$<90; 0% on >90%

° Co-borrowers must occupy and take
titleés

WE underwrite PMI
Four basic changes in marketplace:

° Many lenders precede FNMA moves

° Appraisal process hightening

o Rick-outs (approved loans, but later
rejected due to PMI refuse) on the
rise.

o  Lenders moving away from high LTV



WG&L Real Estate Qutlook

WUinter issuce, 12/85

¢ The maximum monthly housing ex-

. pense cannot exceed 25 percent of
the home buyer’s gross monthly in-
come, reduced from the previous
figure of 28 percent.

e Housing expense plus all the other
installment debt cannot exceed 33
percent of gross monthly income,
reduced from 36 percent.

e The amount of a seller’s contribu-

tions cannot exceed 6 percent on a
90 percent conventional mortgage
or 3 three percent on a 95 percent
fixed-rate mortgage. No seller’s
contributions are allowed on a 95
percent adjustable-rate mortgage
(ARM).

e Negative amortization mortgages
and graduated-payment mortgages
will no longer be allowed.

e ARMs without ceilings to protect
against increases in the interest rate
have been eliminated.

““These stricter requirements mean in-
creased protection for low-equity home
buyers. They are less likely to qualify for
mortgages-that may create major finan-
cial problems,”” Pappas concludes.

_WG&L



1985 MID-ATLANIIC REGION MARKET SIZE
EXISTING HOME SALES (000)
POTENTIAL ~ MSAs COVERED*  ORIGINATIONS
REGIONS =~ UNITS _% UNITS % _S. MM _ %
NORTH 203 34 116  41.4 5,307 25 <——
CENTRAL 184 31 115 41.1 10,842 51
SOUTH 210 35 -4 _11.5 2,125 _24 <—-
TOTALS 597 100% 280  100% 21,274 100%
% OF USA 19% 9.4% 9.5% <——-
USA 3,142 2,982 217,523

* Existing one family home sales



MID-ATLANTIC EXISTING HOME SALES

REGIONS

MID-ATLANIIC REGION __NORIH __CENIRAL . ___SOUTH

— UNITS _ % UNITS _%_ UNITS % UNITS)
DELAWARE 1.7 10.0 1.7 10
DIST. OF OOL 1.3 7.8 1.3 7.8
GEORGIA 10.1 60.1 10.1 60.1
MARYLAND 11.2 66.8 11.2 66.8 '
N. CAROLINA  17.3 103.2 17.3 103.2
PENNSYLVANIA 28.5 170.4 28.5 170.4
S. CAROLINA 7.7 46.0 7.7 46.0
VIRGINIA 16.4 98.1 16.4 98.1
W. VIRGINIA 5.8 34.6 _ 5.8 _34.6 ____

TOTALS 100.0% 597 41.4% 247.2 23.5% 140.5 35.4% 209.3

NOTE:
MID-ATLANTIC

REGION % 19% of USA



NATIONWID:

A._WHO THEY ARE

-MEDIAN AGE (YRS.) 34 yrs

—UNMARRIED (%) 26%

-MEDIAN INCOME ($,000) 36

-1ST TIMERS (%) 40
B._WHAT THEY BOUGHT

—OVER 25 YRS OLD (%) 34

—PURCHASE PRICE (%,000) 65

-SIZE (SQ.FT,00) 14.5
C._HOW THEY AFFORDED

-LESS THAN 20% DOWN 55%

9A.

o 1ST TIMER AND UNMARRIED -~ YOUNGER, LESS FINANCIALLY STABLE AND SMALL HOME

AND VALUE

0 REPURCHASER AND RELOCATOR - STABLE, BIGGER HOMES AND VALUE, HIGHER BQUITY

DK = Don't Know

lm REPURCHASER |LONG DISTANCE
UNMARRTED ICONVENTIONAL| RELOCATOR

29 yrs 33 yrs 38 yrs 44 yrs <—-
35% 100% 19% 12%

30 30 41 49 <—
100 56 0 16 {— -
46 40 26 DK

55 57 69 90

12 13 16 DK

70 60 45 DK {—



10.

PORTFOLIO/REPURCHASER MARKETS

REPURCHASER
D.C. ATLANTA CHARLOTTE CONVENTIONAL

A. WHO THEY ARE

-MEDIAN INCOME ($,000) 55 42 47 &-- 41

-1ST TIME BUYER (%) 28 26 28 <-- 0
B. WHAT THEY BUY

-25 YRS OR OLDER 24 18 36 26

-MEDIAN PRICE ($,000) 121 81 92 <&-- 75

C. HOW THEY AFFORDED
-10% OR LESS DOWN 31 31 25 18

O HIGHER INCOME AND HOME PRICES
0 LOWER PERCENTAGE OF 1ST TIME BUYERS

O CONVENTIONAL LOANS, JUMBO LOAN MARKETS



11.

NEW HOMES-BUILDER MARKETS

D.C. RICHMOND ATLANTA | NATIONWIDE

|

B._WHAT THEY BUY I
NEW HOMES (%) 42 36 40 <—-| 19
MEDIAN PRICE ($,000) 121 75 8l <—| 65

|

C._HOW THEY AFFORDED |
10% OR LESS DOWN (3) 31 20 31 <—| 27

O HIGHEST PERCENTAGE OF NEW HOMES

O STRONG MEDIAN PRICES



12,
LOW DOWN PAYMENT/FHA MARKETS

COLUMBIA BALTIMORE FHA BUYER

WHO THEY ARE ;
MEDIAN INCOME (S,000) 43 37 L= 30
1ST TIME BUYER (%) 39 52 me 66
WHAT THEY BUY

MEDIAN PRICE 73 64 Gl 56
HOW THEY AFFORDED

10% OR LESS DOWN (%) 53 43 {—-- 64

o LOWER MEDIAN INCOME
0 HIGHEST PERCENTAGE OF 1ST TIME BUYERS

0 LOWEST DOWN PAYMENT



13w

PASS-THRU 1ST TIME BUYER MARKET

PHILADELPHIA PITTSBURGH RALEIGH FIRST TIME
A. WHO THEY ARE
MEDIAN INCOME ($,000) 40 34 34 (== 30
1ST TIME BUYER (%) 52 53 46 (=== 100
B. WHAT THEY BUY
MEDIAN PRICE ($,000) 70 56 63 (--- 55
C. HOW THEY AFFORDED
10% OR LESS DOWN (%) 28 21 23 (--- 39

o LOWER MEDIAN INCOME

o AVERAGE MEDIAN PRICE



%Alﬂmm:mnu“au

ISTING ‘HOME SALES AND ORIGINATIONS

AREA ~ YEAR
TOTAL NATIONWIDE 85
86

MID-ATIANTIC 85
(8 of total USA) 86

REGIONS

(% of Mid-Atlantic)

NORTH 85
86

CENTRAL 85
86

SoUTH 85
86

EXISTING
ONE FAMILY HOME SALES
UNITS,000 3%
2,982 -
2,840 -
279.1 9.4
317.5 11.2
115.5 41.4
117.9  36.4
114.5 41.0
144.2 45.4
49.1 17.6
55.4 17.4

ORIGINATION

— _TOIAL

— . S
S 2 s

224,000
217,523

21,274
27,3711

5,307
6,525

10,842
14,992

5,125
5,854

9.
2

5
12.6

60,414
58,962

7,287
7,009

1,297
1,215

3,408
3,489

2,582
2,305

— BXISTING
S %
163,623 -
158,562  —-
13,984 8.5
20,363 12.8
4,008 28.7
5,309  26.1
7,434 53.2
11,504  56.5
2,542 18.2
3,550 17.4



MORTH RESION BY MSA
HOUSING AMD ORIGINATION STATISTICS

— MEDIAN
_BUSTING ___ ORIGINATION = HOUSE STOCK HOUSE PRICE
HOME SALES (%000, 000) (UmIT8,000) (s000)

__WSAs  YEAR [UMITS,000] _TJOTAL _MNEW EXISTING  SIMGLE MATI  MEW DXISTING

BALTIMORE

'86 28.5 1,603 580 1,012 6584 217 70 7

‘88 28.8 1,852 487 1,384 588 220 74 74
PHILADELPHIA

'85 2,722 662 2,189 1,126 471 72 61

‘86 83 3,413 6560 2,853 1,121 480 80 87
PITTSBURS

'85 28 882 165 827 832 222 87 67

‘88 28 1,260 168 1,082 831 231 74 62
NORTH TOTALS .

'86 115.6 6,307 1,287 4,008 2,341 910 — —=

'88 117.8 6,626 1,218 5,308 2,341 841 = =
UBA

‘85 2,882 224,000 60,414 183,623 - = 83 74

'88 2,840 217,623 68,062 168,662 - - 1] 78



CENTRAL REBION BY MSA
HOUSING AND ORIGIMATION STATISTICS

— MDIAN
_mmu_ —ORIGIMATION = MOUSE 6TOCK  IOUSE PRICE
(%000,000) (UnrVs,000) (s000)

_m_.__muumm JOTAL MW ROSTING  BIMGLE MULTI  MEW RXISTING

b.c. ‘88 78.3 7,478 2,356 6,121 788 566 18 108
‘88 1086.8 10,884 2,430 8,484 808 580 128 116
RICHMOND
'85 13 1,282 404 ere 176 ] 80 108
‘88 14 1,680 418 1,173 178 (1] 85 13
NEWPORT NEWS,
HANPTON ‘es 4.5 350 66 288 88,7 31 87 108
‘88 4.7 463 72 381 88.6 381.5 61 108

NORFOLK, VA BEACH,

PORTSMOUTH ‘88 17.7 1,734 684 1,140 188 104 L] 103
‘8 18.7 2,056 568 1,488 184 108 80 107
CENTRAL TUTALS
'85 1145 10,842 3,408 7,434 1,238 767 - -
‘se 144.2 14,882 3,488 11,504 1,265 788 = =
USA
‘85 2,082 224,000 60,414 183,623 — 83 74
‘o8 2,840 217,623 58,062 168,582 — L] 78



SOUTH RESION BY MSA
HOUSING AM) ORIGINATION BTATISTICS

-RasIig
(009, 000)

ATLANTA
‘88 18.7 2,815 1,789 1,148
‘88 e4.8 3,380 1,688 1,782
CHARLDOTTE-
GASTONIA ‘88 1.4 847 282 554
‘s8 1.8 868 264 694
RALEIGH/DURIAN
‘86 12.8 1,016 are 840
‘88 13.8 1,160 334 818
COUMBIA
'es 6.1 347 145 202
‘88 5.1 356 100 248
BOUTH TOTAL
'86 48.1 5,126 2,682 2,642
'88 65.4 6,854 2,305 3,560
USA
‘86 2,882 224,000 60,414 163,623

‘e8 2,840 217,623 68,882 158,662

(UNTTS, 000)
__meas  YEAR JuMTS.000) _TUTAL. MY BUSTING EUGLE MATI MW EXIETING

541

162
164

153
168

78
79

824
846

ae
328

54
67

77

24
26

4an

81
88

n

70
73

(#000)

87

81

&8

70
72

74
78



January 29, 1986

Va Supreme Court ruled that a lender cannot
evade the state's small loan act by making a loan
in the form of a real estate mortgage. Borrowers
of loans that fit within the ceiling of the
Consumer Finance Act will be entitled to its
statutory protections regardless of whether the
loans are characterized as mortgages, the court
ruled, as long as the loans are made by persons in
the business of making loans below the ceiling
amount .

A borrower of a small sum of money should not
be allowed to put his one substantial asset - his
home - at risk. The Act's ban on "additional
charges" usually associated with mortgages, and
which were applied to both the loans in question,
indicates further the legislature's intent that all
loans below the ceiling amount should be considered
small loans.






September 2, 1986

NOTES:

Aggregate balances at Savings institutions decl ng. People
investing in Ginnie Maes and bonds. If interest rates increase,
these will prove to be poor investments. Investment in a CD is a

better consumer protection risk.

Appraisal, credit check, and title search cause for logjam in
processing Mortgage applications. Refi the cause. Refis are 3
times 1985. Savings Industry will account for $233 billion in
refinanced and residential purchase loans.

CAPITAL ADEQUACY

Much regulatory pressure on S and L's. The industry is more
profitable, but will continuing pressure to increase capital, and
change accounting practices render industry impotent?

FHLBB says more capital is required to insure viability of
insured institutions and shield the FSLIC from excessive losses.
More capital will also force ownership to be more vigilent
FHLBB wants to increase from 3% to 6% over six years.

But add to this the special assessment: 1/32 of 1% of insured
deposits each quarter; massive mortgage refinancings have set
back institutions' effort to restructure their portfolios eg.
move to fixed from variable. FHLBB restrictions on growth.
Potential changes in accounting standards.

HOUSING MARKET

2 million units in 1986. Mortgage originations headed toward a
new all-time high, and the interest rates available on most new
mortgages have made the median-cost home affordable for a family
with an average income and a 25% down-payment.

Compare with 1982: Market at 1 MM units and 15% rates; widening
gap between the price of a median cost home and what prospective
first time home buyers could afford to pay.

ACCOUNTING FEES

Proposal would require origination income to be recognized over
loan life. Loan origination costs, however, WO
recognized as current expenses.

have to be

Current practice: Take up to 1% of loans's initial balance as
current income so long as the fee can be offset by an origination
expense. Change in this could carve $4 billion in revenue from
the bottom lines of s and 1's in next six years.










DELEGATION OF APPROVAL AUTHORITY FOR PERSONNEL PROGRAMS

Sector Executive/
Personnel Planning
SALARY PROGRAMS Comaittee Group Executive Division liead

© Adainistration .

© N.Y. Core Program Structure Final Approval - -

© MNon-N.Y. Program Structure - Final Approval Cl U

Salary Adjustments to and Final Approval - = ~
over $140,000 and all 2-downs
From Sector Executive

°

o lires/Titles/Salary Adjustments - Final Approval -
at $100,000 to $139,999; and
all 2-downs from Group Executive

© Hires/Titles/Salary Adjustments - - Final Approval //

below $100,000 (except 2-downs
from Group Executive) .

JOB_EVALUATION

© W level and higher Final Approval < =

© Below W level . - - Final Approval

BONUS _PROGRAMS
© CORE Nominations and Awards Final Approval - -

© Individual Performsnce Award (IPA)

o Funding:
o Within approved IPA plans - Final Approval -
o Outafde of already approved Final Approval - -

and in place IPA plans




MONUS_PROGRAMS (continued)

o Individual Performance Award (IPA) continued

© Administration

STOCK_OPTION AWARDS
© Funding

© Administration

Sector Fxecutive/

Pernonnel Planning

Committee

Final Approval

Final Approval on
avards at 1500 shares
and above

€Eroup Executive

Approve:

~ IPA awards for
reciplents with ASR
st $100,000 or higher

- Single awards at 251
of ASR or higher

= All awards for
2-downe from Group
Executive

Approvel
= Avards at 750 to

1495 shares (CORE

Divisfon lead

Final Approval on
IPA avards lems
than 25X for re-
clplents with ASR
below $100,000
(except for
Direct Reports)

Floal Approval on
avards of leas
than 750 shares

or non-CORE parti-
clipants)

=~ All awards for
2-downs from Group
Executive

to Non-CORE par-
ticipanta (except
Direct Reports)

W.M.  PROCESS:
© AlL recommendations requiring the approval of a Group Executive are to be secured via the responsible GSPO's offfce.

© AlL recommendations requiring the approval of the Sector Fxecutive/Personnel Planning Committee are to be mecured
via the Sector Personnel Office.

Approved: 10/21/85



Riggs - No Frills Checki

o 0o 0o 0 0O

No minumum balance

No maintenence charges

No fee for up to 8 checks monthly
No returned checks

6 photocopies free per year

Free initial order of checks



GREAT WESTERN ARM
Index: Fhlbb 11th District of Columbia plus 2% margin

Points: No discount. All origination

Rate: Fixed for six mo from closing, then adjust monthly.
Customer is billed monthly showing what the new note
rate and margin is. Customer is given the choice of
capping the new payment at 7 1/2 (with neg am) or
paying full required payment. If rates are declining
the lower rate applies.

Caps: No annual rate cap, 14 1/4% lifetime cap.
Processing: Accelerated

Convertible: No.

Assumable: Yes

Jumbo: Yes - but premium priced
PMI: No

Tax on Ins/Escrows: No

Underwriting ratios: 33/38
LTV: 75% and below

A/E's originate. process own loans
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W CITICORP MID-ATLANTIC REGION
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PRODUCT BENEFITS

Plus's* Minu
1. Fixed Seconds -

- purchase money Affordabililty - use in Not as affordable - a
conjunction with a lower - totally new Mortgage
rate (assumed) First may be more affordabdle.
Mortgage to lower total
in st costs.

Peace of mind - know the More downpayment

monthly cost (due to required - we only loa-

*“fixed" rate feature). up to 908 LTV on our
Seconds vs. 95% on
Pirsts.

- non-purchase Affordability - more Peace-cf-mind - con-
money ( affordable (lower interest sumer s concerned abcut
debt con costs) than other borrowing tapping i{nto their
dation, alternatives. home's equity.
improvements,
etc.) Affordability - lower "Locked in" if rates

monthly payments than other “decCreases.
borrowing alternatives due
to longer repayment terms.
Low rates - now is the time
to “"lock into® low 2nd
Mortgage rates.
2. OEHE Affordability - lower Peace-of-nind -

(Variable Rate) incerest costs and monthly consumer s concerned
payments than other credit about tapping into the
alternatives. No points or equity of their homse.
annual fees.

Flexibility - use the Peace-of-mind - future

amount wanted, whenever interest rate increases

needed (due to checx- uncertain.

writing/draft feature).

3. 30 Yr. Pixed Affordability - low rates “Locked in"® if rates

vs. past year.

Peace-of-mind - know the Upfront note rate is

monthly cost (“fixed”). higher than some otnher
1st Mortgage
alternatives.

Harder to qualify (due
to higher note rate).



4.

15 Yr.

Fixed

5. 10 vr. Balloon

Pius's Minus's

Build up equity faster for May not qualify with i3
litele extra cost - 15 year yr. amortization.
amortization schedule;

increases cost only

slightly.

Peace-of-mind - know the “Locked in" if rates
monthly cost ("fixed). decrease.

Up front rate s higher
than scme other lst
Mortgage alternatives.

Tax advantages are .ess
than other lst
Mortgage alternat
No real “plus's* in current Peace-of-mind - may not
environment. qualify for refinancing
when balloon is due.

Peace-of-mind - rates
may increase so pay more
when balloon is due.

As expensive as 30 Yr.

6. REM/Step REM

fixed.
Build up equity ter- 15 Rate higher than ARM and
yr. term. 15 Yr. fixed.
Lower initial rate than 30 “Locked in" {f races
Yr. fixed. decrease.
Peace-of-mind -~ know the Payment increases.
percent of yearly increase

in advancs.

Easier to qualify vs. 15
Fixed.

7.

FHA/VA

Yr.

Lower closing costs (FHA - Only small loan sizes

costs normally paid by available.

seller: VA - no up front

cost).

Peace-of-mind - rate is Up front fees usually

fixed. loaded i{nto price of
house.

Lower downpayment required. Citicorp is expensive
vs. other FHA/VA
lenders.




Minus's*

8. 1 Yr, ARM Affordable - low rates Peace-of-mind - rate
(payment) can Lncrease.
Rate can fall if Treasury
securities fall.

Easier to quality.

9. 3 Yr. ARM Affordable - lower rates I1f rates go down, won':
than 15/30 Yr. Fixed. get benefit as quickly
as 1 Yr. ARM.
Rate can fall. Rate can increase.
Easier to qualify. Higher note rate than _
Yr. ARM.

Less risk - rate can't

incre s quickly as 1
Yr. ARM.

10. S Yr. ARM Affordable - lower rates If rates go down, won':
than 15/30 Yr. fixed. get benefit as quickly

as 1 & 3 Yr. ARM's.
Peace-of-mind - fixed rate
for 5 years. Rate can increase.

Rate can fall (after S
yrs.)

gasier to qualify vs. 15/30
Yr. fixed.

* In current rate
environment.

x 204 6G:e€l 80/

75
"




Product Mansgesent Puth

Years
Experfence Position Compensation Rasponeibilities
— Fd
Career Marketing Director $80-120K + Lrg Bonus - Overall businesa/business

portfolio menagement

$80-120K + Lrg Bonus ~ Overall busfnesa/busin
portfolio msnagement

Marketing Menager, (V.

10+ Group Prod. Wgr. $80-80K + ~ Strategic plen, finenciel
(Category Mgr.) 925-50K Bonus plen, mktg. plen

5 Sentor Prod. Wgr. $50-70K + 10-25K Bonus - Strategic plen & tactics

~7 Prod. Mgr. $50-70K + 10-25K Bonus - Stretegic plen & tactics

24 Associate Prod. Mgr. $38-45K + 5-10 Bonus - Proma/egencies/package

0-2 Asstist. Prod, Mgr, [ $38-40K = Vol. snalysis/forscests

Entry - Markating Aset. $25-38K ~ Nusbers crunching

- Most B.A./8.8, ater s " while MBA's enter as
Assistent Product (Brend) Mgrs.

L for "1st tier” compenies including: PRS, Genersl Foods,
2nd tier” Like Genarsl Mills, Bristol-Meyers, Richardsen
Vicks, etc. pey o Little lower end don't have all of the rungs of the ledder.

* sajor cut point.



December 12, 1985

Open Ended Home Equity (OEHE)
Total home equity in US: $3 trillion

Implications: if 50% of this equity tapped, then it
would double the amount of consumer credit currently
outstanding in country.

Logical modification of traditional second mortgage
lending in response to modern market conditions.

Product Description:

Revolving credit plan that is secured by the equity in
the account holder's principal dwelling and may be
accessed through a check, credit card, or ATM. Amount
of line determined by equity value in home. Rate tied
to index - creditors prime rate. Usually interest
payment due each month (and perhaps principal
reduction). Flexible repayment schedules - usually 5 to
10 years. Certain initial costs: orig fees, appraisal
costs, and mortgage taxes.

duct

* rates lower because fully secured

o advances as needed rather than lump sum

bl access process not complicated; expensive due to
repeated financings.

x bank can offer larger line of credit

% well suited to upscale customer who does not fear
financial

- innovation and want to carefully leverage self in
manner suited

® personal financial plans

Disadvantages

* consumer risks losing home if he can't meet
relative
small repayments.

Bank's Viewpoint

* loan risk reduced due security
* improvement in profitability due larger loan
balance

* healthy spread due variable rate feature



Marketing

need upscale, sophisticated

direct mail exec level customers

mortgage customer cross-sell

higher income deposit customers

upsell to card, unsecured, or other oehe customers

* % % % ¥

Documentation

* account agreement

¥ mortgage/deed of trust

¥ possible state tax law recording requirements
Disclosure

L truth in lending

implementing regulation z

disclosure statement outlining terms and conditions
periodic statements recapping account activity

care should be taken in drafting

Security Problems

* be careful where some state laws do not permit the
security
interest in future advances to date back to the
original filing. 1In this event, residentially
secured loans made by other creditors during the
period between advances under the plan may attain a
higher lien priority than subsequent advances

* need due on sale clause in event customer sells

* look at first lien. a. is there a negative am
feature? 1If so, loan principal could grow to 125%
decreasing the remaining value that secures the
second position. b. if ARM, make sure that the
borrower can make payment in future and that first
lien holder won't be forced in to repossess.

* % * *

Right of Recision

Federal law: In connection with a credit plan in which
a security interest is or will be retained in the
consumer's principal dwelling, each consumer whose
ownership interest is subject to the security interest
has the right to cancel the loan within three business
days.



FER KR
2h:1 1
Reque:ted Pricing - lS ycar tix =
/m—: n
7493/ Note Rate - J;o 625\ 1 Discount \
( Y origination (1.0% —_//
¥ O\ Suggested P:Lcinq -715 yea: fixed

Note Rate 10. 75\ Discount
Origination 1.0%

Requested Pricing 30 Year FNMA 125 basis point discount on
current pricing.

Suggested pricing 30 Year PNMA 100 basis point discount on
current pricing.
Note Rate 10.75% Discount 2%
Origination 1.0%

~Average loan size 0,000
Passthru premium (108 b.p.) 750
Criginaticn fee (11%) 4 4 700
Discount (1%) == (700
*Variable Expenses (3501//
Contribution to fixed Expense 350 ’///
*Fixed Expenses

Net per loan (950)

* Estimates due to updated origination expense per loan not
being submitted.

Rationale here is that at least we would be making a
contribution to fixed costs. Loans must be delivered within 60
days to avoid pricing hits.




Strategy: Offer below minimum market rates in markets where
we have idle capacity. Reestablish relationships with realtors.

South Area
Atlanta - Suggested Pricing - One Year ARM
RORA
.943% Note Rate —9.5% Caps 2/14.5
Margin: 250 Origination 1.25%

Carolinas - Suggested Pricing - One Year ARM

RORA
.94% Note Rate 9.75% Caps 2/14.5
Margin 250~ Origination 1
Virginia

Vienna - Stategy - Lifetime cap is of major importance.
Also, they desire to offer a lower margin than competitors because
they feel there is a target market.

- Suggested Pricing - One Year ARM

BCRA
.93% Note Rate 8.00% Caps 2/14.5

Margin 275 Discount 3% Origination 1%
.81% Note Rate 8.00% Caps 2/14.0

Mar 4 ianoun:_~_34_—0:ngnn;ig&\i:\
.89 Note Rate 8.50% Caps  2/14.0 S

Margin 275 Discount 3% Origination 1% "
92y —— “Note Rate 9.25% Caps 2/14.5

Margin 220 Discount 2% Origination 1%

Pricing =30 Y

Average loan size 100M

Origination fee (1%) $1000
Passthru premium (108 b.p.) $1080
Discount (50 b.p.) $(500
Variable Costs $(310)
Contribution to fixed costs $1270
Salary Expense Per Loan $ 936
Fixed Cost per loan s 317

Net per loan s 17

Richmond/Tidewater - Advised Lance to discontinue premium

pricing.



IN BILLIONS

MORTGAGE INSURANCE INDUSTRY PROFILE
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THROUGH FIRST HALF OF 1985

LOSSES INCURRED

NET INCOME

LOSS RESERVES

771 TOTAL 1984

FIRST HALF 1985




INSIDE MORTGAGE FINANCE November 1, 1985
EPIC EXPOSURE COMPARISONS

Est. Combined June June

Pool & Primary 1985 1985

Moody's Maximum Loss Total Total

Company Ratings Exposure to EPIC Risk Capital
TICOR Mortgage Insurance Co. B1 $166 N. A. $198
Republic Mortgage Insurance Co. U. R. $100 $1,579 $72
Wisconsin Mtg. Accep. Corp. A1 $60 $16, 356 $500
Mortgage Guaranty Ins. Corp. Aa3 $15 $4,732 $217
Commonwealth Mortgage Assur. (PA, MD) U. R. (Est. $8m) N.A. $1, 264 $63
PMI Mortgage Insurance Co. A1 $7 $4, 24y $193
Investors Mortgage Insurance Co. U. R. $6 $2,333 $95
United Gty. Residential Ins. Co. Aaa $4 $5, 203 $219
VEREX Assurance, Inc. A2 $3 $6,769 $2u3
Foremost Guaranty Corp. A2 $2 $1, 261 $81
General Elect. Mtg. Ins. Co. (OH) Aa2 $2 $2,586 $110
U.S. Mortgage Insurance Co. N. R. N. A. N. A. $11
General Elect. Mtg. Ins. Co. ( NC, CA, FL) N. R. i $2,536 $115
Industry Totals $394 $53,295 $2,117

WOTE: UR means under review for a rating. NR means not rated. NA means not available for
dissemination. Capital is defined by contingency reserves plus policyholder surplus. UGRIC

is United Gty. Residential Ins. Co., GEMICO is General Elect. Mtg. Imns. Co. (OH, NC, CA, FL)

MGIC is Mortgage Guaranty Ins. Corp., PMI is PMI Mortgage Insurance Co., WMAC is Wisconsin

Mtg. Accep. Ccrp., VEREX is VEREX Assurance, Inc., FGC is Foremost Guaranty Corp., TMIC is

TICOR Mortgage Insurance Co., RMIC is Republic Mortgage Insurance Co., CMAC is Commonwealth
Mortgage Assur. (PA, MD), IMI is Investors Mortgage Insurance Co. SOURCE: Moody's Investors 5vc.'



January 29, 1986
PMI COMPANY LOSSES

* $600 ﬁillion losses first nine months of '85
* 28% more than record total 1984 losses
* Larger losses projected for 1986

* Loans that were originated in 1984 enter their
third year of maturity, the year in which the
highest number of claims are usually filed. The
price appreciation of those homes has been low,
giving homeowners who are financial strapped less
incentive to try to continue payments.

* Mortgage insurance losses may peak in 1986 if
claims from 1982 and 1983 loans finally begin to
decline. These are loans entering their fourth and
fifth year of maturity, but because of the values
of homes have not been appreciating as much as
buyers and lenders expected, delinquencies and
defaults continue to mount.

* Positive side: most mi companies have tightened
underwriting and are scrutinizing lenders more
carefully and have raised premiums on higher-risk
products.

* Fall in rates has helped mi companies as
discounted loans won't see radical rise in
payments.

* Nat'l Assn of Realtors expects that home values
will rise only 3.5% in 1986 and will continue to
grow in value at a slower rate than the general
rate of inflation. This suggests that claim
frequencies in foreclosures will remain high,
especially on lower-downpayment mortgages.

* Problem areas in 1986 will likely continue to be

those states heavily dependent on the oil market
and lumber products.









September 11, 1986

NOTES FROM NOTES FROM THE BEACH

" ..the business has suffered the severe economic burdens of
inflation which have been working on a distribution system
designed for the “banking business' when in fact there is no such
thing. As a retail system - the branches are overdesigned - as a
corporate presence they are unnecessary."

w...it is clear that some relevant new delivery technologies are
available to the business and will have an important bearing on
both the economic dynamics and the institutional and
legal/regulatory framework within which we work. The existence
of these technologies strongly suggest that we should either
reconfigure and reinvigorate our own efforts or get out of the
business - our current posture is not economically viable over
the long run."

w...I refer to a fundamentally new business starting with a
dedication to the consumer and to the proposition that we can
offer a set of services that will substantially satisfy a
family's financial needs under terms and conditions that will
earn the shareholders an adequate profit while creating a
healthy, positive and straightforward relationship with the
customer."

"Our objective cannot be to be in the loan business or the
deposit busin The task is not to run branches nor to issue
cards. These are but ans to an end - the business is an effort
on our part to manage resources so as to satisfy consumer needs."”

"[...I categorize the results of our efforts] in three ways: the
occupation of space, profits and the character of the business
organization itself. That is -

(A) Occupation of Space - along three dimensions:

1. our share of the relevant market:

2 within that share - our tier position or the share of
the total actual uses of financial services for a
family unit that is a customer; and

3. our psychological position - 1l.e., how "well" do we
satisfy, to wit, how healthy is the relationship.

(B) Profits - along two dimensions:

-

absolute contribution or PCE: and
2. quality or RORA.



(C) Character of the Organization - along three dimensions

1 to what extent does the work organization provide a
healthy environment for each of us;

2 to what extent does the organization learn and
regenerate itself developing skills and people to cope
with new and different problems; and

kY to what extent is the organization a healthy
contributing part of Citicorp.

"...a set of priorities has been stated: namely, control,
profitability and then growth..."

"...we rejected a functional organization so as to build around
the concept of the Business Manager. In doing so we recognized
that we may have crificed some time but were persuaded that the
"business manager" was a better long term concept because: (1)
it would build more good people; (2) it implied that we would
break the CSG into manageable pieces; (3) it forces operating
level busin responsibility down into the organization; and (4)
it insures a balanced "full business view."

"The key to day to day management slot is that of the Business
Manager. The tone of the organization and the extent to which we
"pull together" is very much dependent on the efforts at that
level. it is important to recognize that the "people" dimension
of our Jjob is a 1line responsibility. A staff function-
personnel - is not going to maintain the fabric of the
organization. Insuring that people are listened to, talked to,
properly paid, etc., is one of the prime jobs of management.

"...most of our credit problems can be related to one of two
problems. First, poorly conceived credit products or second,
loss of control of routine collection/receivable management
processes."

Pasat of "business proposition" or perception on the
t o ve er of t which has to be created in order

to business success is key to the concept of runnin

b d 3 the manager from the administrator.

is flushed out

" margins: The issues of margins is a tough one yet the
previous comments on pricing should make clear that we may well
have an opportunity to restructure the business. At least in our
"supermarket banking" businesses the current situation is
unacceptable - margins are too low and depositors are subsidizing
borrowers."




"...the economics of the distribution system is a strong
Y
negative."

"...we have relatively little feel for the capacity of our
distribution systems - hence for their economics. It would seem
that the "output" of the distribution system is (a) minutes of
transaction time; (b) minutes of service time; and (c) minutes of
platform time.... ...The cost of distribution is very high - on
average (worldwide) eating up some 85% of the net revenues
provided by customers. While there would seem to be promise of
cost reductions - these seem most likely to be available by re-
thinking and re-configuring our distribution system rather than
through efficiencies. Such redesign does not stand alone

relates to the fundamental business proposition being supportec.

n

...There are some 35 of us - Division Heads, Business Managers,
GMO staff and key operating and marketing officers - who in the
aggregate have responsibility to manage the consumer effort. Tt
is fundamentally important that we share views and forge common
beliefs in the thrust of our effort. In my mind, we will not
succeed unless all of us succeed."

"The business managers are clearly key. As described earlier,
this job was created as the focal point for day-to-day business
responsibilities. The rest of the organization is designed to
support this role. Division Heads are strategic managers. They
have responsibility to act as "player coaches" with the business
managers and insure the success of that effort but, more
importantly, they provide an overview of their constituent
businesse and give direction to the development of our
efforts...."




RATES 5/13/86

Mortgage rates continue decline but pace slows. Single digit for
5 weeks now.

Problem Banks 5/13/86

Angermeuller:

Why bother to buy, say, a Texas bank when preference given
to in state bidders, and when there are restrictions on expansion
once the purchase is made.

It's a buyers mérket.Under deluge of refinancing requests,
some lenders reluctant to cut rates further.

Some analysts believe bottom reached in late summer, dropping
another 50 bp.

Average term mortgage loan down to 24.7 years in April from 25.3
vyears in March. Loans average 74% of purchase price. Average
purchase price is 112,700.

Yeilds on 30 year treasuries, a bellweather of rates, fell to
lowest levels since 1975 - 7.37%. May 7 Bond action sold record
$27 billion in debt.
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RATES

1/86 - 30 yr fixed-rate mortgages closest to single
digit in 7 years. Govt. insured mortgages have a
shot at it. Few expect single digit to go single
digit. Borrowers can get an adjustable-rate
mortgage currently with an initial interest rate of
9%. And even if 30 year fixed conventional
mortgages don't dip below 10%, 15 year fixed
mortgages might.



Motives for Refinancing

1. Reduce interest cost
Keep the after tax cost of the
interest saved over the term of the
mortgage. Be sure prepay penalty
on orig. loan plus cost of obtaining
loan is less than the pu of the net
interest savings.

2. Realize tax-free cash
Increase total loan amount

New loan = orig. loan amt then
investor has recouped loan
amortization paid during
ownership.

New loan > orig. loan then

investor realizes portion of

appreciation in his investment.
3. Increase cash flow

o0 Loan amt. same - rate reduced

o New Loan with longer amortization
period






September 2, 1986

NOTES:

Aggregate balances at Savings institutions declining. People
investing in Ginnie Maes and bonds. If interest rates increase,
these will prove to be poor investments. Investment in a CD is a

better consumer protection risk.

Appraisal, credit check, and title search cause for logjam in
processing Mortgage applications. Refi the cause. Refis are 3
times 1985. Savings Industry will account for $233 billion in
refinanced and residential purchase loans.

CAPITAL ADEQUACY

Much regulatory pressure on S and L's. The industry is more
profitable, but will continuing pressure to increase capital, and
change accounting practices render industry impotent?

FHLBB says more capital is required to insure viability of
insured institutions and shield the FSLIC from excessive losses.
More capital will also force ownership to be more vigilent
FHLBB wants to increase from 3% to 6% over six years.

But add to this the special assessment: 1/32 of 1% of insured
deposits each quarter; massive mortgage refinancings have set
back institutions' effort to restructure their portfolios eg.
move to fixed from variable. FHLBB restrictions on growth.
Potential changes in accounting standards.

HOUSING MARKET

2 million units in 1986. Mortgage originations headed toward a
new all-time high, and the interest rates available on most new
mortgages have made the median-cost home affordable for a family
with an average income and a 25% down-payment.

Compare with 1982: Market at 1 MM units and 15% rates: widening
gap between the price of a median cost home and what prospective
first time home buyers could afford to pay.

ACCOUNTING FEES

Proposg] would require origination income to be recognized over
loan life. Loan origination costs, however, would have to be
recognized as current expenses.

Current practice: Take up to 1% of loans's initial balance as
current income so long as the fee can be offset by an origination
expense. Change in this could carve $4 billion in revenue from
the bottom lines of s and 1's in next six years.










DELEGATION OF APPROVAL AUTHORITY FOR_PERSOMNEL PROGRANS

SALARY_PROGRAMS
© Administration
© N.Y. Core Program Structure
o Non-N.Y. Program Structure
o Salary Adjustments to and
over $140,000 and all 2-downs
From Sector Executive
o MNires/Titles/Salary Adjustments
at $100,000 to $139,999; and
all 2-downs from Group Executive
o Hires/Titles/Salary Adjustments
below $100,000 (except 2-downs
from Group Executive) 3
JOB_EVALUATION
o W level and higher

© Below W level .

BONUS_PROGRAMS
© CORE Nominations and Avards
© Individual Performance Award (IPA)
o Funding:
o Within approved IPA plans

© Outside of already approved
and in place IPA plane

Sector Executive/
Personnel Planning
Comaittee

Final Approval

Final Approval

Final Approval

Final Approval

Finsl Approval

Group Executive

Final Approval

Final Approval

Final Approval

Diviston lead

Final Approval //

Final Approval




o Individual Performance Award (IPA) continued

© Adminlstration

STOCK_OPTION AWARDS

o Funding

© Administration

N.h, FROCESS:

i_PROGRAMS (continued)

Sector Fxecutive/
Personnel Planning
Committee

Final Approval

Final Approval on

Croup Executive

Approver

=~ 1PA awards for
reciplents with ASR
st $100,000 or higher

= Single awards at 25%
of ASR or higher

= All awards for
2-downs from Group
Executive

Approvet

= Avards at 750 to
1495 shares (CORE
or non-CORE parti-
cipants)

= All awards for
2-downs from Group
Executive

Diviston lesd

Final Approval on
ITA avarda les
than 25% for re-
clplents with ASR
below $100,000
(except for
Direct Reports)

Floal Approval on
avards of less
than 750 shares
to Non-CORE par-
ticipants (except
Direct Reports)

© ALl recommendations requiring the approval of a Group Executive are to be secured via the remponsible GSPO's offfce.

© All recommendations requiring the approval of the Sector Executive/Personnel Planning Committee Are to be secured
via the Sector Personnel Offfce.

Approved: / 10/21/85



figgs - No Frills Checki

o 0 00 0O

No minumum balance

No maintenence charges

No fee for up to 8 checks monthly
No returned checks

6 photocopies free per year

Free initial order of checks



GREAT WESTERN ARM
Index: Fhlbb 11th District of Columbia plus 2% margin

Points: No discount. All origination

Rate: Fixed for six mo from closing,  then adjust monthly.

’ Customer is billed monthly showing what the new note
rate and margin is. Customer is given the choice of
capping the new payment at 7 1/2 (with neg am) or
paying full required payment. If rates are declining
the lower rate applies.

Caps: No annual rate cap, 14 1/4% lifetime cap.

Processing: Accelerated
Convertible: No.

Assumable: Yes

Jumbo: Yes - but premium priced
PMI: No

Tax on Ins/Escrows: No
Underwriting ratios: 33/38

LTV: 75% and below

A/E's oriaginate. process own loans
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CITICORP MID=-ATLANTIC REGION

S

PRODUCT BENEFITS

Plus's* Minus's*
1. Fixed Seconds -
- purchase money Affordabililty - use in Not as affordable - a
conjunction with a lower - totally new lst Mortgage
rate (assumed) First may be more affordabdle.

Mortgage to lower total
interest costs.

Peace of mind - know thu More downpayment

monthly cost (due to required - we only loa-

"fixed" rate feature). up to 908 LTV on our
Seconds vs. 35% on
Firsts.

- non=-purchase Affordability - more Pe of-mind - con-
money (e.g. affordable (lower lnterest sumers concerned abcout
debt consoli- costs) than other borrowing tapping into their
dation, home alternatives. home's equity.
improvements,
etc.) Affordability = lower "locked {n® if rates

monthly payments than other TQUCTeases.
borrowing alternatives due
to longer repayment terms.

Low rates - now is the time
to "lock into® low 2nd
Mortgage rates.

2. OEHE Affordability - lower Peace-of-mind -
(Variacle Rate) incerest costs and monthly consumer 3 concerned
payments than other credit about tapping into the
alternatives. No points or equity of their home.
annual fees.

Flexibility - use the Peace-of-mind - future
amount wanted, whenever interest rate increases
needed (due to check- uncertain.
writing/draft feature).

3. 30 ¥Yr. Pixed Affordability - low rates “Locked in" if =
vs. past year. decrease.
Peace-of-mind - know the Upfront note rate is
monthly cost ("fixed"). nigher than some other
l1st Mortgage
alternatives.

Harder to qualify (due
to higher note rate).



4.

S.

15 vr.

10 Yr.

Fixed

Ballo—on

Pius's

Build up equity faster for
little extra cost - 1S year
amortization schedule;
increases cost only
slighely.

Peace-of-mind - know the
monthly cost (“"fixed).

No real "plus's*
environment.

6. REM/Step REM

Build up equity faster- 1S
yr. term.

Lower initial rate than 30
Yr. fixed.

Peace-of-mind - know the
per t of yearly increase
in advance.

Easier to qualify vs. 1S
Yr. Pixed.

in current

Minus's

May not qualify with .5
yr. amortization.

“Locked in"
decrease.

i€ rates

Up front rate ts higher
than some other lst
Mortgage alternatives.

Tax advantages are .ess
than
Mortgage alternatives.
Peace-of-mind -
qualify for refinancing
when balloon (s due.

Peace-of-mind - rates
may increase so pay more
when balloon is due.

As expensive as 30 VYr.
fixed.
Rate higher than ARM and
15 Yr. fixed.

“Locked in* {f
decrease.

races

Payment incre

7.

FHA/VA

Lower closing costs (FHA -
costs normally paid by
seller: VA - no up front
cost).

Peace-of-mind - rate is
fixed.

Lower downpayment required.

Only small loan sizes
available.

Up front fees usually
loaded i{nto price of
house.

Citicorp is expensive
vs. other FHA/VA
lenders.




Plus's*
8. 1 Yr. ARM Affordable - low rates

Rate can fall if Treasury
securities fall.

Easier to qualify.

Minus's*

Peace-of-mind - rate
(payment) can increase.

9. 3 Yr. ARM Affordable - lower rates
than 15/30 Yr. Pixed.
Rate can fall.
Easier to qualify.

k - rate can't
as quickly as 1

I1f rates go down, won':
get dDenefit as quickly

as 1 Yr. ARM.

Rate can increase.

Higher note rate than _
Yr. ARM.

10. S ¥Yr. ARM Affordable - lower rates
than 15/30 Yr. fixed.

Pe -of-mind - fixed rate
for 5 years.

Rate can fall (after S
yrs.)

gasier to qualify vs. 15/30
Yr. fixed.

* In current rate
environment.

x 20d

If rates go down, won':
get benefit as quickly
as 1 & 3 Yr. ARM's.

Rate can increase.

6G:€1 80,80 ‘=



Career

Carser

Product Mansgesent Path

Position
Merketing Director

Marketing Meneger, (V.P.)

Compensation

Responaibilities

$80-120K + Lrg Bonus

$80-120K + Lrg Bonus

- Overall businesa/business
portfolio mansgement

= Overall businesa/busin
portfolio ssnagement

Group Prod. Wgr.
(Category Mgr.)

$60-80K +
$25-50K Bonus

- Strategic plen, finencisl
plen, mktg. plen

~7

Senfor Prod. Mgr.

Prod. Mgr.

950-70K + 10-285K Bonus

950-70K + 10-28K Sonus

- Strategic plen & tactics

- Strategic plen & tactics

S

I

Associete Prod. Mgr.

Assist. Prod. Mgr. (Brend)

$38-45K + 5-10 Borus

938-40K

- Prosa/sgencies/packege

- Vol. snalysie/forec

- Most

= Above path {8 typ

Marketing Asst.

end] Mgrs.

LT

Ponds, etec.

tier” compenies including:
"2nd tier® 1ke Genarel MLls, Bristol-Meyers, Richerdsen

A./B.8. individusle enter ss Marketing Assistents, while MBA's
Assistent Product ||

~ Nusbers crunching

nter as

P8S, Genersl Foods,

Cheeseborough
Vicks, ete. pay o Little lower end don't have all of the rungs of the ledder.

* major

cut point.



December 12, 1985

Open Ended Home Equity (OEHE)
Total home equity in US: $3 trillion

Implications: if 50% of this equity tapped, then it
would double the amount of consumer credit currently
outstanding in country.

Logical modification of traditional second mortgage
lending in response to modern market conditions.

Product Description:

Revolving credit plan that is secured by the equity in
the account holder's principal dwelling and may be
accessed through a check, credit card, or ATM. Amount
of line determined by equity value in home. Rate tied
to index - creditors prime rate. Usually interest
payment due each month (and perhaps principal
reduction). Flexible repayment schedules - usually 5 to
10 years. Certain initial costs: orig fees, appraisal
costs, and mortgage taxes.

duc v 4

b rates lower because fully secured

% advances as needed rather than lump sum

* access process not complicated; expensive due to
repeated financings.

* bank can offer larger line of credit

. well suited to upscale customer who does not fear
financial

* innovation and want to carefully leverage self in
manner suited

* personal financial plans

Disadvantages

- § consumer risks losing home if he can't meet
relative
small repayments.

Bank's Viewpoint

* loan risk reduced due security
* improvement in profitability due larger loan
balance

¥ healthy spread due variable rate feature



Marketing

need upscale, sophisticated

direct mail exec level customers

mortgage customer cross-sell

higher income deposit customers

upsell to card, unsecured, or other oehe customers

* % * % *

Documentation

* account agreement

ol mortgage/deed of trust

b possible state tax law recording requirements
Disclosure

*

truth in lending

* implementing regulation z

hod disclosure statement outlining terms and conditions
* periodic statements recapping account activity

* care should be taken in drafting

Securjty Problems

* be careful where some state laws do not permit the
security
interest in future advances to date back to the
original filing. In this event, residentially
secured loans made by other creditors during the
period between advances under the plan may attain a
higher lien priority than subsequent advances

* need due on sale clause in event customer sells

* look at first lien. a. is there a negative am
feature? 1If so, loan principal could grow to 125%
decreasing the remaining value that secures the
second position. b. if ARM, make sure that the
borrower can make payment in future and that first
lien holder won't be forced in to repossess.

ight o ecision

Federal law: 1In connection with a credit plan in which
a security interest is or will be retained in the
consumer's principal dwelling, each consumer whose
ownership interest is subject to the security interest
has the right to cancel the loan within three business
days.
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Requested Pricing - 15 year fixed =
- = T

Ross. ) K T

\

2
A~ /
———_‘7“\49\)’ Note Rate : J0.625% xDiscount (28
L\ PZ Origination !1.0% 7

3 Suggested P:LElE§7-IS year fixed

Note Rate 10.75\3}/ Discount 2\//7

Origination 1.0%

Requested Pricing 30 Year FNMA 125 basis point discount on
current pricing.

Suggested pricing 30 Year FNMA 100 basis point discount on
current pricing.

Note Rate 10.75% Discount 2%
Origination 1.0%

“Average loan size 0,000
Passthru premium (108 b.p.) i 750
Criginaticn fee (11%) \ 700
Discount (1%) - (700
*Variable Expenses (350L//
Contribution to fixed Expense 350 k///
*Fixed Expenses

Net per loan (950)

* Estimates due to updated origination expense per loan not
being submitted.

Rationale here is that at least we would be making a
contribution to fixed costs. Loans must be delivered within 60
days to avecid pricing hits.




Strategy: Offer below minimum market rates in markets where
we have idle capacity. Reestablish relationships with realtors.

Atlanta - Suggested Pricing - One Year ARM
RORA
2943 Note Rate _—9.5% Caps 2/14.5

Margin: 250 Origination 1.25%
Carolinas - Suggested Pricing - One Year ARM

RORA
.94% Note Rate 9.75% Caps 2/14.5
Margin 250 Origination 1
¥irginia

Vienna - Stategy - Lifetime cap is of major importance.
Also, they desire to offer a lower margin than competitors because
they feel there is a target market.

- Suggested Pricing - One Year ARM

BCR3
.93% Note Rate 8.00% Caps 2/14.5

Margin 275 Discount 3% Origination 1%
.81% Note Rate 8.00% Caps 2/14.0

Marc £ :Lglnazigg\ii\
.89% Note Rate  8.50% T 2/1800 P

Margin 3% Origination 1% "
.92% —— Note Rate 9.25% Caps 2/14.5

Margin 220 Discount 2% Origination 1%

Dpipci - Ve, F

Average loan size 100M

Origination fee (1%) $1000
Passthru premium (108 b.p.) $1080
Discount (50 b.p.) $(500)
Variable Costs $(310)
Contribution to fixed costs s1270
Salary Expense Per Loan $ 936
Fixed Cost per loan s 317

Net per loan s 17

b i - Advised Lance to discontinue premium
pricing.



IN BILLIONS

MORTGAGE INSURANCE INDUSTRY PROFILE
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INSIDE MORTGAGE FINANCE November 1, 1985

EPIC EXPOSURE COMPARISONS

Est. Combined June June

Pool & Primary 1985 1985

Moody's Maximum Loss Total Total

Company Ratings Exposure to EPIC Risk Capital
TICOR Mortgage Insurance Co. B1 $166 N. A. $198
Republic Mortgage Insurance Co. U. R. $100 $1,579 $72
Wisconsin Mtg. Accep. Corp. A1 $60 $16, 356 $500
Mortgage Guaranty Ins. Corp. Aa3 $15 $4,732 $217
Commonwealth Mortgage Assur. (PA, MD) U. R. (Est. $8m) N.A. $1, 264 $63
PMI Mortgage Insurance Co. A1 $7 $4, 244 $193
Investors Mortgage Insurance Co. U. R. $6 $2,333 $95
United Gty. Residential Ins. Co. Aaa $4 $5, 203 $219
VEREX Assurance, Inc. A2 $3 $6,769 $243
Foremost Guaranty Corp. A2 $2 $1, 261 $81
General Elect. Mtg. Ins. Co. (OH) Aa2 $2 $2,586 $110
U.S. Mortgage Insurance Co. N. R. N. A. N. A. $11
General Elect. Mtg. Ins. Co. ( NC, CA, FL) N. R. --- $2,536 $115
Industry Totals $394 $53,295 $2,117

NOTE: UR means under reviewm for a rating. NR means not rated. NA means not available for
dissemination. Capital is defined by contingency reserves plus policyholder surplus. UGRIC

is United Gty. Residential Ins. Co., GEMICO is General Elect. Mtg. Imns. Co. (OH, NC, CA, FL),
MGIC is Mortgage Guaranty Ins. Corp., PMI is PMI Mortgage Insurance Co., RMAC is Risconsin

Mtg. Accep. Corp., VEREX is VEREX Assurance, Inc., FGC is Foremost Guaranty Corp., TMIC is

TICOR Mortgage Insurance Co., RMIC is Republic Mortgage Insurance Co., CMAC is Commonwealth
Mortgage Assur. (PA, MD), INMI is Investors Mortgage Insurance Co. SOURCE: Moody's Investors Sve.



January 29, 1986
PMI COMPANY LOSSES

* $600 million losses first nine months of '85
* 28% more than record total 1984 losses
* Larger losses projected for 1986

* Loans that were originated in 1984 enter their
third year of maturity, the year in which the
highest number of claims are usually filed. The
price appreciation of those homes has been low,
giving homeowners who are financial strapped less
incentive to try to continue payments.

* Mortgage insurance losses may peak in 1986 if
claims from 1982 and 1983 loans finally begin to
decline. These are loans entering their fourth and
fifth year of maturity, but because of the values
of homes have not been appreciating as much as
buyers and lenders expected, delinquencies and
defaults continue to mount.

* Positive side: most mi companies have tightened
underwriting and are scrutinizing lenders more
carefully and have raised premiums on higher-risk
products.

* Fall in rates has helped mi companies as
discounted loans won't see radical rise in
payments.

* Nat'l Assn of Realtors expects that home values
will rise only 3.5% in 1986 and will continue to
grow in value at a slower rate than the general
rate of inflation. This suggests that claim
frequencies in foreclosures will remain high,
especially on lower-downpayment mortgages.

* Problem areas in 1986 will likely continue to be
those states heavily dependent on the oil market
and lumber products.






September 11, 1986

NOTES FROM NOTES FROM THE BEACH

"...the business has suffered the severe economic burdens of
inflation which have been working on a distribution system
designed for the “banking business' when in fact there is no such
thing. As a retail system - the branches are overdesigned - as a
corporate presence they are unnecessary."

w...it is clear that some relevant new delivery technologies are
available to the business and will have an important bearing on
both the economic dynamics and the institutional and
legal/regulatory framework within which we work. The existence
of these technologies strongly suggest that we should either
reconfigure and reinvigorate our own efforts or get out of the
business - our current posture is not economically viable over
the long run."

w...I refer to a fundamentally new business starting with a
dedication to the consumer and to the proposition that we can
offer a set of services that will substantially satisfy a
family's financial needs under terms and conditions that will
earn the shareholders an adequate profit while creating a
healthy positive and straightforward relationship with the
customer."

"Our objective cannot be to be in the loan business or the
deposit busin The task is not to run branches nor to issue
cards. These are but means to an end - the business is an effort
on our part to manage resources so as to satisfy consumer needs."”

"[...I categorize the results of our efforts] in three ways: the
occupation of space, profits and the character of the business
organization itself. That is -

(A) Occupation of Space - along three dimensions:

1. our share of the relevant market:

2. within that share - our tier position or the share of
the total actual uses of financial services for a
family unit that is a customer; and

3. our psychological position - i.e., how "well" do we
satisfy, to wit, how healthy is the relationship.

(B) Profits - along two dimensions:

absolute contribution or PCE: and
quality or RORA.

N

-



(C) Character of the Organization - along three dimensions

1 to what extent does the work organization provide a
healthy environment for each of us;

2 to what extent does the organization learn and
regenerate itself developing skills and people to cope
with new and different problems; and

3. to what extent is the organization a healthy
contributing part of Citicorp.

"...a set of priorities has been stated: namely, control,
profitability and then growth..."

"...we rejected a functional organization so as to build around
the concept of the Business Manager. In doing so we recognized
that we may have sacrificed some time but were persuaded that the

"business manager" was a better long term concept because: 1)
it would build more good people; (2) it implied that we would
break the CSG into manageable pieces; (3) it forces operating

level busin responsibility down into the organization:; and (4)
it insures a balanced "full business view."

"The key to day to day management slot is that of the Business
Manager. The tone of the organization and the extent to which we
"pull together" is very much dependent on the efforts at that

level. important to recognize that the "people" dimension
of our Jjob is a line responsibility. A staff function-
personnel - is not going to maintain the fabric of the

organization. Insuring that people are listened to, talked to,
properly paid, etc., is one of the prime jobs of management.

"...most of our credit problems can be related to one of two
problems. PFirst, poorly conceived credit products or second,
loss of control "of routine collection/receivable management
processes."

Ll < f a "b ness proposition" or perception on the
t o ve: r of t which has to be created in order
t iness s key to the concept of runnin
anager from the administrator.
roposition is flushed out

our business."”

" margins: The issues of margins is a tough one yet the
previous comments on pricing should make clear that we may well
have an opportunity to restructure the business. At least in our
"supermarket banking" businesses the current situation is
unacceptable - margins are too low and depositors are subsidizing
borrowers."



"...the economics of the distribution system is a strong
negative."

"...we have relatively 1little feel for the capacity of our
distribution systems - hence for their economics. It would seem
that the "output" of the distribution system is (a) minutes of
transaction time; (b) minutes of service time; and (c) minutes of
platform time.... ...The cost of distribution is very high - on
average (worldwide) eating up some 85% of the net revenues
provided by customers. While there would seem to be promise of
cost reductions - these seem most likely to be available by re-
thinking and re-configuring our distribution system rather than
through efficiencies. Such redesign does not stand alone but
relates to the fundamental business proposition being supportec."”
“...Th.re are some 35 of us - Division Heads, Business Managers,
GMO staff and key operating and marketing officers - who in the
aggregate have responsibility to manage the consumer effort. It
is fundamentally important that we share views and forge common
beliefs in the thrust of our effort. In my mind, we will not
succeed unless all of us succeed."

"The business managers are clearly key. As described earlier,
this job was created as the focal point for day-to-day business
responsibilities. The rest of the organization is designed to
support this role. Division Heads are strategic managers. They
have responsibility to act as "player coaches" with the business
managers and insure the succe: of that effort but, more
importantly, they provide an overview of their constituent
busine and give direction to the development of our
efforte...«"




RATES 5/13/86

Mortgage rates continue decline but pace slows. Single digit for
5 weeks now.

Problem Banks 5/13/86

Angermeuller:

Why bother to buy, say, a Texas bank when preference given
to in state bidders, and when there are restrictions on expansion
once the purchase is made.

It's a buyers mérket.Under deluge of refinancing requests,
some lenders reluctant to cut rates further.

Some analysts believe bottom reached in late summer,
another 50 bp.

dropping
Average term mortgage loan down to 24.7 years in April from 25.3

years in March. Loans average 74% of purchase price. Average
purchase price is 112,700.

Yeilds on 30 year treasuries, a bellweather of rates, fell to

lowest levels since 1975 - 7.37%. May 7 Bond action sold record
$27 billion in debt.
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RATES

1/86 - 30 yr fixed-rate mortgages closest to single
digit in 7 years. Govt. insured mortgages have a
shot at it. Few expect single digit to go single
digit. Borrowers can get an adjustable-rate
mortgage currently with an initial interest rate of
9%. And even if 30 year fixed conventional
mortgages don't dip below 10%, 15 year fixed
mortgages might.



Motives for Refinancing

1. Reduce interest cost
Keep the after tax cost of the
interest saved over the term of the
mortgage. Be sure prepay penalty
on orig. loan plus cost of obtaining
loan is less than the pu of the net
interest savings.

2. Realize tax-free cash
Increase total loan amount

New loan = orig. loan amt then
investor has recouped loan
amortization paid during
ownership.

New loan > orig. loan then

investor realizes portion of

appreciation in his investment.
3. Increase cash flow

o0 Loan amt. same - rate reduced

o New Loan with longer amortization
period



Ausi - N

To leverage the mortgage relationship and deepen our consumer
penetration by household in line with sales of Second Mortgages
and Insurance.

Rationale

A ready Credit line is a natural response to a home buyer's
financial needs. Home buyers are certain to need new furniture,
carpeting, appliances, etc., after buying a home. Providing the
means to make these purchases is our answer to Coldwell Banker's
handing each new mortgagee a Sears credit card.

Market Opportunity
o Mortgage Sourced - the 1986 Plan calls for 400 Mid-Atlantic

mortgage customers to accept Ready Credit. The Mid-Atlantic
Region will cross-sell customers throughout its nine states,
whereas the Central Region will sell the product only to
Maine residents. Mid-Atlantic will use a combination of
phone and mail to cross sell the product. Central, however,
will be able to discuss cross-sell products when the mortgage
application is taken.

Mortgage customers who accept Ready Credit are expected to
exhibit almost perfect repayment behavior for the line of
credit. Because the line of credit will be offered by the
customer's mortgage institution, he is likely to feel a very
strong responsibility to maintain an outstanding payment
record. In fact, the few delinquent accounts in our
portfolio were sourced as prospects; none of our cross-sell
customers is in a past-due state.

o Direct Mail - Recent direct mail solicitations have
demonstrated that prospective customers are very receptive to
our pre-approved lines of credit. Growth of our Ready Credit
portfolio through this medium will provide a large, highly
profitable cross sell base for the Division's mortgage and
liability products.

Mid-Atlantic will solicit homeowners whose household incomes
are $25,000 or more in an effort to add approximately 6500
accounts. Central has targeted residents of Citibank Maine's
branch trading area who have household incomes of at least
$15,000. These direct mail programs are projected to yield
new customers with an average line size of $4800.

Einancials
PCE from Mid-Atlantic's portfolio will increase from ($77M) in
1985 to $81M in 1986. ANR will exhibit a sharp use from $4.4M in

1985 to $15.7M in 1986. Mid-Atlantic's account base will reach
15,000 next year, a 100% increase over our existing account base.

/‘






November 20, 1986

Problems facing S and L industry:

*

£

Real Estate loan losses. Adverse effect on this type of
lending due new tax regulations.

Accounting standards. 1. Loan fees 2 New accounting
rules for income taxes. Potential combined cost: $8
billion.

Increasing mortgage business competition. Insurance

companies, retailers, automakers and container manufacturers

Spectre of rising rates. Some S and L's have not
restructured funding out of fixed rate loans.



3 STRATEGY OPTIONS

o Low cost supplier
Niche
o Value added

o

C & S VALUE ADDED STRATEGY

o Update technology
New products/services for upscale
Up fees on checking to scare off unprofitable
relationships
o Stem attrition w/new product-
15 free checks, small service charge.

LOW COST SUPPLIER
o Broad market place
o Low priced products & services
o Sustained high capital
o Mass distribution thru low cost distribution system
o Hold operating costs
o Employee incentive compensation
o Heavy technology investment
o Tend to be largest firms
NICHE
O One or narrow market segment
o Not good for most banks due to weak Market Research/

Marketing

o Creative

o Can t afford high cost distribution so danger of
competitors eroding niche

VALUE ADDED

o Broad markets

o Enhance products and services

o Most viable strategy

o Avoids massive scale investments of low cost supplier
strategy

o Require * service dedication commitment to customer and

product development



STRATEGIC OBJECTIVES
FOR SAVINGS INSTITUTIONS

Foreword

This report on the strategic objectives for
savings institutions is the result of intense
study. debate and discussion among the mem-
bers of the U.S. League’'s Committee on Eco-
nomic Affairs under the chairmanship of
William M. Waller (1984-85) and Theo H. Pitt
Jr. (1986). The US. League’s Executive Com-
mittee accepted the recommendations of the
Jommittee on Economic Affairs in August
1986 and authorized their dissemination to
the League membership.

Like all such statements, the strategic ob-
jectives for savings institutions are offered in
the spirit of policy guidance rather than policy
direction. As sueh. they are broad in scope
and reflect not only current economic and
competitive circumstances, but also future
circumstances to the extent that they can be
foreseen.

Accordingly. the U.S. League will continue
to review, evaluate and update the strategic
objectives for savings institutions as future
circumstances change.



Preamble

The growing affluence of American families
and the development of new financial tech-
nology have increased both the demand of the
houschold sector for a wide range of financial
services and the number and variety of sup-
pliers of those services. As long-standing pro-
viders of financial servi¢és to the household
se(ff()r. avmgs mstitutions are a Lg:gtr‘ll torce
i this cu)lutmn ()t thc \mcncan tm‘mcml
\\'ﬁtcm
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Savings institutions have enjoyed remark-
able success in the achievement of their orig-
inal objectives; they are primarily responsible
for establishing the primary mortgage market,
one of the largest segments of the largest finan-
cial market in the world. and for providing the
facilities through which all Americans can
save and earn a market rate of return on their
funds with convenience. safety and liquidity.

The opportunity for savings institutions
to provide financial services profitably will
continue to be found primarily in the house-
hold sector: households will continue to be
the principal source of the funds that savings
institutions mobilize. and houscholds will con-
tinue to offer savings institutions the highest
quality assets in both home mortgages and
consumer loans.



In this sense, savings institution opera-
tions carry on a long=standing tradition that
masks important and fundamental changes.
Savings institutions once represented virtually
the only institutions through which working
class families could obtain financial services
on reasonable terms. But today. the institu-
tional infrastructure is in place to meet the
financial needs of the vast majority of Ameri-
can families. The role of savings institutions
is therefore less one of creating such an infra-
structure and more one of maintaining and
improving it.

In response to this change in emphasis
and to the need to build a stronger capital
base. the mutual form of organization of sav-
ings institutions is giving way to stock owner
shipTn this context, success ceases to be
measured in terms of the personal saving rate
and the homeownership rate and comes to be
measured by profitability—a reflection of the
economic efficiency and the quality of finan-
cial services rendered by these institutions.

As a matter of public policy and financial
stability, however. savings institutions, along
with other depository institutions, have been
deemed to be vehicles for the preservation
and prudent application of capital. not vehicles




for_the employment of venture capital. To
assure that the public interest is served. regu-
latory agencies have been established to over-
see the operations of savings institutions.

Until recently, the regulations promul-
gated by these agencies severely restricted
the activities in which savings institutions
could engage: specialization was determined
at least as much by legislative and regulatory
fiat as by market forces.

Today. these restrictions have been sub-
stantially relaxed. such that the regulatory
function fras become more that of preserving
the safety and soundness of operation than
one of directing the flow-of-credit.

Barring a financial erisis of cosmic propor
tions. the economic and competitive environ-
ment is likely to continue to encourage the
replacement of mandated financial specializa-
tion with market-determined specialization.

] ext, the “market” that deter
mines the particular mix of financial services
WWWW
given institutions operate. Depemding upon
their market circumstances, savings institu-

tions will therefore provide consumer lendin



and commercial lending services as well as
their more traditional home construction and
home purchase financing. Increasingly. the
similarities among markets will be far more
powerful determinants of similarities among
savings institutions than the regulatory frame-
work.

In short. in responding to market forces.
savings institutions have already begun to
adopt more generalized functions within the
financial system, namely, to mobilize and
manage funds for the acquisition of earning
assets, rendering financial services to other
economic entities in the process.

Thus, savings institutions are no longer
just in the business of housing finance. nor
even in the business of real estate finance:
they are in the business of rendering financial
service.

In recognition of these changing circum-
stances, the U.S. League of Savings Institutions
offers the following strategic objectives.



Strategic Objectives
for Savings Institutions

e [n recognition of the higher degree
of interest rate risk and credit risk that is
product of both broader investment opportu-
nities and a less stable economic environment,
savings institutions seek to establish and main-
tain significantly higher net worth ratios.

e o preserve their traditional inde-
pendence in securing funds for lending, savings
institutions seek to maintain a strong retail
deposit base built on customer loyalty through
service quality.

e By virtue of their expertise and
market position, savings institutions will con-
tinue to utilize a significant proportion of funds
at their disposal in the financing of residential
real estate.

e TO minimize their exposure to risk
and to stabilize their earnings over the business
cycle, however, savings institutions seek to
diversify their loan portfolios to include con-
sumer loans, commercial loans and even direct
investments in real estate and commercial
ventures.

Savings institutions recognise that these
objectives cannot be attained fully through their
efforts alone. Accordingly, savings institutions
have a powerful interest in fostering an operat:
ing environment conducive to the achievement
of its business objectives. Such an environment
has four dimensions:



1. The Economy

a. As portfolio lenders, savings insti-
tutions support economic policies that promote
an economic environment characterised by
stable, sustainable, noninflationary economic
growth.

b. As lenders with an increasingly
interregional scope of activity, savings institu-
tions further support macroeconomic policies
that foster regional economic balance and mini-
mige disparities among regional economies.

c. Savings institutions recognize that
such an economic environment does not now
exist and may not exist for some time yet to
come. It is in part for this reason that savings
institutions include higher net worth ratios
among its business objectives.

2. The Regulatory System

a. Savings institutions support the
maintenance of a regulatory system that per-
mits the marketplace and the available technol-
08y to determine the scope of financial services
offered.

b. Savings institutions further sup-
port a regulatory system that places paramount
importance on the preservation of safety and
soundness rather than the allocation of credit.
or the achievement of social objectives by regu-
latory dictate.



3. The Competitive Environment

Savings institutions seek free and open
competition with other elements of the financial
system, requiring only that the treatment of the
various types of financial institutions in law,
regulation, support facilities, disclosure of in-
formation, and accounting and tax treatment
be appropriate to their activities.

4. Support Facilities

a. Savings institutions regard deposit
insurance as the cornerstone of consumer con-
fidence in the financial system. Accordingly,
savings institutions seek the maintenance of
sound deposit insurance funds.

b. Savings institutions regard the
regional central banking facilities of the Federal
Home Loan Bank and Federal Reserve systems
as essential for the maintenance of orderly
financial markets and seek to preserve and
enhance their ability to support the operations
of their member institutions.

c. As savings institutions expand their
lending range and take advantage of new finan-
cial technology to enhance their portfolio man-
agement flexibility, the secondary mortgage
market becomes much more than a desirable
adjunct to the housing finance system; it be-
comes an integral and indispensable part of
that system. Savings institutions therefore seek



to establish and maintain strong, efficient sec-
ondary market facilities that function in har
mony, not in competition, with those of the
primary market.

d. Savings institutions further sup-
port the judicious use of direct and indirect
subsidies to assist low-income families to obtain
decent shelter, but seek to eliminate subsidies
provided by governments and government-
sponsored agencies that distort or impair the
Sfunctioning of the private mortgage market.
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January 29, 1986

Bills for Multiple-Class Mortgage Securities

Chafee/Cranston bill pending that would permit the
issuance of multiple-class mortgage pass-through
securities that could be considered sales of assets
rather than debt.

Bills would allow issuance of multiple classes of
pass-through securities bearing different yields
and maturities. The securities would be similar to
collateralized mortgage obligations (CMO's) but
CMO's are treated as debt obligations and involve
taxation both at the issuer and investor level.
Pass through securities, on the other hand, are
treated as sales of the underlying mortgages and
are exempt from taxation at the issuer level.

Chafee said his legislation is expected to reduce
mortgage interest costs for homeowners by
facilitating investments in mortgages, and to
provide greater flexibility, higher yields, and
reduced transaction costs to financial institutions
seeking to liquidate portions of their portfolio of
seasoned mortgages.






THRIFT PROBLEM

Self regulating commission possibility
(Preston Martin)

Thrifts should demand more of their
accounting firms in evaluating asset
quality.

Three hard choices in FSLIC
recapitalization:
1. Industry itself - burden on stronger
2. Use fed tax dollars
3. Merger with FDIC

Need risk related premium system.






October 7, 19835

PSLIC Pund bailout. Separate corporation Federal S & L Asset
Management Association. Pay non-government salaries to get better
people.

Golden days of credit card business going?

Pressure to lower rates

Sears introduction

Market saturated

Rising credit losses ///
- customers abusing bankruptcy laws |
- Banks deteriorating standards t/////

/

Undervalued Yen cause of trade problem

since 1978 § appreciated 25% vs. Yen

0.S. exports reduced (capital equipment)

Auto steel imports up

Domestic auto and steel also squeezed by high interest
rates. Therefore shrinkage of import competitive edge
is eroding U.S. trade strenths.

Reg. Q now gone. 5k% NOW ceiling and 54% passbook ceiling gone.
Price not only feature to differentiate deposits:

° Location

° pifferential pricing depending on balance
° Tellers call up customers

° Higher rate for no return cancelled checks

Benefits of Corporate takeovers:
° Keep management on toes

° Profits to raiders

° Economies of scale by forming larger corporations

FDIC/FSLIC should not bail out big institutions (Continental),
only small depositors. Otherwise -- big banks not subject to
market disciplines. Small banks who are allowed to fail not
fairly treated.

Preddie Mack to adopt a cash equivalency basis to appraisals.
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