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Financial Highlights

Peoples Mortgage Company and Subsidiary

1980 1979 % Change

Operating Income $ 13,687,453 $ 11,497,006 19.1

Operating Expenses 10,849,209 8,740,704 24.1

Net Income 1,582,244 1,711,302 ( 7.5)

Total Loan

Originations 196,951,000 294,569,000 (33.0)

Servicing Volume at

YearEnd . . . . . . . . . . . . 1,128,666,000 971,061,000 16.2

Net Income (Thousands ofDollars)

76 77 78 79 80

Loans Serviced (Millions ofDollars)

76 77 78 79 80

Loan Originations (Millions ofDollars)

76 77 78 79 80
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1980 Year in Review

1980 Loan Originations

Year End Servicing Volume By Type ofLoan

Year End Servicing Volume By State

In spite ofa very difficult and challeng­
ing year for the mortgage lending indus­
try, Peoples Mortgage Company was able
to maintain and in some instances in­
crease its share ofthe available mortgage
market. While our total loan originations
of $196,951,000 were down 33%from the
previous year, net income of $1,582,244
was offonly 7.5%.

The company reached a significant
milestone in May of 1980 by passing the
$1 billion mark in total loans serviced. At
year end our servicing portfolio stood at
$1,128,666,000, up 16.2%from December
31,1979. In so doing, we maintained our
standing as the 63rd largest mortgage
banking firm in the United States.

On the residential side, our emphasis
continued to be on the origination of
spot FHA/VA and conventional single
family loans. While conventional loans of
$11,504,000 were down 67% from 1979,
our FHA/VA volume of $147,955,000 re­
mained relatively strong, a drop ofonly
10.8% from the record production level
set in 1979.

In keeping with our goal to tap addi­
tional residential mortgage markets, new
loan origination offices were established



David G. ~lullins
Senior Vice President
Residential Loans

during the year in Kennewick, Washing­
ton and Las Vegas, evada.

Our total commercial loan production
in 1980 reached $26,954,000, down 59%
from 1979's record performance which
wa.c.; indicative ofthe national trend in
commercial real estate lending activity.

Perhaps 1980 could best be charac­
terized as the year a transition began in
the mortgage industry from predomi­
nantly fixed rate, long term commercial
loans to the utilization ofvarious alterna­
tive lending and real estate investment
techniques such as shorter maturities,
renegotiable rates, joint ventures, equity
and income participations. These alterna­
tive methods which provide lenders with
a hedge against continued inflation also
enable many projectc.; and transactions to
proceed that otherwise would not have
been financiallv feasible.

Over the years, Peoples Mortgage
has consistently responded to industry
changes by providing the necessary ex­
pertise to assist real estate developers,
owners and institutional lenders in the
utilization of innovative financing tech­
niques. In the Seattle area, for example,
we have participated in the successful
structuring ofa number ofsuch projects

including the joint venturing ofa pro­
posed low rise office building and the
equity sale ofan existing office park
complex.

As in previous years, both construction
and traditional long term fmancing was
arranged on a variety ofcommercial
properties throughout the western
United States. We continued to place
emphasis on the financing ofhousing
for low income families and elderly
citizens through our participation in
both local and national government
progranls.

While the economic uncertainties of
1980 as they relate to the real estate in­
dustl)T are expected to continue through
1981, we at Peoples Mortgage are confi­
dent ofour ability to successfully utilize
new lending programs and techniques
to meet the financing needs ofour cus­
tomers and to be responsive to the
changing investment goals ofthe
institutional lenders we represent.

Dean M. Olson, President and Director
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Investors

Peoples Mortgage Company
and Subsidiary

American United Life
Insurance Company

Indianalx1lis, Indiana
Arlington Heights Federal

Savings & Loan
Arlington Heighrs, Illinois
Bank ofCalifornia
Seallle, W~Lshini-,'1on
Bay Ridge Savings & Loan

Association
Brookll'll, Ne,\\' York
Bell Federal Savings & Loan
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Chicago, Illinois
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Bufblo, Ne'\\' York

The Canada Life Assurance
Company

Toronro, Canada
Canada Life Insurance

Company of New York
\'e\y Y< 1rk, :'-1e'\\' York
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Loan Association

Cb'eiand, Ohio
Carpenters Trust ofWestern

Washington
Seanle. \'\'~Lshington
Coachella Valley Savings &

Loan Association
Palm Springs, California
College Point Savings Bank
College Poinr, 0le'\\'York
Columbia Savings & Loan
Den\'er, Colorado
Columbia Savings & Loan
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Woodhaven, New York
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Association
Long Reach, California
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Country Life Insurance

Company
Bloomini-,'1on. Illinois
Down River Federal Savings

& Loan Association
Tador. ~lichigan
Emigrant Savings Bank
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Dallas
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Federal National Mortgage
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Los Angeles, Californb

Fibre Federal Credit Union
Long\'iew, \X'~Lshington

Financial Savings & Loan of
San Francisco

,\tlIys\'ille, California

First Federal Savings & Loan
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Anchorage, Alaska
First Federal Savings & Loan

ofGreat Falls
Great Falls, ,\lontana
First Federal Savings & Loan

of Hammonton New Jersey
Hammonron, ~ewjerse\'
First Texas Savings

Association of Dallas
Dallas, Texas
Franklin Savings Bank
New York, 0lew York
General Insurance

Company ofAmerica
Seallle, Washington
General Security Life Company
Seanle, \'\';Lshington
Government National

Mortgage Association
Los Angeles, Cali fo rn ia
The Greater New York

Savings Bank
Brookll'll, 0le\y York

Home Federal Savings &
Loan Association of Chicago

Chicago, Illinois

Home Life Insurance
Company

\'e\\' York, ~ew York
Home Savings Bank of

White Plains
\X'hite Plains, \le\y York

Humboldt Federal Savings &
Loan

Eureka, Ctlif()rnb
Idaho Housing Authority
Boise, Idaho
Ideal National Insurance

Company
Salt Lake Cit\', l'tah
The Lincoln Savings Bank
\le\y Y< 1rk, \le\\' York
Magyar Savings & Loan

Association
~e'\\' Brunswick, Ne'\\'Jer~\'
Metropolitan Federal

Savings & Loan
Fargo, ~onh Dakota
Metropolitan Savings Bank
Brookll'll, New York
The Minnesota Mutual Life

Insurance Company
Sr. Paul, ,\linnesota
National Life Insurance

Company
,\lonrpelier, Vermont

Northern Federal Savings &
Loan Association

Sr. P;lul, Minnesota

Northern National Life
Insurance Company

Bismarck, Nonh Ibkota
Old Stone Bank
Providence, Rhode Island

Oregon Washington
Employees Pension Fund

F\Jn land, Oregon
Palomar Savings & Loan

Association
Escondido, California
Pacific Mutual Life

Insurance Company
~ewponBeach, California
Peoples National Bank of

Washington
Seanle, \,\/~Lshington

Permanent Savings Bank
\liagara Falls, New York
Phoenix Mutual Life

Insurance Company
I lanford, Connecticut
PM Life Insurance Company
Armonk, \lew York
Provident Life Insurance

Company
Bismarck, 0lonh Dakota
Provident Mutual Life

Insurance Company
Philadelphia, Penns\'kll1ia
Prudential Savings & Loan

Association
San Gahriel, Calit(lrnia
Queen City Savings & Loan
Plain Field, :\ewjerse\'
Safeco Life Insurance Company
Seattle, \'\'ashington

Schenectady Savings Bank
Schenect~Kh',~e\y Y< 1rk

Security National Bank
Anchorage, Alaska
The Seamen's Bank for Savings
Ne\\' York, ~e\\' York
State Farm Life Insurance

Company
Bloom ington, III inois
State ofAlaska
junelu, AI;Lska

State ofOregon
Salem, Oregon
State ofUtah
Salt Lake City, LItah

State ofWashington Public
Employees'Retirement
Board

Oh'lllpia, \'\';Lshington

United Benefit Life
Insurance Company

Omaha, :'-1ehraska

United States Savings Bank
ofNewark, NewJersey

~e\yark. ~e'\\'Jerse\'

Universal Security Life
Insurance Company

Bellevue, Washington

Washington State Teachers'
Retirement System

Oh'lllpia, Washington

Washington State Finance
Committee

Oh'mpia, Washington
Washington Law

Enforcement Officers' and Fire
Fighters' Retirement Board

Oh'mpia, W;Lshington
West Side Federal Savings &

Loan Association ofNew York
Ne\\' York, New York



Statements of Consolidated Income and Retained Earnings

Peoples Mottgage Company and Subsidiary

Year Ended December 31

Income-Note H:
Loan servicing fees
Loan origination and related fees
Interest on loans . . . . . . . . . . . . . .
Other .

Expenses:
Salaries. . .
Other employee benefits
Interest .
Occupancy .
Computer services (including $452,893

and $363,384 in 1980 and 1979,
respectively, paid to parent)-Note H

Amottization of mottgage service
acquisition costs-Note C .

Provision for loan losses .
Depreciation and amottization .
Management fee to parent company- Note H
Other operating expenses .

Income before income taxes .

Federal and state income taxes-Note E:
Currently payable .
Deferred charge

Net Income

Retained earnings at beginning ofyear

Dividends paid to parent .

Retained Earnings at End ofYear

See notes to consolidated financial statements.

1980 1979

$ 4,156,062 $ 3,356,535
3,551,904 5,032,323
5,719,770 2,941,093

259,717 167,055

13,687,453 11,497,006

3,745,698 3,770,592
553,826 560,301

3,702,534 1,525,791
417,085 440,695

482,030 530,096

88,418 84,973
241,117 159,927

97,709 93,251
36,000 36,000

1,484,792 1,539,078

10,849,209 8,740,704

2,838,244 2,756,302

1,210,000 1,022,000
46,000 23,000

1,256,000 1,045,000

1,582,244 1,711,302

1,814,353 493,051

(2,517,000) (390,000)

$ 879,597 $ 1,814,353
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Consolided Balance Sheets

Peoples 10ngage Company and Subsidiary

December 31 1980 1979

Assets

Current Assets
C~h.. .
First mortgage loans in process or held

for sale (less discounts of $1,425,866
in 1980 and $1,965,842 in 1979) . . .

Accrued interest receivable .

Less loan panicipants sold to Peoples National Bank
and subsidiaries-Note H . . .

Less reserve for loan losses.

Net first mortgage loans less reserve .
Notes and accounts recei\·able
Prepaid expenses and deposits- Note E .

Total CurrentAssets .

$ 130,435 $ 157,184

48,583,007 78,750,247
551,782 835,<t46

49,134,789 79,585,693

(8,642,100) (52,183,094)

40,492,689 27,402,599
(350,000) (300,000)

40,142,689 27,102,599
175,665 319,097
439,137 313,011

40,887,926 27,891,891

Fixed Assets
Furniture, automobiles, and leasehold improvements

(less allowances for depreciation and amortization of
$450,962 in 1980 and $371,864 in 1979) .

Investment in FNMA Stock, at cost (market value:
1980-$294,432; 1979-$366,672) .

Other Asset-Cost of purchase mortgage servicing less
amortization-Note C .

Liabilities and Stockholder's Equity

366,883

372,742

251,893

$41,879,444

360,073

346,429

140,311

$28,738,704
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Current Liabilities
Commercial paper-Note D .
Accrued interest payable .
Accounts payable and accrued expenses
Amounts payable to parent for federal

incometaxes-NoteE .
Deferred loan fees .

Total Current Liabilities

Stockholder's Equity
Common Stock, par value $100 a share:

Issued and outstanding 15,000 shares. . .
Paid-in capital. . .
Retained earnings .

Total Stockholder's Equity

Commitments-Note G

See notes to consolidated financial statements.

$34,137,786 $22,873,936
886,623 500,813
436,334 513,464

1,215,705 1,312,503
123,399 223,635

36,799,847 25,424,351

1,500,000 1,500,000
2,700,000

879,597 1,814,353

5,079,597 3,314,353

$41,879,444 $28,738,704



Statements of Changes in Consolidated Financial Position

Peoples Mortgage Company and Subsidiary

Year Ended December 31

Source ofFunds
et income. . .

Charges to income not requiring funds:
Depreciation and amortization.
Amortization of mortgage service acquisition costs

Total Funds Provided From Operations.
Paid-in capital from parent . . .

Total Source ofFunds

Use ofFunds
Purchase of mortgage servicing
Acquisitions offixed assets.
Purchase ofFNMA stock. . . .
Cash dividends paid .

Total Use ofFunds .

Increase in Working Capital .

Changes in Components ofWorking Capital
Increase (decrease) in current assets:

Cash. . .
et first mortgage loans

:'-Jotes and accounts receivable .
Prepaid expenses and deposits.

Increase in current assets .

Increase (decrease) in current liabilities:
Commercial paper and other borrowings .
Accrued interest payable .
Accounts payable and accrued expenses
Amounts payable to parent for

federal income taxes .
Deferred loan fees .

Increase in current liabilities

Increase inWorking Capital .

See notes to consolidated financial statements.

1980 1979

$ 1,582,244 1,711,302

97,709 93,251
88,418 84,973

1,768,371 1,889,526
2,700,000

4,468,371 1,889,526

200,000
104,519 121,269

26,313 65,578
2,517,000 390,000

2,847,832 576,847

$ 1,620,539 $ 1,312,679

(26,749) (83,712)
13,040,090 15,432,485

(143,432) 75,963
126,126 (336,842)

12,996,035 15,087,894

11,263,850 12,226,238
385,810 297,232
(77,130) 276,690

(96,798) 1,018,497
(100,236) (43,442)

11,375,496 13,775,215

$ 1,620,539 $ 1,312,679
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Notes To Consolidated Financial Statements

Peoples Mortgage Company and Subsidiary

Note A-Summary ofSignificant Accounting
Policies:

Peoples Mortgage Company is a wholly-owned
subsidiary of Peoples National Bank of Washington.
The Company follows generally accepted accounting
principles and reporting practices applicable to the
mongage banking industry Descriptions ofsignificant
accounting policies follow:

Consolidation: The consolidated financial statements
include the accounts of Peoples Mongage Company and
its wholly-owned subsidiary, Western States Mortgage
Company. The Subsidiary operates in various states as an
approved mortgagee for the purposes oforiginating
mortgage loans. Significant intercompany accounts and
transactions have been eliminated.

Loans: First mortgage loans in process are carried at the
lower ofcost or market val ue. Gains resulting from the sale
of loans are recorded as earned when payment is received
from the purchaser and the loans are delivered.
Loans are stated at the principal am< IUllt outstanding less
discounts. Interest income on simpk' interest loans is ac­
crued monthly as earned except where doubt exists as to
the collectibility ofthe loan in which case the accrual of
income is discontinued.

Loan Fees: Loan origination fees are recorded as income
when the initial loan disbursement is made except that
construction loan fees are deferred and recognized as
income over the combined initial commitment and
construction period.

Mortgage Commitments: Gains or losses on mortgage
standby contracts and mongage forward contracts are rec­
ognized when the transactions are consummated. Standby
contract fees are recognized as an expense when loans are
delivered, the standby period expires, or when a deter­
mination has been made that the standby contract will
not be used.

Fixed Assets: Furniture, automobiles, and leasehold im­
provements are carried at cost less accumulated deprecia­
tion and amortization. Provisions for depreciation and
amonization of fixed assets are made over their estimated
useful lives as follows:

Method Years

Furniture Declining balance 5-10
Automobiles Straight-line 3
Leasehold improvements Straight-line (Life of lease)

Gains and losses on dispositions are reflected in current
operations. Maintenance and repairs are expensed and
improvements are capitalized.

Investnlent: In order to maintain the right to service
Federal National Mortgage Association (F MA) owned
loans, the Company is required to purchase F MA se­
curities. Further, the Company is required to hold a mini­
mum number ofshares ofFNMA securities based on the
vol ume of loans serviced.

Income Taxes: The Company files aconsolidated income
tax return with its parent. Accordinglv, the provision for
federal income taxes is based upon the marginal statutory
rate of46%. Amounts currently due are paid to the parent.

Investment tax credits realized on assets acquired by
the Company are accounted for under the "flow-through"
method which recognizes the benefit in the year in which
the asset is placed in service.

Note B-TrustFunds

[n connection with the servicing of mortgage loans, the
Company receives and disburses trust funds. Such trust
funds and related liabilities are not reflected in the accom­
panying balance sheets and amount to approximately
9,868,000 and $9,643,000 at December 31,1980 and 1979,

respectively.

Note C-Other Assets

The Company has acquired, from time to time, nonaffiliated
mongage companies and the right to service their loan
ponfolios. The costs of the right to service the acquired loan
ponfolios are being amonized over their expected lives.

Note D -Commercial Paper

The com mercial paper is guaranteed by Peoples National
Bank ofWashington and has maturities generally ranging
from 90 to 270 days (see Note I-I). The weighted average
interest rates for commercial paper for 1980 and 1979 was
12.19% and 10.41%, respectively. The average balance out­
standing for 1980 and 1979 was $30,365,694 and $14,651,419,
respectively. The weighted average interest rate is com­
puted by dividing total interest for the year by the average
daily balance outstanding.



Note E- Income Taxes Note G-Lease Commitments

A reconciliation between the statutory and effective federal
income tax rates on income before income taxes for the
years 1980 and 1979 follows:

Deferred income taxes reflected in the statements ofcon­
solidated income result from the recognition ofcertain
income and expense items in the financial statements in
periods different from those recognized for income tax
purposes. The tax effects ofthese timing differences
(primarily arising from differences in the recording of
deferred construction loan fees) are reflected as prepaid
income taxes. Such amounts (1980-$39,372; 1979­
$96,629) are included in prepaid expenses and deposits in
the accompanying balance sheet.

At December 31,1980, the Company was obligated under
the provisions of long-term leases of buildings with ap­
proximate aggregate minimum rentals of approximately
$1,535,000 payable as follows:

Year Ended December 31 Rentals

Peoples Mortgage Company is a party to agreements with
Peoples National Bank of Washington and certain of its
subsidiaries whereby it has sold loan participations which
provide negotiated yields. The negotiated yields directly
affect the amount of interest income retained by the
Mortgage Company. Interest income conveyed to the bank
and subsidiaries on loan participations sold to the bank
aggregated approximately $2,397,000 in 1980 and
$5,340,000 in 1979.

The bank has discretionary power with respect to loans
and other securities offered, but once accepted, its recourse
is limited to its pro rata equity in the loans and securities;
however, the Mortgage Company may repurchase such
loans and securities. The Mortgage Company continues to
manage these loans and receives a fee for this service.

The Company issues commercial paper which is guaran­
teed by an irrevocable letter ofcredit of Peoples National
Bank of Washington.

Peoples National Bank ofWashington provides loans for
servicing, management consultation, and computer ser­
vices to the Mortgage Company. Peoples Mortgage Com­
pany serviced real estate loans owned by Peoples National
Bank ofWashington for fees aggregating $527,813 in 1980
and $505,171 in 1979.

Peoples Mongage Company received, from Peoples
Leasing Company, $136,250 in 1980 for accounting services
provided to Peoples Leasing Company.

$303,000
260,000
237,000
184,000
184,000
367,000

1981
1982
1983
1984
1985
1986-1990

Note H- Related Party Transactions

1980
Percent

of
Pretax

Amount Income

$1,305,592 46.0%

(44,765) (1.6)
(3,143) (.1)
(1,684) ~

$1,256,000 44.2%

1979
Percent

of
Pretax

Amount Income

$1,267,899 46.0%

(210,093) (7.6)
(7,033) (.3)
(5,773) ~

$1,045,000 37.9%

Income tax at 46% of
pretax income .

Effect oftax-exempt
income

Investment tax credits.
Other .

Income taxes

Income tax at 46% of
pretax income .

Effect of tax-exempt
income .

Investment tax credits.
Other .

Income taxes

Note F- Retirement Plans

The Company participates in the non-contributory de­
fined benefit pension plan (which covers substantially all
employees) of its parent. Accordingly, no separate actuarial
valuation has been prepared for the Company and no
estimate has been made of the present value ofvested and
non-vested plan benefits. It is the Company's policy to fund
pension costs accrued. Pension expense amounted to ap­
proximately $161,480 in 1980 and $123,150 in 1979.
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Report of Ernst & Whinney, Independent Accountants

Peoples Mortgage Company and Subsidiary

Board of Directors
Peoples Mortgage Company
Seattle, Washington

We have examined the consolidated balance sheets of Peoples Mortgage Company and subsidiary as of December 31, 1980
and 1979, and the related consolidated statements of income and retained earnings and dlanges in financial position for the
years then ended. Our examinations "'ere made in accordance with generally accepted auditing standarcl,; and, accordingly,
included such tests of the accounting record,; and such other auditing procedures as "'e considered necessary in the
circumstances.

In our opinion, tJle consolidated financial statement,; referred to above present fairly the consolidated financial position of
Peoples Mortgage Company and subsidiary at December 31, 1980 and 1979, and tJle consolidated results of their operations
and changes in tJleir financial position for tJle years tJlen ended, in conformity WitJl generally accepted accounting principles
applied on a consistent basis.

12
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