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1976 HIGHLIGHTS

For the Years Ended December 31 1976 1975™
Total Operating Income $73,073,312 $67,5658,279
Total Operating Expenses $65,560,556 $60,343,438
Net Operating Earnings Before Securities Losses $ 5,103,756 $ 4,729,841
Net Income $ 5,100,459 $ 4,467,922
Earnings Per Common Share:

Net Income Before Securities Losses $6.41 $5.95
Net Income $6.41 $5.62
Cash Dividends Paid on Common Stock $ 1,328,056 $ 1,081,438
Cash Dividends Paid Per Share on Common Stock (Par Value $20) $1.67 $1.70
The Year End 1976 1975

Total Resources

$966,722,213

$900,288,400

Deposits $759,357,525  $699,202,182
Loans (Net) $484,393,288  $434,407,379
Securities $138,802,098 $124,878,063
Total Capital Funds $ 55,160,754 $ 44,849 504
Book Value Per Share Common Stock $61.19 $56.37
Number of Common Stock Shareholders 1,290 1,296
Number of Banking Staff 1,499 147
Number of Banking Offices 64 63

Common Stock Information

Common Stock is traded over-the-counter locally and quoted daily in many financial publications. The market

price range of Peoples National Bank Common Stock and the dividends paid during each quarter during the

year 1975 and 1976 is as follows: (All 1975 and First Quarter 1976 Market Prices are prior to 25% stock

dividend paid March 24, 1976.)

Market Bid Price Dividends Per Share

1975 High Low Paid Date
1st Quarter 302 26V2 .80 115
2nd Quarter 331 302 .30 4/15
3rd Quarter 34 32 30 7/15
4th Quarter air 33 30 10/15
1976

1st Quarter 42 36 64** 1/15
2nd Quarter 34 30 .30 4/15
3rd Quarter 38 30 .30 s
4th Quarter 37 33 43 10/15

*All per share statistics have been adjusted for the 25% stock dividend paid in March, 1976, except cash dividends paid per share in 1975.

The $1.70 cash dividend, if restated to adjust for 1976 stock dividend of 25% would have been $1.36 per share.

**Adjusted for the 25% stock dividend paid March 24, 1976.




TEN YEAR GROWTH RECORD
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The Bank files an annual information report with the Comptroller of the Currency on Form F-2. When available, copies will be mailed to shareholders

upon written request to: Mr. Robert G. Perry, Executive Vice President and Senior Financial Officer, Peoples National Bank of Washington, 1414 Fourth

Avenue, Seattle, Washington 98111
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LETTER TO SHAREHOLDERS

In 1976, a14% increase in profits to $5,100,459 highlighted a
very successful year. Although high-interest-cost, large
certificates of deposit declined $29 million, our total deposits increased
8.6% 10 $759,357,525. Strong growth in consumer and commercial
loans resulted in a total increase of 11.5% in our loan portfolio. With a
stable, slow-growing economic environment, we hope and expect that
PeoplesBank’s three-year record of profit growth well in excess of 10%
per year will be continued in 1977.

he most significant development during 1976 was the pro-

posed acquisition of the Bank of Yakima. In September the
Boards of Directors of both banks agreed on terms of the transaction.
The acquisition was overwhelmingly approved by the shareholders of
the Bank of Yakima and, barring unanticipated intervention by the
Justice Department, the transaction should be completed before March
31,1977. At year-end, the Bank of Yakima had deposits of $86,600,000,
loans of $59,000,000, and earnings during 1976 of $1,196,000. With
branches in Sunnyside, Ellensburg, Prosser, and throughout Yakima,
the bank covers a large agricultural and industrial-oriented portion of
Washington State not served by PeoplesBank. Although the much
publicized water shortage may present some serious short-term prob-
lems to this area, your management is convinced that the long-term
growth and earnings prospects provided by the Bank
of Yakima acquisition should have a significant,
positive effect on your bank’s earnings.

otivated by our growth and by the need
to iIncrease capital for the Bank of Yakima
acquisition, the directors approved and
recommended to stock- «
holders several changes in
our capital

structure and dividend-paying policy. This included payment of cash
dividends of 43 cents per share on a uniform quarterly basis. Previously,
the bank maintained a quarterly dividend of 30 cents per share, plus a
special dividend of 50 cents per share paid each year in January.

Late in the year, the Board of Directors approved and placed
a $6.5 million subordinated capital note with an institutional
investor. In December, the directors recommmended a two-for-one split
of our common stock and the issuance of up to $10 million of convert-
ible, subordinated debentures. Both matters must be approved by our
shareholders and the Office of the Comptroller of the Currency.

n December, the HUB office was opened in the Student

Union Building at the University of Washington. This office
is the only banking facility on the campus and serves 34,000 students
and 11,000 members of the faculty and staff.

In comparison with other banks of our size, on both a
regional and national basis, our loan loss experience is
exceptionally good. For the year 1976 our net loss experience was .14%
of average loans outstanding, and for the last three years we averaged
.06%. Emphasis on quality of the earning assets will continue to be a
major objective.

Our two-year effort to rent the Head Office building was com-
pleted in December. For practical purposes, the building is
now fully occupied and will have a positive effect on earnings in 1977.

esponding to public concern on the issue of redlining, the
bank was a leading supporter in the effort of lenders to
establish a Lenders Review Board in Seattle.



Richard Monson, vice president and manager of our Consumer Credit
Division, serves as chairman of the Lenders Review Board. As it has in
the past, your bank will continue to meet its social and corporate
responsibilities in a forthright and truthful manner to protect the

public interest.

uring 1976, Robert G. Perry and E. C. Underhill, both direc-
tors and members of the Administrative Committee, were
elected to the position of executive vice president.

he end of 1976 signaled an upturn in the growth of the econ-

omy nationally and regionally. Prospects appear bright for
the major sectors of the Northwest, which moved slowly in 1976 from
recession to recovery. However, the winter drought may have a negative
economic effect on the agricultural areas of Washington and business
users of hydroelectric power during 1977.

roposed new banking legislation, both in Olympia and

Washington, D.C., if passed, could create an entirely new
competitive picture in the financial industry by 1978. PeoplesBank is
prepared to meet this new competition and should be able to adjust in
the new legislative environment without significant detrimental effect
on earnings.

he management of the bank believes that 1977 will be a good

earnings year and expects continued growth in deposits,
loans and profit. We deeply appreciate the performance of our staff
during 1976 and, with the continued support of our stockholders,
customers and friends, for which we are grateful, we look ahead to a
challenging and profitable year.

N T
poben ey

Joshua Green, Jr.

Chairman of the Board

Joll B

Joshua Green [l
President

6



YEAR IN REVIEW

PEOPLES BANK posted record totals in deposits, loans, and
earnings in 1976 maintaining a three-year pattern of
sustained financial growth.

DEPOSITS totaled $759,357,525, an 8.6%, $60,155,343
increase over the previous year. Demand deposits rose by
8.7%10 $344,752,107. PeoplesBank’s demand deposits in the last

five years have increased 65.5%. Consumer savings deposits

increased 15% in 1976 to $216,281,778. Time deposits increased frac-
tionally as the bank sought to limit to existing customers the issuance of
high-cost Certificates of Deposit. Our five-year deposit growth has been
an increase of $318,517,164, up 72.3% since 1971,

OANS increased in 1976 to $484,393,288. Strong loan

demand in the second half of the year, strong growth in
consumer loans, and our continuing low loan loss experience high-
lighted the past year. Five-year loan growth has been $221,910,457,
an increase of 84.5%.

EAR-END ASSETS of Peoples National Bank totaled
$966,722,213 an increase of 7.4%. The five-year growth in
total assets has been $450,204,958.

v



REDIT CARDS. 1976 was the bank’s first full year as a

direct issuer of BankAmericards. During this year authority
to issue and process Master Charge cards also was achieved. The bank
thus became the first bank in Washington State to accept both
BankAmericard and Master Charge receipts in one deposit, eliminating
sorting and separate totaling process by retailers.

PERATING INCOME. During 1976 operating income reached

$73,073,312, an increase over 1975 of $5,515,032 or 8.16%.
Interest and fees on loans increased 10.86%. Leasing income increased
$1,081,269, and income from service charges, collection and exchange
charges, and commissions and fees increased $622,938.

OPERATING EXPENSES. In 1976 operating expenses totaled
$65,560,556 compared to $60,343,438 for the previous
year. Interest paid to consumer depositors increased $3,296,136 in
1976, an increase of 24.6%. Salaries and other employee benefits
amounted to $21,811,566, an increase of 14.5%. Operating expenses |
included 1976 net loan losses of $654,601, compared to $229111 in1975. &

ARNINGS. Income before securities losses amounted to b

$5,103,756, an increase of 7.90% over the previous year.
Net income was $5,100,459, compared to $4,467,922 in 1975. There
were losses on the sale of securities of $3,297 after applicable tax effect;
IN 1975, the comparable securities loss was $261,919. In 1976, with
outstanding shares of 795,285, income was $6.41 per share, compared
to $5.62 per share in1975. (1975 earnings per share b
have been restated after the -
25% stock dividend paid in -
March 1976.) Continued
Income growth of our

y j"';!,
Y
/ 1
%

mortgage and leasing subsidiaries and a decline in some interest costs
were leading factors in our improved net income for the year.

CAPITAL FUNDS. After cash dividends of $1,328,056 on common
stock and $1,074 on preferred stock, the total capital funds

at year-end were $48,660,754, an increase of 8.50%. The book value

per share on 795,285 common shares outstanding in 1976 was $61.19,
compared to $56.37 as adjusted for 1975.

NVESTMENTS. During 1976, the total investment portfolio grew

$13,924,035 to $138,802,098. The 1976 average portfolio
yield (on a fully taxable basis) increased from 7.09% to 7.40%. Current
yields on the important areas of our portfolio include the government
account, 6.86%:; the municipal, 8.44% (taxable equivalent); and federal
agency obligations, 6.82%. Average maturity of U.S. government
obligations is one year, two months; agencies, six years; and the total
portfolio, four years, six months.

RUST DIVISION. 1976 was the first full year in which the Trust

Division operated under an hourly fee schedule adopted in
1975. The fee schedule continues to be well received by customers,
and has improved the division’s volume of business.

RANCH SYSTEM. The University HUB branch opened in
December, bringing the number of branch offices to 64.
The Aurora-Midway office moved to its new building. A more efficient
branch management system was achieved by consolidation of
operations, supervision and loan review functions in the Branch
' Administration Division.




There are 13 PocketBanker cash machines operating in the

bank system, and 111,000 PocketBanker cards now in use. Research
showed heaviest usage in Northgate, Renton, Ballard, West Seattle and
First Hill locations, with usage trends moving upward.

ONSUMER CREDIT. In addition to an increase in BankAmericard
subscribers and obtaining a Master Charge franchise,
the Consumer Credit Division was very active in 1976. Installment loan
volume increased by 50%, and now represents 16.38% of the bank’s
loan portfolio. INn 1975, consumer loans represented 11.68% of the
bank’s loan portfolio.

EOPLES MORTGAGE COMPANY, at year-end 1976, was the na-

tion’s 63rd largest mortgage banking firm. This wholly-owned
subsidiary posted record gains this year. Net income was up 26.7% to
$601,866. New mortgage loanstotaled $155,500,000, a 10.3% increase.
Peoples Mortgage enjoyed substantial growth in the commercial sector,
broadened its position in the residential market, and introduced two new
full service loan origination offices to take advantage of opportunities
for growth in the mobile home market. At year's end, total loans serviced
had increased by 18.9% to $588,000,000, up from the 1975 figure of
$473,000,000. Peoples Mortgage now operates offices in Arizona,
Colorado, Oregon, ldaho and Utah.

EOPLES g~ » LEASING COMPANY, a wholly-owned
subsid- lary of th ontinued to expand
IN1976. Dealer
participation

10

increased to 310 active new car dealerships, compared to 157 in 1975.
At year-end, there were approximately 4,700 active automobile leases
representing $23,000,000 versus 3,200 and $14,200,000 at the end
of 1975. In addition, the company carries equipment leases in excess
of $5,000,000.

ERSONNEL. At year's end, there were 1,499 employees of the

pbank. The bank’'s employee pension plan approved in 1975
was implemented this year, and reflected the current government
regulations controlling such plans. Our commitment to Affirmative
Action was restated in 1976—four minority staff members and 24
women achieved officer status this year.

NATIONAL DIVISION. Although 1976 was a year when major
corporations displayed considerable liquidity, the National
Division fared well in retention of loan commitments and showed in-
creases in deposits. The bank serves over 250 national firms doing
business in Washington State.

CORRESPONDENT BANKING DIVISION. During 1976, we
continued to emphasize correspondent bank services and
provided loan participations and overlineg. activity, plus investment

services, and effective check collect- *lon system and
operating counsel. The bank B scrves 82 correspondent
' ¢ banksand provides 20

g
g

*  ofthese with complete
g data processing
~service.



THE YEAR AHEAD

trength in the fourth quarter of 1976 portends a healthy
economic environment for Washington State in 1977,

Major elements of the state’s diversified economy expected to
strengthen in 1977 are forest products: manufactured
products, particularly transportation equipment: and distributive
commerce.

Permits for new housing units in Washington totaled 42,000
atthe end of November, higher than any full calendar year
since 1968. The value of new construction contracts in the state was
over $3.3 billion, boosted by a nuclear generating plant in Benton
County and the Trident Submarine Support Base in Kitsap County.

Boeing reached $3.9 billion in firm, but unfilled orders at
year-end 1976. Production of 707s, 727s, 737s, and 747s
willincrease from 9.5 to 15 per month by year-end 1977. Employment at
Boeing is expected to increase 5-10% during 1977, an encouraging

note for the region.

T heSeattIe Harbor now ranks among the ten most significant
harbors in the ~—~ United States in terms of
general cargo in both - tonnageand value.

The Port of Seattle showed a 20% annual increase in total tonnage
and edged out Oakland to become number two in the nation behind the
New York-New Jersey complex in number of containers handled.

griculture, which employs one out of every five workers in

the state directly or in related industries, experienced a drop
in the gross value of its agricultural commaodities due to a price decline in
farm products, particularly for wheat, cattle, potatoes, sugar beets and
processed vegetables. Nevertheless, the total yields of commodities
produced were up, and the state led the nation in the production of
apples, hops, sweet cherries and dry edible peas. The Columbia Basin
Irrigation Project water reserves are reported to be sufficient to maintain
current production; therefore, the winter drought is not expected to
affect this important area of the state’'s economy.

Retail sales in Washington increased 13% in 1976 and are
expected to increase 12.1% in 1977. Total employment in the
state rose 3% during 1976. However, possible water shortage makes the
supply of hydro-electric power for industry uncertain and may have a
negative impact on employment in1977.

he gains experienced by the state in 1976 in construction
and industry signal a good year in 1977, and the bank looks
forwardto participating inthis growth. 7% » s s K




Assets — Note 1
Cashiiand BleFrom: Banks o s St i e gt gy
dimeDepositsiWithi OtherBapks-/F e (i ism et i vl lesilie il o e o
Investment Securities — Note 3
S TGaVernment i b5 B e Wit cee sl el S s R
State: Countyiand:-Munigipal St s Lesodiin o e i sl Sanil o e sl
U.S. Government Agencies and Corporations . ...........................
@therSechrities v ihe e Sl R ol RO U i
TradiggAccountiSeclntes i« fe ol Gienln sl i e i e

Total-Sectifties, i R0 nes i s siiges. ClS bl el e St
Federal Funds Sold and Securities Purchased Under Agreement to Resell .. ... . ..
Loans and Discounts net of Reserve for Loan Losses of
$4.212: 27410 1976 and 1975 = NoTes 488y 5 vt d il X o i et gt b/l
Bank Premises and Equipment Net of Depreciation—Note2 . ...... ... .. ... ... .
Ehfeet:liease  FInancing. 1o vy -aliseaia i s et el Sl s ol T e
Customers’ Acceptance Liability and Letters of Credit .. ... ... ... .. ... ...
GHER Assetss i pc s s i o ltr TR G e S B i e ey M R e i g D

Liabilities

Bamand-epositst: i o uan e e SR e R e e SR T
SENIRE S BEPOSItS i s o e L RN e e e L e R
TimeDeposits--Qver $100.000: v s o lan LI Bl ey i s
Jime Peposits—tNderS$100/000 L i s e il L0 Siliiie s sl o

letalPeposits: & it siiiavie b smanion Al Geeil e R s e el

Federal Funds Purchased and Securities Sold Under Agreement
I Reputehase’:— -0 G ma i el SR e e el e s Gion o e
Ethep liiabilities forBorrowedMoReY il il | e b s e ol Rl e el
Bank Acceptances and Letters of Credit Outstanding . . .. ... ... .. ... ... ...
Otherl dabilities: 0y bt i s s i e e e B o S R G e B e

Notalilbaabiliies. (o B i inahiias Gl s dinn AP EIRE E R e
Subordinated Notes and Debentures —Note 8 . .. .. ... .. . i

Stockholders’ Equity
Capital Stock
Preferred Stock ($75 Par Value, 340 and 380 shares outstanding
it 1976 and 1975 respactivelylyiie s ainae G ecemi mas il s R L
Common Stock ($20 Par Value; 800,182 shares are authorized,
with 795,285 and 636,184 shares outstanding in 1976 and 1975) .. .. .. ..

FOTALCARITAL S TEE K Il st iR e e i :
SUrplsh e T o e e e e e o e R e e
UnecediProfitsy o il e r oo SRS S e e S e R e e
Rescive forConingencies: e aiai slyai peet fila s i e fe i meln e 8 i )

ifotal:Stockholders: Equity:y ;i B s din g bl iy e
Total Liabilities and Stockholders’ Equity . . .. ... ... .. .. ... . ... ... ... ..

See accompanying notes to consolidated financial statements.

December 31

1976

$132,600,576

53,517:3%9
52,491 427
24,490,863
1,39 1904
68:910525

138,802,098
98,987,500

484,393,288
31,389,266
27,862,926
38,069,378
14,707,192

$966,722,213

$344,752,107
216,281,778
58,410,627
139,913,013

£59.357,525

79,928,000
19,376,662
38,069,378
14,829,894

911,661,459

6,500,000

25,500

15,905,700

15,981,200
15,905,700
14,368,421

2,455,433

48,660,754

$966,722,213




Year Ended December 31

1976
Operating Income
IBtErEstAnd Feasipn:oans il sl eislua i ant bt miins fnk Sie s e s R A $48,313,193
Income on Federal Funds Sold and Securities Purchased
WaderAgreementtoResell sl n s s b Rai S e 4,250,016
Interest and Dividends on Securities
Interestontl S freasury Secliiifies = 1. wh i o e S sl o b 3,522,040
Interest on Obligations of Other U.S. Government Agencies and Corporations . . . 1,312,663
Interest on Obligations of States and Political Subdivisions of the US. . .. .. ... .. 2,131,062
Cier Seetplies s ph e Bl e e e e e S G e SR T ol 74,856
IncEme remiblirect Lease FINANCGING .=« S0z fei s S Dass i I Raens U e 3,640,441
incame froglEiduciary Activities . .. ..o s S Bl A S 1,820,660
S e Tiankes 6n Deposit Accounts o ol Db e s e giens B 3,416,796
Other Service Charges, Commissions,and Fees . . .......... ... ... ... ....... 3,743,641
(Op TolliTelolna) - om by AEASORS e Rl I A S PR SRS R O s 847,944
Jotal@perating-Inoome. skl i el i s e el 73,073,812
Operating Expenses .
S3laries and Employee Betiefits =Note 6.t iniiln i eleslas il te B el 21,811,566
Interest on Time Certificates of Deposit of $100,000 or More . ..................... 4,243,157
st estemother Beposils 7 s ol Gy i il e e e e 1671205
Interest on Federal Funds Purchased and Securities Sold
UideriAdreementio/Repurchase s - i i i e i e Sl s o e T 4,389,552
Intgiest o Borrowed Mongyrs i el i s e S e R e e 1,353,993
Net Occupancy Expense of Bank Premises
(Net of Rental Income of $988,019 and $783,919 respectively) —Note2 .. .. .. .. 3252 798
Eurnitlire:and EquUipmentEXpense e il el e sp s il e e i s 3,726,007
Bravision fonl-oan liossesi=INGIa 5=t Alm el St iU a1 Rl i e T R s 654,601
OB EXDERSeS &l e s e e R L g e e 9,416,831
TotallOperaling: Expenses; . it gl i n - e ool g il o et 65,560,556
Income Before Income Taxes and Securities Gainsor Losses ..................... 75502756
ApglicableincomeTaxes: —Notei7Z i Ll o sl e o o deinl e o e dienn 2,409,000
Inc@me Befofe Securities-Gains OrLosses. '\ sl o e hle e iR s pUde Sl e 5,108.756
Security Losses Less Related Tax Effect of $2,944 and $241,770 ... ... .. ...... .. (3,297)
NEEINCOME i e e s St e e G el Cop e $ 5,100,459

Earnings Per Common Share:

lnceme Befofe-Secirities Losges: a0 s i o o i e st e i s
Net Income

o
N
=

|
|

(e)]
S
=

1975 earnings per share have been adjusted to give retroactive effect
to the 25% stock dividend paid March 24, 1976.

See accompanying notes to consolidated financial statements.




Balance at December 31, 1974
Net Income for the Year 1975 . .
Transfer to Investment Reserve .
Cash Dividends Declared . . . . .
Transfer to Deferred Income
T EXDONSE v i S
Transferred to Contingency
Reserve for Possible
Itogm it asses te i e (i
Transferred Net to Reserve
for Contingencies ..........
Amortization of Premium of
Acquisition of Olympic
NationallBank . il i
Excess of Purchase Cost Over
Allowed Carrying Value of
Bank Assets Acquired in
American National Bank
ACEISITION v s e B
Conversion of 40 Shares of
Preferred Stock to 44 Shares
of Cemmon-Stocki

Balance at December 31,1975

Net Income for the Year 1976 . .
Transfer to Investment Reserve .
Cash Dividends Declared . . . . .
Amortization of Deferred
IncOmeTax i dish
Transferred to Contingency
Reserve for Possible
Loamdcosses o ymiEr
Transferred Net from Reserve
for Contingencies ..........
Excess Purchase Price Over
Allowed Carrying Value of
Bank Assets Acquired . . . . ..
Transfer from Reserve for
Taxes on Federal Income
TaxSettlementy .y w7
Conversion of 40 Shares of
Preferred Stock to 44 Shares
otEhmmonStock . i
25% Stock Dividend ..... . . ...
Transferto Surplus .. ....... ..

Balance at December 31, 1976

Preferred Common Undivided Reserve for
Stock Stock Surplus Profits Contingencies Total

$31,600 $12,722,800 $14,445700 $12525011 $2,073,447 $41,798,458
4,467,922 4,467 922

(55,000) 55,000
(891,923) (891,923)
(81,000) (81,000)

(399,543) 399,543

(211,190) 211,190
(15,526) (15,526)
(428,426) (428,427)

(3,000) 880 2,120

$28,500 $12,723,680 $14,447,820 $14910,324 $2,739,180 $44,849504
5,100,459 5,100,459

(55,000) 55,000
(1,162,188) (1,162,188)
(81,000) (81,000)

(378,000) 378,000

749,154 (749,154)
(78,428) (78,428)
32,407 32,407

(3,000) 880 2,120
3,181,140 ‘ (3,181,140)
1,455,760 (1,455,760)

$25,500 $15,905,700 $15,905,700 $14,368421 $2,455433 $48,660,754

See accompanying notes to consolidated financial statements.
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Year Ended December 31 1
. 1976 f
Source of Funds
Netlpeome iy s S ol ol walip i siGe s s e T ana el e $ 5,100,459
Preyisionforbeprecialion:] b s 0 el Bii sl sl e 2,259,580 :
Prvidad ramiCiprations .. ..o DL e 7,360,039 ;
Increase In: i :
Begesiisii -t s I Lt e L e e e e sl S B e R 60,155,342
Federal Funds Purchased and Securities Sold
Under Agreementto Replirchase: = il i e il e (ool fit
Subordinated:CapitaliNotes, il s L i Sl e i e e e 6,500,000
anier FunosBorrowed . < Dy i e i e e e i
Bther Baniities o v L e s G St e e R i 3,438,187 ‘
Decrease In: il
Timg Dieposite with Other Banks ... .00 2o 0l oo nnlle Sl 13,399,210 | ;“
Federal Funds Sold and Securities Purchased it
Binder Agreamentio Besell - b ol il i e 23,336,484 i
TR s 544,360 “1\
NitlBoucedtFunds ... 0 e $114,733.622 ' i
Application of Funds i
Increase In:
fo b ndDusfromBanks . 0 e B $ 21,936,636 i
Time Deposits With Other Banks o2 mdii o - el i i il % |
Investmentsiand Trading Secufities . o lnsy o ve ool sl e e e 13,924,035 i 1
Loans i S nl e i s e e b e et S e e R e 49,985,909 |
Federal Funds Sold and Securities Purchased
Ander Agreementito'Reselll i i s B e i e e T i
BDiregtleaselFEnancing:. Lo o il il Gl s s dni e el e 6,442,069 i
SHTOG s e s RO R e S sk (e L 2,052,336
QiherAssateinnc i hamies chldiii i B0 e R i s feal Gl Sl SRR Al
Decrease In: il
Dilier EundsBorrowed s ool finl s it s e B st i 1,220,079 i
Federal Funds Purchased and Securities Sold
Under Agreementito/Repurchase =5 il s el i g i) i 17,765,000 s S ) i
EalivdendaPoid . 00 e s b Ll el 1,329,130 . i
Excess of Cost Over Bank Value of Assets Acquired . . .. .......... .. ... ... 78,428 S
Total'/Application of Eunds .70 e s i e $114,733,622 I
See accompanying notes to consolidated financial statements.
i
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i
i
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Note 1—Summary of Significant Accounting Policies.
The accounting and reporting policies of Peoples National
Bank of Washington and its subsidiaries conform to
generally accepted accounting principles and to predom-
inant practice within the banking industry. A description of
the more significant accounting policies follows:

Consolidation—The consolidated financial statements
of Peoples National Bank of Washington include the
accounts of the Bank and its wholly-owned subsidiaries:
Peoples Mortgage Company, Peoples Leasing Company,
Peoples Service Company and Western States Mortgage
- Company. All significant intercompany transactions and
balances have been eliminated in consolidation.

Securities— Investment securities are stated at cost,
adjusted for amortization of premiums and accretion of
- discount. Since these securities are purchased for invest-
ment purposes and the quoted market values fluctuate
during the investment period, gains or losses are recog-
nized in the accounts only upon realization and are shown
separately in the statement of income. Trading account
securities are carried at cost.

Reserve for Possible Loan Losses—The reserve method
is used to accountfor loan losses. The provision for loan
losses charged to operating expenses is based on actual
net charge-offs.

Income Taxes —The provisions for income taxes are
based on income and expense reported for financial
statement purposes after adjustment for tax exempt
income, principally interest on securities of state and
political subdivisions. The Bank accounts for certain
income and expense items in different time periods for
+ financial reporting purposes than for income tax purposes.
Provisions for deferred taxes are made in recognition of
such differences. 4

[nvestment tax credits from assets acquired by the
Bank are accounted for under the “flow-through” method
which recognizes the benefit in the year in which the asset
is placed in service.

Changes in Financial Statement Presentation — At
December 31,1975, Peoples National Bank of Washington
made certain changes in presentation of its financial state-
ments which were recommended for 1975 and required
in 1976 by the banking regulatory authorities and the
American Institute of Certified Public Accountants. The
changes, which did not effect net income, resulted in the
following reclassified balance sheet accounts: Direct
Lease Financing Net of Unearned Finance Income; Loans
Net of Unearned Income and the Valuation Reserve for
Possible Loan Losses; Deferred Income Tax Portion of
the Reserve for Possible Loan Losses as an addition to
Other Liabilities and the Contingency Portion of the
Reserve for Possible Loan Losses as an addition to the
Reserve for Contingencies in Capital Funds.

Other—Earnings per share are computed based on the
weighted average number of shares outstanding during
the year, adjusted for stock dividends.

Securities and other property held by the Trust Depart-
ment in a fiduciary or agency capacity are not included
in the consolidated balance sheets, since such items are

. notassets of the Bank. In accordance with long-established

practice, the Bank's Trust Department income is reported
on a cash basis. This method of reporting does not materi-
ally affect netincome in comparison to reporting on the
accrual basis.

Interest income on discount-basis loans is deferred
and subsequently credited to income by the sum of the
months-digits method over the outstanding period of
related loans.

Note 2—Premises and Equipment. Premises and equip-
ment are stated at cost less accumulated depreciation and
amortization. Depreciation for financial reporting purposes
is computed under the straight-line and accelerated
methods over the estimated useful lives of the assets.
Leasehold improvements are amortized over the terms

of the respective leases or the estimated useful lives of the
improvements, whichever is less. Maintenance and
repairs are charged to operating expense, and improve-
ments are capitalized. Gains and losses on dispositions
are reflected in current operations. An analysis of premises
and equipment follows:

December 31

Estimated
Useful Life 1976
Land and
Buildings  5-45 Years $23,574,809
Leasehold
Improve-
ments Life of Lease 2,580,585
Furniture and
Fixtures 10-15 Years 5.243 861
Total Net
Book
Value $31,399,255
Rental Expénse of
Premises & Equipment 3,316,424
Less Rental Income
of Premises 988,019
Net Rental Expense 2,328,405
Depreciation Expense on
Premises and Equipment 2,259,580
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Note 3—Securities Book values and estimated market values of mvestment securities for the years ended -
December 31, are as follows:

Maturity

December 31, 1975 Within 1 yr. 1-5 years 5-10 years  Over 10 yrs. Total

U.S. Treasury Obligations g
PanVallic:s o - el i el B e
Book Value ...... ... Viim Gls Al s
MarketMale - 2o et el s

U.S. Government Agency Obligations . i
Warloliio: o : v
Book Valtie v a o= hniinen i gl |

s MarketValue: & g i SN ; il

State and Political Subdivisions : g , — il
Bapaille e o e 0 i . i
Boolkalle = 0 i e , o |
arkst Value Lo 0 S sl w g :

December 31,1976

U.S. Treasury Obhgatrons
Parallios - 0 e e $25,000,000 $29,000,000 . $54,000,000 - : 4
BoolcValtios ol ot il i 24,388,629 29,128,750 ; 53,517 379 il
Blarkel Valllose - i s i v i e ol 24,519,652 29,840,938 54,360,590 i

U.S. Government Agency Obligations . ;

Par Value . AN e R D 7,000,000 4,013,680 $ 5462309 $ 7,965,268 . 24,441,257
Book Value ........................ 7,028,714 4,020,636 5,491,245 7,950,268 24,490,863
WarketValue: =0 v o 7,088,125 4,023,646 5,154,948 7,360,469 ~ 23,627,188 ;

State and Political Subdivisions : : i , ; .
Banvaltier s o il e e 7,348,601 10,790,000 21,073,000 12,887,000 52,098,601 =
BookiValye i ;b vt ne el s 7,349,248 - 10,948,867 ~ 21,217,975. - 12,975,837 - 5249142( -

Market Valdee oo o i il 7,348,057 = 11,119,019 " 20,261,736, . 12,258,466 | '50,987,278
2 78 % 3
An analysis of i“.‘%étment securities and other securities follows: e
December 31, 1976 | - i
_ Book Value  Market Value '

Bonds, Notes and Debentures ... ........ § 50001 5 15,000 3

Stoeks ol ERBE e o i i gt e 955,150 955,150 . G ri‘

Other Stocks . ... ......... e e 421,754 486,646 : if"

SRR e e $ 1,391,904 $ 1,456,796 ‘ !
 Bond Trading Securities ... ... .. B $ 6191052636927 921 _ : wandll!

NOTES: / : s Il

(1) Securities are stated at cost less amortization of premium or at cost where purchased at a discount.

(2) All securities are “investment grade’’

(3) The principal amount of stock of Federal Reserve Bank is based on an aggregate par value of $1,910,300 of which” 3 |
fifty percent (50%) is paid in. o

(4) On December 31, 1976, United States Government Obligations with a par value of $3,185,000 and State and

Political Subdivisions with a par of $23,341,000 were pledged to secure deposits of public and trust funds as required
by law.




Note 4—Loans. - A distribution of consolidated loans is

summarized as follows:

December 31

December 31

1976

Real Estate Loans
Including Insured or
Guaranteed by the
U.S. Government

(Dollars in Millions)

or Its Agencies . ... .. $193,781
Commercial and
Industrial Loans . . . .. 176,028
Loans to Individuals for
household, family
and other consumer
expenditures . ..... .. 130,316
All other loans . . ... ... 9,184
Total Loans . . . . 509,309
Less Unearned Discount
omslioans . bl s 20,703
Stibtotal 2o 488,606
Less Reserve for Bad
Blabts ais e v T 4212
AN G = $484,394

In the normal course of business, there are outstanding
loan commitments for credit which are not reflected in
the accompanying consolidated balance sheet. At
December 31, 1976 the unused credit line on loans over
$100,000 amounted to $186,970,000.

Note 5—Reserve for Possible Loan Losses.

Balance Beginning of the
EitPeniodr s e e e
Provision Charged Against

Eapnings oo e e
Recoveries Credited

toBesenve sl ans i
Loans Charged-off .. ... .. .

Total Allowance For
Possible Loan Losses. . . ..

For Years Ended
December 31

1976

$4,212,274
654,601

575,267
2(1,229,868)

$4.212,274

The provision for loan losses charged to operating
expense is based on the actual net charge-offs during the
year. Transfers from undivided profits represents the dif-
ference, net of related income tax effect, between loan loss
deductions allowable for Federal Income Tax purposes
and provisions charged to operations. The reserve
component has been deducted from loans.

Note 6—Retirement Plans. In November of 1975 the
Board of Directors of Peoples National Bank of Washing-
ton authorized the establishment of a non-contributory
Pension Plan for employees. This Pension Plan replaced
the deferred compensation and profit sharing plans in
effect for years prior to 1976. The amount necessary to
fund the Pension Plan with respect to past services is
$9,300,000 which will be paid over a period of 30 years.
The total pension expense for 1975 and 1976 amounted
to $835,000 and $997,500 respectively.

Note 7—Income Taxes. The Bank files a consolidated
income tax return including all subsidiaries. An analysis of

the difference between the effective tax rate for income

taxes applicable to net income and the U.S. Federal
income tax rate follows:
ForYears Ended
December 31

1976

U.S. Federal IncomeTax Rate 48.0%
Reductions in Income Tax

Resulting From: 4&
Tax Exempt Income. . . .. (12.7) ;ﬁ‘,‘;
Investment Tax Credits .. (3.2) %
EffectiveTaxRate . . ... 32.1%
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The components of deferred income taxes for the years
ended December 31, 1976 and 1975 resulting from timing
differences in the recognition of revenue and expense for
tax and financial reporting purposes are:

ForYears Ended
December 31

1976

Excess of Tax over Financial
Statement Provision for
Possible Loan Losses ...

LLeasing Income Recognized
on Level Rate of Return on
Net Investments for Financial
Reporting Purposes and
Recognized on Operating
Method for Income Tax
Blrpases: sy sl $  (98,000)

Income and Expenses
Recognized on an Accrual
Method for Financial
Reporting Purposes and
Recognized on Cash Method

for IncomeTax Purposes . . 1,518,000
Excess of Tax over Financial
Statements Provision for
Bepteciation. .., 49,000
Deferred Federal
IncomeTax .. -.... ... 1,469,000
Current Federal
IncomeTax. .. .. .. 940,000
Federal Income
Tax Expense. . . ... .. $2,409,000

Note 8—Commitments and Contingencies. Senior
Subordinated Capital Note—On December 29, 1976
Peoples National Bank sold a $6,500,000 Capital

Note payable to Security Pacific National Bank. This note
is unsecured and subordinated to deposits and certain
other liabilities. The note bears interest at 8.75% per
annum on the unpaid principal balance. The bank is obli-
gated to pay principal of $1,000,000 on December 31,
1983, semi-annual equal increments of $500,000 for the
next two and one—f}alf years and the remaining balance of
$3,000,000 due and payable on December 31, 1986.

Lease Commitments— Minimum net rental commit-
ments under noncancellable leases having an original

" term of more than one year are as follows as of December

31,1976:
1977 1,825,000
1978 : 1,485,000
1979 1,108,000
1980 1,095,000
1981 899,000
1982-1986 3,726,000
1987-1991 1,159,000
1992-1996 337,000
1997 and Subseqguent 88,000

Certain of these leases contain renewal options from 5
to 20 years and escalation clauses based upon increases
in property taxes and other costs. These commitments
have been reduced by rentals to be received from existing
non-cancellable subleases (the total amount of which is
immaterial).

Standby Letters of Credit— At December 31, 1976 and
1975, standby Letters of Credit amounted to $2,525,750
and $2,781,448 respectively.

Short-term Commercial Paper— During 1976 and 1975
the Bank's subsidiaries have issued commercial paper
guaranteed by the Bank. Commercial paper maturities
range from 30 days to 270 days and during the two years
the rates have varied from 5%% to 6%%.

Acquisition of the Bank of Yakima—On February 10,
1977, 89.5% of the Bank of Yakima proxies were voted in
favor of selling the Bank of Yakima to Peoples National
Bank of Washington. In consideration for its purchase of
the assets, PeoplesBank has agreed to assume the bank-
ing liabilities of and to pay to the Bank of Yakima a maxi-
mum sum of $13,113,577. This amount is based on twice
the book value of the Bank of Yakima as of June 30, 1976.
On December 31, 1976 the Bank of Yakima had total
assets of $94,771,445, total deposits of $86,610,242 and
total capital funds of $7,085,470. This acquisition is
subject to approval from the various regulatory
authorities having jurisdiction over the two Banks.




Balance Sheet Statistics — Year End 1976

Total Loans

(Net of Unearned Discount). . ... $488,605,562
U.S. Government Securities. .. .. . . 58,517,379
State, County and

Municipal Securities. .. ... ...... 52,491,427
Other Securities. ... .. % . 32,793,292
HetalSentiritios o e 138,802,098
BermandiBeposite. . nlin Ll 344,752,107
HilRe DeoRIS . G e 414,605,418
Gl BpesitS o e st 759857525
EapitalEiRes a0 el vl ey 48,660,754
olaliReseiiiees i L il e 966,722,213

Earnings and Dividend Statistics — Year End
Interest and Fees on Loans

Including Federal Funds. . . ... . .. $ 52,563,209
Interest and Dividends on Securities 7,040,621

Trust Department and Other

Operating Incame. i il i 13,469,482
Total Operating Income. ... . ... ... 73,073,312
Salaries and Benefits. ... .. ..... .. 21,811,566
InterestiRald st s o e 26,698,753
Other Operating Expenses. . . ... .. 17,050,237
Total Operating Expenses. .. .. . . .. 65,560,556
Income Before Securities Gains

ORISOSSEs s T 5,103,756
NeReaRer i s o wal i 5,100,459
Cash Dividends Paid. ... ....... .. 1,329,130
Stock Dividends Paid. . .. ....... 3,181,140 — — — =

Per Share Statistics (Adjusted for Stock Dividends)
Income Before Securities

GAINSOFLOSSES o5 L i, e $ 6.41
Netlaeomer . =i sl s b 6.41
Cash DividendsPaid. .. . ......... (1) 1.67
BeleVighies: oo i sas 61.19
Number of Common Shareholders —
t R AR T B e et 1,290
Average Earning Rates (Fully Taxable Basis)
detallipans s ki C i el 8.90%
U.S. Government Securities. . . . . .. 6.86
State, County and Municipal
SECHMIES N o s s 8.44
Gross Rate on Earning Assets. . . . . 8.20

Key Percentages — Year End
Income Before Securities Gains or

Losses to Total Resources. . ... .. 53%
Income Before Securities Gains or

Losses to Capital Funds. . . . . ... 11:88
Capital Funds to Deposits. . . .. .. .. 6.41
Capital FundstoLoans. . . ........ 9.96
LoanstoDeposits. i 5l o n s 64.34

(1) It was the bank’s policy in 1976 to declare and pay cash dividends of $1.72 per share. These cash dividends were effected by the
25% stock dividend paid in March 1976. In October 1976, the Board of Directors of Peoples National Bank adopted a policy
of equal gquarterly dividends which were at the rate of $.43 per share.
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Redmond

8005-161st N.E.

Redmond, Washington 98052
Telephone: 885-4153

David S. Coomber, Manager

Renton
858 South Second Street
Renton, Washington 98055
Telephone: 344-2227
James A. Henwood

Vice President and Manager

SeaTac Mall
2233 South 320th
Federal Way, Washington 98003
Telephone: 839-9400
Dean Gullikson
Vice President and Manager

Vancouver
109 East 13th Street
Vancouver, Washington 98660
Telephone: 694-2593
Stanley R. Wisch
Asst. Vice President and Manager

Vashon Island

P.O.Box 428

Vashon, Washington 98070
Telephone: 344-2150
Wallace G. May, Manager

West Renton
707 Rainier Avenue South
Renton, Washington 98055
Telephone: 228-4800
James A. Henwood

Vice President and Manager

Woodinville

13216 N.E. 175th

Woodinville, Washington 98072
Telephone: 485-9636

Howard W. Hagen, Manager

Olympic Peninsula Offices
Area Code 206

Bremerton
190 Pacific Avenue
Bremerton, Washington 98310
Telephone: 377-7641
Robert R. Wilson

Vice President and Manager

Port Angeles

104 West First Street

Port Angeles, Washington 98362
Telephone: 457-8571

Dennis C. Tesch, Manager

. Lincoln Street

134 West 7th Street
Port Angeles, Washington 98362
Telephone: 457-1183
Roland D. Funk, Manager
Sequim
101 West Washington Street
Sequim, Washington 98382
Telephone: 683-3366
Virgil A. Gamlem

Vice President and Manager

Tacoma Offices
Area Code 206

Pacific Avenue
2317 Pacific Avenue 98402
Telephone: 272-3178
N. S. Penrose, Jr.

Vice President and Manager
Sixth Avenue at Pine
607 South Pine Street 98405
Telephone: 627-8191
Kenneth R. Weiderstrom, Manager

12th and “K” Street

1123 South "K" Street 98405
Telephone: 383-2555

Kenneth R. Weiderstrom, Manager

Eastern Washington Offices
Area Code 509

Basin City
P.O. Box 124
Mesa, Washington 99343
Telephone: 269-4633
Lawrence C. Ebner

Vice President and Manager

Ephrata
121 Basin Street N.W.
Ephrata, Washington 98823
Telephone: 754-2431
Robert B. Smock
Vice President and Manager

George
P.O. Box 5008
George, Washington 98824
Telephone: 785-2361
Robert B. Smock
Vice President and Manager

Mattawa
P.O. Box 875
Mattawa, Washington 99344
Telephone: 932-4781
C. Roderick Powell
Vice President and Manager

Moses Lake

203 Third Street

Moses Lake, Washington 98837

Telephone: 765-3407

Duane B. Ragsdale £
Asst. Vice President and Manager

Othello
101 East Main Street
Othello, Washington 99344
Telephone: 488-2645
James H. Taylor -
Vice President and Manager

Pasco
203 North Fourth Avenue
Pasco, Washington 99302
Telephone: 545-9391
Lawrence C. Ebner

Vice President and Manager
Royal City
100 South Evergreen
Royal City, Washington 99357
Telephone: 346-2233
C. Roderick Powell, Manager

Soap Lake

421 Main Avenue East

Soap Lake, Washington 98851
Telephone: 246-1321

Jean T. Fortun, Manager

Warden ’

116 South Main Street
Warden, Washington 98857
Telephone: 349-2351
VincentdJ. Jollo, Manager

Washtucna

P.O. Box 664

Washtucna, Washington 99371
Telephone: 646-3255

Bradley N. Bishop, Manager

Wilson Creek
P.O. Box 26
Wilson Creek, Washington 98860
Telephone: 345-2551
Robert B. Smock
Vice President and Manager

The following offices are

presently served on a set schedule
of two or more hours a day, two

or more days a week:

Basin City, George, Mattawa and
Wilson Creek

Agricultural Representatives
Serving the Columbia Basin Area:

Howard V. Copenhaver, Asst.
Vice President (c/o Moses

Lake Office)

David J. McKinney, Farm Services
Representative (c/o Pasco Office)




Provision for federal income taxes— Note 1

Income:

Toarrseicing tees=sNote @ oy, - T dedlesl eitls bl B e R e e S
Eeanionginatonandirelatedifeas v o s S e s R S e e R
I skernoes and mordade loans: oo it iEiuaaiel o o AN T e e
CHpEE S el e e s R R R S e SIS e G S e e R e

Expenses:

Erallstnzie e olel i S pl I S e S i Rl b et s ST Sy e e Y
Other employee benefits
ifipne e Ik i iR L S i e e e R s L s o S e
Eestecationand ambtization . e s il el ceps R s E L e i R
Management fee to Peoples National Bank . . . ... ... ... . .. . ... .. ... .....
i e ElnH e Sty S S S RO S S R e SR e e e
Other operating expenses including amortization of mortgage service

acquisition costs— Notes 3 and 8 :

Income from operations before provision for federal income taxes and cumulative
effect of change in accounting principle to reflect adoption of Statement of Position . . .

Income before cumulative effect of change in accounting principle to reflect
adomionol Statement o Position 0 5 as i e

Cumulative effect to December 31, 1975 of change in accounting principle to reflect

adoption of Statement of Position during 1976 — Note 2

SElROmE sl ral e s Sl e s s T e 0 T SRt
Relamedicarnings:bedinning of year & s inn pini sl il LRl ollva et b

Dividends, $40.00 and $45.00 per share—Note 6
Retained earnings, end of year

Pro-forma net income assuming adoption of the Statement of Position was

sappliedireiroaohively=INOtE: 25 (0 i 1 Ve es il el e st S G e o O

See accompanying notes to consolidated financial statements.

Year ended December 31

1976

$1,775,764
2,298,146
2,044,148
45,379

6,163,437

1,904,967
258,321
970,350

97,982
36,000
222726

1,477,225
4,967,571

1,195,866
542,000

653,866

(62,000)

601,866
171,347
(600,000)

s 173218

s 653,866



December 31

Assets— Note 1 | 1976
Current Assets: :
@ashiomhandandiimbanks: Ll et i SR T8T9

First mortgage loans in process (net of undisbursed
loan funds of $9,752,805 and $7.668.845) or
held for resale (net of discounts of $702,062 and
$606,404) at December 31, 1976 and 1975,

Yespettivehr el Gl B s e R e $44 541,089
Accrued interestireceivable i L n Ui il 366,389
' 44,907,478
Less— Participations sold to— :
Peoples National Bank—Note 8 . . . . .. L e 24,265,081
Oiierbanker e sl s anini 0ol Gl i 531680 15510817
Realestataheldifortesale o ew oo dnh el il 85,147
Resenve for possible losses .o« i v (160,000)
Noles andaceounts receivabpled/ ol e il s o 228,890
Prepaid expensesiand deposits. ... . oo i 302,189
16,094,922
Trust Funds:
EashiimBanieis s s sas g s G i st m e 6,868,711
Bistisedare gl (o]l oV il e S AU ey Rl il B e o (CRSISARD)
Fixed Assets, at cost (net of accumulated depreciation
and amortization of $271,401 and $194,536,
resteetively i s c s i el s 150,423
Investments:
FNMA stock, at cost, market value, $352,193 and
$296 296 respectively - it S e e 287,301
@GtheriAssots=Nele 3. i el i Ve co g lngino Wi i 418,389
$16,951,035
Liabilities and Stockholder’s Equity
Current Liabilities:
Notes pavable = Noterd s ee ibs il o i inn s b sl $13,856,198
Acertieaiinierasipayabletis i s Bl i 188,879
Accounts payable and accrued expenses ......... ... 547,772
Payable for Federal Income Taxes—Note 1 .. ... .. .. 484 973
Beterrad feesandinterest o« e s 200,000
1527822
Stockholder’s Equity:
Common stock, $100 par value —
15,000 shares authorized and outstanding
at December 31,1976 and 1975—Note 6 . . ........ $ 1,500,000
Retained earnings —
U oBptopriatediae s iie ma s e i e sl 153 243
Appropriated for contingencies . . . ... .. e R T 20,000 673213
Commitments and Contingent Liabilities— Note 7 $16,951,035

See accompanying notes to consolidated financial statements.



Year ended December 31

1976
Financial resources were provided by:
Netincome oo i s e e e el $ 601,866
Add back charges not representing a use of financial resources —
Beprecation-and amortization o - b s ity vie il $ 97,982
Amortization of mortgage servicing premium . . . ... .. ARG 109,682 207,664
‘ 809,530

iHeplassifivationotprepaioilaxes @ o inis o s ey
Salaiolfired assels s Gl Ll e sl ese s e 1552
Proceeds from issuance of commonstock ... .. ... ... ...

: 811,082
Financial resources were used for:
Acquisition ofifixediassets (o e e il 56,627
Adaitions fgiotherassets: fa i sl il e set e e i 83,687
Redtionstainvestiments ol i SaG e ss el i s nac i e 1,345
[iviclends s e ol e o e S e I 600,000
; : 741,659
Netlinerease inworkingicapitalez s Sl et by $ 69423
Analysis of Changes in Working Capital
Increase (decrease) in current assets:
Gashonthandiandiimbanks o & aloi aan i il e $ 4,631
Elrstmortgage {0ans iniproeess (it i sl i i i o - 4610,204
Accruedinteresireceivable . Rl plde 43,884
Participations sold to Peoples National Bank and other banks . . . (7,708,108)
Healestateheld forresale s it i el s el i (132,168)
Resemvetonpossibletoss sl i b seiis e s L (25,000)
Notesiand accountsireceivable o i i s i n o 40,044
3 ENNMAsseei sl iy s o A e Sl e
Prepaidiexpenses:and deposits . alie il s U e 41,130
(3,125,483)
(Increase) decrease in current liabilities:
Notesipavable s s e ol b aie lor e e s i 3,400,550
Accriiediinterastipayable s i e G e el o e 39;319
Accounts payable and accrued expenses ... .. .. ... (283,852)
Payable for federal incometaxes ............ ... .. ...... .... 39,263
Pefertedifeesianainierastc e et medk W peran f T BT
. 3,194,906
Net increase in working capital .. . ol $.169423

See accompanying notes to consolidated financial statements.




Note 1—Ownership and Summary of Significant
Accounting Policies: Peoples Mortgage Company is
engaged in the mortgage banking business including the
servicing of mortgage loans for others under agreements
with various investors.

The accounting and reporting policies of Peoples
Mortgage Company conform to generally accepted
accounting principles and to predominant practices
within the mortgage industry.

Corporate ownership — Peoples Mortgage Company is
a wholly owned subsidiary of Peoples National Bank of
Washington (Note 8). :

In 1976, Western States Mortgage Company was
organized by Peoples Mortgage Company as a wholly

.owned subsidiary. This subsidiary operates in various -

states as an approved mortgagee for the purpose of
originating mortgage loans.

Principles of consolidation — The consolidated financial
statements of Peoples Mortgage Company include the
accounts of the company and its subsidiary, Western .
States Mortgage Company. All significant intercompany
transactions and balances have been eliminated.

Fixed assets — Property and equipment are stated at
cost less accumulated depreciation and amortization. The
company provides for depreciation and amortization of
fixed assets over their estimated useful lives as follows:

Method Years

Furniture and fixtures Declining-balance 5-10
Leasehold improvements Straight-line (Life of lease)
Automobile equipment  Straight-line 3

Gains and losses on routine dispositions are reflected in
current operations. Maintenance and repairs are charged
to operating expenses and betterments are capitalized.

Investments — In order to maintain the right to service
FNMA-owned loans, the company is required to hold
FNMA stock. At December 31, 1976, substantially all
shares owned by the company are required to continue
this servicing.

Federal income taxes — The company files a consoli-
dated tax return with its parent company. Accordingly, the
federal income tax provision is based on financial reported
income computed at a statutory rate of 48% and amounts
currently due are paid to the parent company. Deferred
taxes are provided for timing differences between financial
reporting and income tax reporting. The tax effects of
these timing differences, primarily arising from differences
in recording of deferred interest income and commitment
fees for book and tax purposes, are reflected as prepaid
income taxes and are included in prepaid expenses and
deposits. Investment tax credits are realized at the time of
property acquisitions utilizing the flow-through method of
accounting.

Note 2—Change in Accounting Principle: During

the current year, the company adopted the accounting
recommendation in the “Statement of Position on
Accounting for Origination Costs and Loan and Commit-
ment Fees in the Mortgage Banking Industry. The new
method was adopted to match more closely commitment
fee income with the term of interim loans. The effect of the
change in 1976 was to decrease income before cumulative
effect of change in accounting principle by approximately
$100,000. The adjustment of $52,000 (net of $48.,000 in
taxes) to apply retroactively the new method is included as
an expense in 1976. The pro forma amounts shown on
the income statement have been adjusted for the effect of
retroactive application of the new accounting principle,
net of tax. 2 S

Note 3—Other Assets: In prior years, the company
acquired nonaffiliated mortgage companies and the right
to service loan portfolios. The cost of the right to service
loan portfolios acquired is being amortized over the
expected average life of portfolios. The unamortized
servicing acquisition costs, included in other assets, at
December 31, 1976 and 1975 amounted to $417,139
and $443,133, respectively.

Note 4 —Notes Payable: Notes payable are comprised of:
December 31
1976

Peoples National Bank,
payable on demand, bearing
interest at 6% per annum
in1975

Commercial Paper, generally
payable within 90 days, at
rates varying from 5% to

7V4% per annum $13,856,198

$13,856,198

Note 5 — Retirement Plans: Effective December 31,
1975, the company discontinued contributions to its
profit-sharing plan, terminated its deferred compensation
plan and adopted a new pension plan covering substan-
tially all of its employees. Amounts previously accrued
under the deferred compensation plan were applied to

the new pension plan. It is the company's policy to fund
pension costs accrued. At December 31, 1975, the
unfunded past service costs of the pension plan amounted
to approximately $195,000. The pension expense in 1976
and 1975 amounted to $62 520 and $59,615, respectively,
including amortization of past service cost over a 30-year
period.

Note 6 —Common Stock: At December 31, 1975, the
company issued 5,000 common shares at $100 par value
to Peoples National Bank of Washington in exchange for
cash. The dividends paid in 1975 were on the 10,000
shares of stock outstanding during 1975.




Note 7—Commitments and Contingent Liabilities:

At December 31, 1976, the company was obligated under
the provisions of long-term leases of buildings with
approximate minimum rentals as follows:

Year ended
December 31 Rentals

1977 $ 93,000
1978 149,000
1979 145,000
1980 156,000
1981 157,000

1982-1987 891,000

Rental expense for the years ended December 31,
1976 and 1975 included in the accompanying statement
of income and retained earnings is approximately
$157,000 and $72,000, respectively

Note 8 —Related-Party Transactions:
Peoples National Bank of Washington —

The company is a party to agreements with Peoples
National Bank of Washington whereby it has sold at
market value, at negotiated interest rates, its equity in loans
in process and GNMA mortgage-backed securities.
The bank has discretionary power with respect to loans and

REPORT OF INDEPENDENT ACCOUNTANTS

The Board of Directors of
Peoples Mortgage Company

We have examined the consolidated balance sheets
of Peoples Mortgage Company and its subsidiary as of
December 31, 1976 and 1975, and the related consoli-
dated statements of income and retained earnings and of
changes in financial position for the years then ended.
Our examinations were made in accordance with generally
accepted auditing standards and accordingly included
such tests of the accounting records and such other
auditing procedures as we considered necessary in the
circumstances.

The method of accounting for loan origination costs
and loan and commitment fees was changed in 1976 to
reflect adoption of the “Statement of Position on Account-
ing for Origination Costs and Loan and Commitment
Fees in the Mortgage Banking Industry” issued by the
American Institute of Certified Public Accountants on
August 25, 1976 and as more fully discussed in Note 2
to the financial statements.

In our opinion, the consolidated financial statements
examined by us present fairly the financial position of
Peoples Mortgage Company and its subsidiary at Decem-
ber 31,1976 and 1975, and the results of their operations

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 at a negotiated rate. The mortgage
company continues to manage these loans and receives
a fee for this service.

The company issues commercial paper which is
guaranteed by an irrevocable letter of credit of Peoples
National Bank of Washington.

Peoples National Bank provides loans and computer
services to the mortgage company. Peoples Mortgage
Company services real estate loans owned by Peoples
National Bank.

A summary of the servicing fees received and expenses -
paid by the company are as follows:

December 31

1976

Classified on the accom-

panying financial

statements as:
Loan servicing fees $353,000
Interest — Peoples National

Bank 47,000
Other operating expenses 247 000

and changes in financial position for the years then ended,
in conformity with generally accepted accounting prin-
ciples consistently applied, except for the change with
which we concur, in the method of accounting for loan
origination costs and loan and commitment fees, referred
to in the preceding paragraph.

January 11, 1977

Price Waterhouse & Co.
Seattle, Washington :




Joshua Green, Jr., Chairman of the Board
and Director 5

Joshua Green lll, President and Director

Robert G. Perry, Secretary/Treasurer
and Director i

E.C. Underhill, Executive Vice President
and Director

J.G. Cairns, Jr., Senior Vice President
and Director

Dean M. Olson, Senior Vice President,
Director and Manager

David E. Thatcher, Senior Vice President
and Director

Elmer Anderson, Director

Larry Kelley, Vice President

David G. Mullins, Vice President

Charles W. Moore, Vice President

James H. McMahan, Vice President

Muriel H. Nelson, Vice President

William H. Nyberg, Vice President

Gordon W. Schlicke, Vice President

H. Roger Van-Valkenburgh, Vice President

Jay C. Williams, Vice President

Fred C. Banks, Assistant Vice President

Carl Bixler, Assistant Vice President

Dan L. Carlo, Assistant Vice President

Richard Hooper, Assistant Vice President

Russell A. Jacobson, Assistant Vice
President :

Carolynne Dow, Assistant Vice President

Carol Smallwood, Assistant Vice President

Clifford A. Peterson, Assistant Vice
President

Zella G. Christopher, Accounting Officer

Bonita Butcher, Loan Servicing Officer

Stephen G. Hess, Loan Servicing Officer

Julie Richwine, Loan Servicing Officer

Karen Reed, Production Servicing Officer

Phyllis Updegrave, Personnel Director

Main Office
1101 Pike Street, Seattle
Washington 98101 (206) 344-4500

Loan Origination Offices

Bellevue

Paul Safstrom, Manager

12505 Bellevue-Redmond Road
Bellevue, Washington 98005

Renton

Gary Vander Meer, Manager
Evergreen Building

156 South Grady Way

Suite #117

Renton, Washington 98055

Tacoma

Steve Benine, Manager
8619 South Tacoma Way
Tacoma, Washington 98499

Vancouver

William H. Nyberg, Manager
109 East 13th Street
Vancouver, Washington 98660

Phoenix

Larry Kelley, Manager
3500 North Central Avenue
Phoenix, Arizona 85012

Portland

Wayne Fossen, Manager
500 N.E. Multnomah
Lloyd Building, Suite #850
Portland, Oregon 97322

Denver

dba Quadrant Mortgage Company
James Umphryes, Manager

1720 South Bellaire Street

Suite 1006

Writers Tower Building

Denver, Colorado 80222

Boise

Carl Bixler, Manager

1112 North Cole Road

Suite C

Boise, Idaho 83704

Salt Lake City

Richard R. Parker, Manager
535 E. 4500 South

Suite D-140

Salt Lake City, Utah 84107
Mobile Homes Department
1216 Pine Street

Seattle, Washington 98101
Commercial Loan Department
Plaza 600 Building
Seattle, Washington 98101

Peoples Service Corporation

Donald Greenfield, Presidentand Treasurer

Virginia W. Johnson, Assistant Vice
President and Manager

Margie E. Patterson, Assistant Vice
President

Adrianne Tollefsen, Secretary

Pamela Frey, Assistant Secretary
(Vancouver)

Hazle Kelley, Escrow Officer (Vancouver)

Arlene Kuk, Escrow Officer (Bellevue)




" Year ended December 31

1976
Income:

Personal property leaserevenue .. ..................... S R $3,258,943

Faes: e el e e D o s bl e 1945603

@er= Lout i ol S e i crriEa s e S s e D e 124,318

' 3,628,884

Expenses: - : : 4

Tt e v el e sl e S e s i o U e 2030372

Salaries and Bonlises: & d el s M es RO I i : 329,376
Other employee benefits—Note 3 . . ... .. e e e e e Pl 49,992 -

Bepreciation and amordization:. | ot i Tl s ialis Chiar e o s s G 54,692

Management fee to Peoples National Bank . . .. ... .. ... ... .. .. ... ... ....... 12,000

Rrovisien forbadidebts:- -2 D Sl e e L L R e e e 97,813
GiRcEoparating:expenses il b sene S SEERE Nl p sl S e 361,686

! ] ' 2,935,931

. Income before provision for federal income taxes— Note i e e A S 692,953

| Muvisiondorteaeral income taxes—Note .. s Bl s i lalis Dala e S 326,410

Belimcame -y e hpeer 2l e b e i S B e s Bl ] R e VB S s s 366,543

Retdginediedrnings, beginping - ofiyear .o il vl gl vsis v en i e s e i e 95,397
Rividends $65100:and:$39:00:persharelo. iy e el SWine s ile sulie s api il S e i (325,000)

Relamed earnifigs;endof year... . . il el Sl s i e e (s o e $ 136,940

See accompanying notes to financial statements.




Assets— Note 1
Eacrathandand:in:banke il s s G i e St B s e
Personal property lease receivables (net of unearned lease revenue of $5,799,199
and $4,890,881 and allowance for doubtful lease receivables of $140,000 and
S0 000 irespectiVelyl o i cnh il Tl e se el S s e ol
Inventory of reacquired personal property, at cost, which approximates market . . . . ..
Frepaldiexpenses e i e e e e e s T
Fixed assets, at cost (net of accumulated depreciation and amortization of
$79,355 and $24,733, respectively)
Other assets

Liabilities and Stockholder’s Equity

Liabilities
Noeshavable-—Naete 2 i el e v e e e 8 o el
Aecruedinterestpayable v i i D i s e e
Accounts payable and accrued expenses
Gstomernr deposiisuiy o 5 e T e s e s e R R

Total liabilities

Deferred Federalliincome Tax—Nete 1 ooty e n sy v e in b elns c i il

Stockholder's Equity:
Common stock, stated value $10—
5,000 shares authorized and outstanding at
December 31, 1976 and 1975
Retained earnings—
Uimabprepriateds t il nee B (i e e R B
Approprialed:iorcontingencies i yr i st sissiEy i L IO e s e e

Total stockholder's equity

See accompanying notes to financial statements.

December 31

1976

$28,492,441
76,992
9,833

53,621
2,647

$28,635,434

$27,522,482
54,820
177,287
175,596

27,930,185

518,309

50,000

86,940
50,000

186,940

$28,635,434




Year ended December 31,

1976
Financial resources were provided by: (Note 1)
Current operations—
Netincometortheyear: | . e Nos wseinda 2 ie i i Bl s $ 366,543
Belaniediincome-tax: s « -t o Sl S e B S LR B GBI e S 326,965
Bepreciation-and amortization:. "= s I e =i bl 54,692
748,200.
Net increase (decrease) in liabilities—
Notes:payable i co il e sl iaiie s i sl bl s b S Dl e el 6,566,331
Accriedinterestipayabled s« w0 b i S e it R s e S R TN (134,535)
Aecounisipavable el e apaieeling s S el R S e 116,559
CUstBmendeposisi il it el ks Bl s s G S Sl e 63l
Decrease in reacquired perscnal property . . . ... 7,196
Totalftindsiprovided: » Hi it el i tel g yrall Sl aae b et gt Dt v Al il $7,366,862
Financial resources were applied to:
Net increase (decrease) in assets—
Investment in lease contracts, net of unearned income . . ... . .. ST S $7,022917
EBurnitLre:and fiXtires o v o e Liad AT ek s 0 SRR NG e e 21,287
EBashi: St e s e s b v G e i W e B e e e (5,024)
D (o T R SR B s R B RER e MG  e 2,682
Dividendsipaid:to Peoples National Bank .\ i i il i v i e 325,000
Totalfindsiapplied = - aris i e i s i e e S e e SR $7,366,862

See accompanying notes to financial statements.




Note 1—Ownership and Summary of Significant
Accounting Policies: Corporate ownership—

Peoples Leasing Company is a wholly owned subsidiary
of Peoples National Bank of Washington (Note 4).

Accounting for leases—The company accounts for
personal property leases (equipment and automobile)
under the financing method. Under this method, the
excess of aggregate lease rentals receivable over the cost
of the related personal property, reduced by the estimated
residual value at the termination of the lease, is recorded
as unearned revenue. The salvage value on the equip-
ment lease contracts receivable is approximately $400,000
at December 31, 1976. Revenue is recognized on a declin-
ing basis over the life of the lease in proportion to the
unrecovered investment.

Venhicle leases are payable in monthly instalments and
have maturities from one to three years. Substantially all
equipment leases are payable monthly.and have maturities
from three to seven years.

Fixed assets — Property and equipment are stated at cost
less accumulated depreciation and amortization. The

- company provides for depreciation of furniture and fixtures

over their estimated useful lives and for amortization of

leasehold improvements over the remaining life of the

lease as follows:

Method Years
Furniture and fixtures Declining Balance 310
Leasehold
improvements Straight-line Life of lease

Gains and losses on routine dispositions are reflected in
current operations. Maintenance and repairs are charged
to operating expenses and betterments are capitalized.

Federal income taxes— The company files a consolidated
return with its parent company. Accordingly, the federal
income tax provision is based on financially reported
income computed at a statutory rate of 48% and amounts
currently due are paid to the parent company. Deferred
taxes are provided for timing differences between financial
reporting and income tax reporting, primarily the con-
version of equipment leases from the financing method

of accounting to the operating method for taxes. Invest-
ment tax credits utilized by the company are realized at the
time of property acquisitions utilizing the flow-through
method of accounting.

REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Directors Peoples Leasing Company, Inc.

Note 2— Notes Payable: Notes payable are
comprised of:
December 31

1976

Peoples National Bank
(Note 4), payable on
demand, bearing interest at
rates varying from 6% to
10.5% perannum ... ...

Commercial paper, payable
at maturity dates ranging
from 30 to 270 days,
bearing interest at rates
varying from 5% to 6.5%
perannum:.. . 0

$22,276,990

5,245,492
$27,522,482

Note 3— Retirement Plan: Effective December 31,

1975, the company discontinued contributions to its profit-
sharing plan and adopted a new pension plan covering
substantially all of its employees. It is the company’s policy
to fund pension costs accrued. At December 31, 1975, the
unfunded past service costs of the pension plan amounted
to approximately $30,000.The pension expense in 1976
amounted to $9,800 including amortization of past service
cost over a 30-year period. The profit-sharing expense in
1975 amounted to $26,500 and there was no pension
expense.

Note 4 —Related-Party Transactions: Peoples
National Bank of Washington—The company issues com-
mercial paper which is guaranteed by an irrevocable letter
of credit of Peoples National Bank of Washington.

Peoples National Bank provides loans and computer
services to the company.

A summary of amounts paid by the company to
Peoples National Bank are as follows:

December 31

Classified on the 1976

accompanying financial

statements as:
Interest— Peoples National

Bank(Note 2y /-0 & e $1,654,327
Other operating expenses . . . 2779

In our opinion, the accompanying balance sheets and related statements of income and retained earnings and of
changes in financial position present fairly the financial position of Peoples Leasing Company, Inc. at December 31, 1976
and 1975, the results of its operations and the changes in financial position for the years then ended, in conformity with
generally accepted accounting principles consistently applied. Our examinations of these statements were made in
accordance with generally accepted auditing standards and accordingly included such tests of the accounting records
and such other auditing procedures as we considered necessary in the circumstances.

January 10, 1977
Seattle, Washington

Price Waterhouse & Co.




Joshua Green, Jr,, Chairman of the Board Peoples Leasing Company, Inc.

- and Director 515 Union Street

Joshua Green |Il, President and Director Seattle, Washington 98101

Robert G. Perry, Secretary/Treasurer (206) 344-2370 '
and Director ; . =

E.C. Underhill, Executive Vice President Peoples Leasing Company, Inc.
and Director 500 N.E. Multnomah

J.G. Cairns, Jr., Senior Vice President Lloyd Building, Suite 900
and Director Portland, Oregon 97232

Elmer M. Anderson, Director . (503) 238-6500

- Donald Greenfield, Director

E.J.Curre, Vice President
and Acting Manager

-Cheryl D. Strickert, Assistant Vice President
Nancy M. Vasconi, Assistant Vice President
Linda A. Shurtleff, Assistant Vice President
Frank L. Anderson, Assistant Vice President
Judith L. Krause, Corporate Officer
William H. Bartell, Corporate Officer
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| Peoples National Bank

1414 Fourth Avenue, Seattle, Washington 98111
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