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For numerous years, consumer finance com-
panies and diversified financial services firms
basked in the long-running economic expan-
sion. Strong economic growth, low unem-
ployment rates, robust consumer spending
patterns, low inflation, and a generally favor-
able interest rate environment enabled these
companies to produce strong profit gains in
the 1990s. The group, for the most part,
continued to post relatively healthy financial
results in more recent periods, despite the
economic recession of 2001 and the weak re-
covery of 2002.

Standard & Poor’s estimates that real
growth in U.S. gross domestic product (GDP)
rose from 0.3% in 2001 to 2.5% in 2002.
Growth in personal consumption expendi-
tures rose to an estimated 3.1% in 2002,
from 2.5% in 2001. However, reflecting what
some have termed a jobless recovery (similar
to the economic recovery of the early 1990s),
the unemployment rate continued to rise. The
unemployment rate jumped from 4.0% in
2000 to 4.8% in 2001 and likely reached
5.8% in 2002. Unemployment may rise even
higher in 2003, to 6.2%, according to
Standard & Poor’s projections. On the posi-
tive side, with inflation at bay, interest rates
should remain relatively low in the near term.

To the surprise of many, overall demand
for credit remained fairly robust in 2002.
Credit quality also held up better than many
would have projected. Thus, even in the
weak economic environment, some, though
not all, of the leading consumer and diversi-
fied financial services firms were able to post
good results. Broadly speaking, the top-tier
firms were able to post healthy earnings
growth in the mid-single digits to double dig-
its, either meeting or exceeding Wall Street’s
profit expectations. However, deteriorating
credit quality hurt firms that focused on sub-
prime consumers and had poor underwriting
standards.

As discussed below, credit card use world-
wide continues to grow rapidly. In the United
States, one negative that continues to cloud
the industry outlook has been the rising
number of consumer bankruptcies, which
reached record levels throughout 2002.
Proposed bankruptcy reform legislation
should start to move forward, however, and
the industry may get some relief on this front
in 2003. Moreover, increased regulatory
scrutiny should encourage more disclosure
and better underwriting standards that will
hopefully dissuade many credit card issuers
from extending credit to higher-risk con-
sumers. In addition, the competitive environ-
ment could be affected by the outcome of the
two antitrust cases discussed below.

Some firms hit by weak credit quality

Over the past fifteen months, a number of
credit card companies surprised investors by
announcing that their financial results would
fall significantly below previous guidance or
expectations, primarily because of deteriorat-
ing loan quality. In October 2001, Providian
announced that its results would be hurt by
weak credit conditions, lower than expected
fee and finance charges in September 2001,
and higher than expected credit losses in
September 2001. Further, the company said
that it would have to increase its loss provi-
sions in order to strengthen its balance sheet.
The announcement sent Providian’s stock
down 34% in one day.

Later in October 2001, the long suffering
NextCard, Inc., a four-year-old issuer of
credit cards over the Internet, announced
that it had hired Goldman Sachs & Co. to
find it a buyer. The company’s losses had
mounted due to continuing credit problems.

Following that announcement, the group
was quiet for a while, and many investors
thought that all the bad news was essentially
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out. Then in April 2002, Metris Companies,
another issuer of credit cards to subprime
consumers, announced that its results would
fall below expectations.

Stocks decline on increased 
regulatory oversight

After the above-mentioned blow-ups, it was
only a matter of time before regulators got
more actively involved. After all, to fund their
loans, these credit card issuers rely on deposits
that are insured by the federal government.

In February 2002, regulators closed down
NextCard’s banking unit, after finding that
the institution was operating in an “unsafe
and unsound” manner. The bank had more
than $550 million in FDIC-insured certifi-
cates of deposit. The failure of NextCard sig-
naled that regulators were becoming more
aggressive in overseeing the credit card in-
dustry — a prospect that alarmed many in-
vestors.

In July 2002, Capital One Financial
Corp., one of the nation’s leading issuers of
credit cards, announced that it planned to
enter into a memorandum of understanding
with regulators to increase its loan loss re-
serves, slow its growth, and improve its over-
all management. This announcement, despite
the company’s robust earnings growth, good
credit trends, and implementation of many of
the provisions of the memorandum of under-
standing, sent the shares tumbling about
40% in one day. Many other credit card is-
suers got caught up in the storm, and
watched their share prices fall. Some later
went on to take charges in connection with
proposed federal guidelines; in the case of
MBNA, the amount was about $167 million.

New federal guidelines coming in 2003
During the summer of 2002, the Federal

Financial Institutions Examination Council
(FFIEC), a group consisting of the main U.S.
financial regulators, including the Federal
Reserve and the Office of the Comptroller of
the Currency, released a draft of its proposed
guidance for credit card issuers. The propos-
al was in response to concerns about dispari-
ties in the quality of account management
practices and inconsistencies in the applica-
tion of existing guidance, which could in-
crease institutions’ credit risk profiles to
imprudent levels. The FFIEC was also con-

cerned that inconsistent application of ac-
counting and regulatory guidance could af-
fect the transparency and comparability of
financial reporting for all institutions en-
gaged in credit card lending.

The FFIEC’s proposed guidance would
have affected credit line management, over-
the-limit practices, and workout and forbear-
ance periods. The proposal also offered
guidelines relating to accrued interest and
fees, loan loss allowances, allowances for
over-limit accounts and workout programs,
as well as recovery practices. Since July
2002, many investors have been apprehen-
sive about investing in credit card companies
because of the increased regulatory oversight,
which many saw as a threat to earnings
growth potential.

In January 2003, FFIEC issued finalized
guidelines, which contained many of the provi-
sions noted above. However, in one conces-
sion, the FFIEC decided not to proceed with a
proposal to collect data on subprime consumer
lending programs in the quarterly regulatory
reports filed by banks and savings associations
since there is no standard definitions of sub-
prime. The FFIEC also said that credit card is-
suers should stop pursuing delinquent credit
card debts after five years. Further, the FFIEC
did not prohibit overlimit fees, which many
had feared the agency would do. We view in-
creased scrutiny positively, as it should help to
reduce the likelihood of failures. In addition, a
more standardized approach should allow in-
vestors to differentiate among the various
credit card issuers.

The Justice Department vs.
Visa and MasterCard

In October 1998, the U.S. Department of
Justice (DOJ) filed an antitrust suit against
MasterCard and Visa. The trial began in
June 2000 and was originally expected to
take two months. Testimony in the case con-
cluded on August 22, 2000, and presiding
Judge Barbara S. Jones of the U.S. District
Court for the Southern District of New York
finally issued a ruling in October 2001. The
saga continues, however, as that decision is
under appeal.

Visa and MasterCard are mutually owned
joint venture associations of thousands of in-
dividual financial institutions. The associa-
tions operate under what is called “duality”;
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that is, member banks are allowed to issue
both Visa and MasterCard branded credit
cards. However, each member bank sets its
own fees and terms and issues its own cards.
The services that Visa and MasterCard pro-
vide include national advertising campaigns,
the approval of credit card transactions for
merchants, and the electronic notification of
card usage so banks can charge their cus-
tomers’ accounts. Visa and MasterCard also
develop terminals and technology that
process transactions.

At issue: duality and exclusivity
The government’s case centered around

two issues. The first is the duality issue. The
government alleged that the current duality
structure is anticompetitive and has inter-
fered with the introduction of innovative
products and services. Interestingly enough,
the system of duality was actually introduced
at the behest of the Department of Justice in
1975, when it feared Visa hegemony.

The evidence in support of the govern-
ment’s position is not clear-cut. For example,
credit card issuers in the United States have
been on the forefront of offering credit cards
to low-quality borrowers, and credit cards
with varying rates of interest. Rewards pro-
grams and affinity cards represent other ex-
amples of innovation on the part of issuers.
On the other hand, issuers have been slow to
develop “smart” cards and wireless products.

The second issue involves the exclusivity
rules practiced by Visa and MasterCard,
whereby they forbid banks from issuing rival
cards like American Express and Discover.
Visa’s by-laws explicitly prohibit U.S. mem-
ber banks from issuing American Express or
Discover cards. Violating this rule results in
the expulsion of the member from the Visa
organization. MasterCard policy imposes the
same penalty on a bank that issues American
Express Cards. Admittedly, banks can still
choose to offer other cards. Furthermore,
given that most credit cards are solicited
through the mail and Visa and MasterCard
do not have a lock on the U.S. postal system,
American Express and Discover do not have
their hands tied, to say the least.

The decision
In October 2001, the Court ruled that

Visa and MasterCard must end their practice
of barring member banks from distributing

rivals’ credit cards. This decision was largely
seen as a victory for American Express and
Discover Card. The Court also stated that
the governing structure of VISA and
MasterCard was not anticompetitive and
need not be dismantled.

In February 2002, Judge Barbara Jones
decided to stay her decision, pending review
by an appellate court. In May 2002, the de-
fendants asked the U.S. Court of Appeals for
the Second Circuit to reverse one section of
federal district court Judge Barbara Jones’
decision. That section requires MasterCard
and Visa to repeal their rules prohibiting
their member banks from issuing cards on
the proprietary networks of American
Express and Discover. MasterCard pointed
out that antitrust laws are designed to pro-
tect competition, not competitors.

MasterCard further noted that the court
recognized that American Express has the
ability to reach all potential customers, and
that consumers now have access to thou-
sands of card choices — including American
Express — with a broad array of features.
MasterCard also contended that the court
ignored the doctrine that recognizes that
joint ventures, such as MasterCard, often
need to employ loyalty mechanisms to pro-
tect the interests of the joint venture, since
joint ventures are inherently disadvantaged
because their members often have differing
business strategies. Loyalty provisions, said
MasterCard, are necessary to protect the co-
hesiveness and competitive strength of the
joint venture itself.

Wal-Mart challenges Visa 
and MasterCard

In 1996, Wal-Mart and other retailers
launched a class action antitrust lawsuit
against Visa and MasterCard. The retailers
claimed that Visa and MasterCard were
abusing their power by extending their cred-
it-card monopoly into the debit card busi-
ness. The companies’ rules require that
merchants accepting Visa and MasterCard
credit cards also take their debit cards. The
retailers claimed that Visa and MasterCard
charged merchants up to 25 times more per
transaction than competing debit cards.

In October 2001, a U.S. Appeals Court re-
jected an appeal to stop the antitrust lawsuit
against Visa and MasterCard from including
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four million retailers. It also rejected an ap-
peal from credit card companies to stop re-
tailers from receiving class certification. The
suit seeks $8 billion in damages, a figure that
would be tripled to about $24 billion under
federal antitrust law if retailers won. It is
hard to forecast the outcome, and an out-of-
court settlement might be reached. In June
2002, the U.S. Supreme Court decided not to
review the Second Circuit Court of Appeal’s
decision. The case is still proceeding.

Credit card use continues to rise

General-purpose credit and debit cards
displaying the brands of Visa, MasterCard,
American Express, JCB (JCB International
Credit Card Co. Ltd.), and Diners Club gen-
erated $3.2 trillion in total transaction vol-
ume worldwide in 2001, up more than 21%
from 1999, according to The Nilson Report,
a trade publication that covers the consumer
payment systems industry worldwide. The
number of cards outstanding also rose,
reaching 1.60 billion in 2001, up from 1.36
billion in 2000. The number of transactions
generated by these brands rose 16.2%, year
to year, to 45.19 billion in 2001. Although
data is not yet available, we believe that both
transaction volume and the number of credit
cards continued to rise in 2002. During the
first half of 2002, global purchase volume
jumped 11% to $1.3 trillion according to
The Nilson Report; MasterCard and Visa
had gains of 15% and 12%, respectively.

Visa maintained its leading market posi-
tion in 2001 based on purchase volume, with
a worldwide market share of 57.7% (versus
56.9% in 2000) according to The Nilson
Report. MasterCard’s market share in 2001

was 27.2% (compared with 26.3% in 2000),
followed by American Express at 12.3%
(13.6%), JCB at 1.4% (1.4%), and Diners
Club, 1.4% (1.8%).

Activity in the United States also rose. 
The five brands of general-purpose credit
cards in the United States are Visa, Master-
Card, American Express, Discover, and
Diners Club. According to The Nilson
Report, the number of cards outstanding in
the United States at year-end 2001 totaled
741.7 million, up from 677.7 million at the
end of 2000. Total purchase volume rose
8.2% to $1.4 trillion in 2001. The number
of purchase transactions totaled 19.86 billion
in 2001, compared with 17.67 billion in
2000. U.S. credit card usage are estimated to
have increased in 2002 from year-ago levels.

Consumer bankruptcy rates 
running high

Bankruptcy trends are crucial issues for all
consumer finance companies and many di-
versified financial services firms. U.S. bank-
ruptcy filings reached record levels through
2002, rising to 401,306 in the third quarter
of 2002, compared with 359,518 in the com-
parable year-earlier period. This was the
highest quarterly total ever. These results 
followed record high annual filings of 1.5
million in 2001. We believe that annual
bankruptcy filings rose in 2002 and will rise
again in 2003, driven by continued economic
weakness, an increase in unemployment,
high consumer debt levels, and expected
changes in the bankruptcy law.

In addition to economic growth and the
unemployment rate, many other factors con-
tribute to bankruptcies. These factors include

TOTAL CONSUMER INSTALLMENT CREDIT
(In billions of dollars, outstanding at end of month)

Source: Federal Reserve Board. 
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divorce rates, lack of medical insurance, the
relative ease with which individuals can de-
clare bankruptcy, the fairly forgiving bank-
ruptcy laws currently in place, sometimes lax
underwriting standards being practiced by
some financial services companies, and the
ease with which loans can be obtained.

Bankruptcy reform: the saga continues
The topic of bankruptcy reform has been

a contentious one in recent years, as financial
services companies have complained about
the large number of bankruptcies and their
cost to the industry. But financial services
companies are not the only ones that bear
the burden of the high bankruptcy rates in
this country. As these companies pass
through some of the costs of bad debt, con-
sumers pay higher interest rates than they
might otherwise. In essence, consumers who
pay their bills end up subsidizing those who
don’t. In addition, marginal borrowers may
end up being denied credit, because lenders
become more risk-averse in an environment
of high bankruptcies.

In many ways, a sensible reform of 
the bankruptcy laws would benefit both
lenders and borrowers alike, and recent
legislative maneuvers have demonstrated
the strong support for this issue. In October
2000, the House passed a bill called the
Bankruptcy Reform Act of 2000, with a
unanimous voice vote. The bill then cleared
the Senate by a comfortable margin in ear-
ly December. However, the Clinton admin-
istration had repeatedly said that the
president would veto the bill, even though
the bill passed with veto-proof majorities.
The bill died on December 19, 2000, the
deadline for enactment, because President
Clinton left it unsigned.

Bankruptcy reform legislation was resur-
rected in a bill introduced by Rep. George W.
Gekas (R., Pennsylvania) in January 2001. A
bankruptcy reform bill cleared the House of
Representatives on March 1, 2001, by a vote
of 306 to 108. A similar bill cleared the
Senate on March 15, 2001, by a vote of 83
to 15. The legislation remains in committee,
where differences between the two bills will
be resolved. More recently, in May 2002,
Congress nearly passed bankruptcy reform
legislation that would have been less debtor-
friendly. However, the vote was not sched-
uled because of controversy over unrelated

provisions attached to the bill. The bill was
defeated in Congress in November 2002
amid continued controversy over the unrelat-
ed provisions. We expect a compromise will
ultimately be reached, and some form of
bankruptcy reform legislation might even be
signed into law during the first part of 2003.

One of the primary issues that must be re-
solved is the so-called homestead exemption.
Some states allow wealthy debtors to avoid
creditors by purchasing expensive homes that
cannot be seized. This exemption received
extra attention in light of the Enron collapse.
In a compromise in mid-2002, Congress
agreed on a provision that would bar anyone
who has been convicted of certain types of
felony or of securities fraud from shielding
more than $125,000 in home equity in bank-
ruptcy. However, a separate provision
(known as the unlimited homestead provi-
sion) would allow bankrupt debtors in
Texas, Florida, and four other states to shield
their homes from creditors.

Both the Senate and House bills would es-
tablish a “means test” to determine if people
should be allowed to file for Chapter 7 of
the bankruptcy code, which discharges filers
from credit card and other unsecured debt.
The bills would force more debtors to file
under Chapter 13 of the bankruptcy code,
which would require them to repay some or
all of their debt.

The passage of a bankruptcy reform bill
would likely have a noticeable impact on the
industry’s charge-off rates. Need-based re-
form may significantly increase the number
of high-income filers who eventually would
have to repay their debts or part of their
debts. This would lead to lower industry
charge-offs. However, in the short term,
bankruptcies are likely to continue soaring as
debtors seek to file ahead of less debtor-
friendly laws.

Forecast: still cloudy

Although challenges remain, the earnings
outlook for the stronger companies in both
sectors looks bright, and we expect them to
post solid results for the fourth quarter of
2002 as well as full-year 2003. However, even
the stronger companies may have to contend
with the problems created by the weak econo-
my, such as poor credit trends. The weaker
players will likely continue to languish.
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Overall demand for credit should remain
strong, assuming that the interest rate envi-
ronment remains favorable. In 2001 and
2002, in the face of worsening economic
news, the Federal Reserve reduced the Fed
funds target rate by a total of 525 basis
points, from 6.5% at the start of 2001 to
1.25% in December 2002. Standard &
Poor’s currently does not expect that the Fed
will cut its Fed funds target further.
Moreover, we believe the Fed will probably
delay any tightening until later in 2003,
upon signs of sustainable economic growth.

In our view, the economy recovery is
likely to be uneven. After accelerating to
an estimated 3.1% in 2002 from 2.5% in
2001, growth in real personal consumption
expenditures may slow to 2.7% in 2003,
according to Standard & Poor’s forecasts.
We expect the unemployment rate to rise
steadily throughout 2003, for an average
rate of 6.2%, up from 4.8% in 2001 and
5.8% in 2002. We expect inflation (as mea-
sured by the consumer price index) to re-
main low in 2003, at a projected 2.3%,
compared with an estimated 1.6% in 2002
and 2.8% in 2001.

Against this economic backdrop, the earn-
ings growth of both consumer finance com-
panies and diversified financial services firms
will be driven by a variety of factors.
Overall, however, we expect the combination
of a favorable interest rate environment, low
inflation, and a strengthening economy to
benefit companies in this industry. Results
will vary, however, because of the diverse na-
ture of the group, and these companies’ vary-
ing responses to external variables. ■
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The financial services industry can be broad-
ly segmented into two groups of companies:
diversified financial services companies and
consumer finance companies.

The diversified financial services indus-
try comprises a range of consumer and
commercial oriented companies that offer 
a wide variety of products and services, 
including various lending products (such as
home equity loans and credit cards), insur-
ance, and securities and investment prod-
ucts. Within this broad description,
however, further distinctions can be made.
Companies that are classified as diversified
financial services companies tend to be ei-
ther large financial conglomerates or
unique companies that do not fit neatly
into another industry grouping. Examples
of large financial conglomerates include
Citigroup Inc. ($1,031.6 billion in assets at
September 30, 2002), Morgan Stanley
Dean Witter ($516.8 billion at August 31,
2002), and American Express ($145.3 bil-
lion as of September 30, 2002). Among im-
portant companies that are unique are
Fannie Mae ($837.7 billion) and Freddie
Mac ($682.0 billion). While they are gov-
ernment-sponsored enterprises, with a

mandate to buy mortgages, they are also
publicly held corporations.

Generally speaking, consumer finance
companies are more homogeneous. These
companies are often compared with banks,
and in many respects operate like banking
institutions. They record interest income
and fees from loan products, establish re-
serves for potential loan defaults, and gen-
erally compete with each other to market
interest-sensitive lending products. Among
the differences between the two sectors,
consumer finance companies are somewhat
less regulated than banks are, and they can
be more flexible in their product offerings.
Often they prefer to focus their lending ef-
forts on specific market niches rather than
trying to meet the borrowing needs of all
people. Banks may also have a specific
niche, but usually they offer a set of core
lending products to a wide range of cus-
tomers at similar terms and conditions.

It’s harder to quantify the size and scope
of the consumer finance industry than the
banking industry. Banks are more closely
regulated, and the Federal Deposit Insurance
Corp. (FDIC) maintains and distributes use-
ful aggregate industry data. Therefore, a
comparative analysis is easier with banks. In
contrast, consumer finance companies often
operate in disjointed niche markets.

INDUSTRY TRENDS

Both diversified financial services firms
and consumer finance companies are un-
dergoing a period of consolidation and
globalization. Consumer finance companies
have seen healthy growth in receivables
and in the credit card business, despite
generally weak economic conditions. A
continued high level of consumer bank-
ruptcy filings is cause for concern. How-
ever, consumer bankruptcy trends should
improve as the economy continues to re-
cover and job growth resumes.

TOP 10 GENERAL PURPOSE 
CREDIT CARD ISSUERS — 2001
(Ranked by outstanding debt as of Dec. 31)

DEBT MARKET
ISSUER (BIL. $) SHARE (%)

Citigroup 108.90 19.7 
MBNA 84.32 15.2 
FIrst USA (a unit of Bank One) 68.20 12.3 
American Express 64.91 11.7 
Discover 49.33 8.9 
Capital One 46.26 8.4 
J.P. Morgan Chase 40.90 7.4 
Providian 32.64 5.9 
Household International 31.21 5.6 
Bank of America 27.20 4.9 

Total, top 10 553.87 100.0 

Source: SNL Financial.
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Consolidation will continue

In recent years, the entire financial ser-
vices industry has undergone rapid consoli-
dation. The easing of regulatory barriers, the
search for profit sources, customers’ appar-
ent desire for the convenience of “one-stop
shopping,” and the industry’s inherent
economies of scale are some of the reasons
for this trend.

The easing of regulatory barriers began in
the late 1980s, when rules changes by the
Federal Reserve allowed banks to generate
up to 5%, and then 10%, of their revenues
from securities underwriting. The limit was
raised to 25% in 1996. This evolution was
essentially completed in November 1999,
with the passage of the Gramm-Leach-Bliley
Act. Broadly speaking, the new law elimi-
nates the barriers introduced by Glass-
Steagall in the 1930s by allowing the three
largest segments of the financial services in-
dustry — commercial banks, investment
banks, and insurance companies — to enter
into one another’s businesses.

Although we do not anticipate that the re-
form will cause an avalanche of mergers in
the near term (largely because loopholes in
previous laws already permitted much cross-

industry activity), we do expect it to result in
the creation of more large financial conglom-
erates as time passes. Although the ardor for
acquisitions has waned of late due to weak
market conditions, corporate scandals and
questions about the effectiveness of acquisi-
tions, in general, we believe that acquisitions
will be more focused and prudent with clear-
er benefits for the acquirer. Moreover, firms
such as Citigroup Inc., which have grown
through acquisitions, are increasingly focus-
ing on their more profitable businesses and
jettisoning others. During the summer of
2002, Citigroup spun off the majority of its
Travelers Insurance business to shareholders.

Among recent news, in November 2002
British-based HSBC Holdings Plc, one of the
largest banks in the world, agreed to acquire
Household International for $14.2 billion in
stock. In many ways, this deal has been viewed
as prudent. In 2000, Citigroup paid $31.1 bil-
lion (three times book value) for Associates
First Capital Corp. In contrast, HSBC is ac-
quiring one of the leading consumer finance
companies for about 1.6 times book. Some
have argued that Household might have been
valued at five times book in 2000.

One reason is that the nature of the finan-
cial services industry confers advantages on
larger companies. They can leverage their
distribution channels by offering a wide ar-
ray of financial products, thereby creating
certain cost efficiencies. They may find it eas-
ier and less expensive to access capital. Large
companies are also likely to have the re-
sources to take advantage of growth oppor-
tunities in international markets.

Of course, not all of these acquisitions
work out as expected. For instance, First
Union Corp. (now part of Wachovia Corp.)
purchased The Money Store in March
1998, which did not fare as well as expect-
ed. In 2000, First Union closed The Money
Store, due to credit and earnings problems
at the unit.

Globalization underway

As competition in domestic markets has
intensified, financial services companies of
all stripes have looked to build businesses
overseas. The expansion of diversified fi-
nancial services companies is widespread.
Many firms with securities arms have
moved into both Europe and Asia as the

TOP 20 CONSUMER LENDERS
(Ranked by receivables, in millions of dollars)

TOTAL
CONSUMER RECEIVABLES

2000 2001

1. Ford Motor Credit Co 146,100 166,700 
2. Citigroup Inc.* 87,700 108,900 
3. Household International Inc. 87,009 100,316 
4. MBNA Corp. 87,868 97,496 
5. USA Education Inc. 66,700 73,400 
6. First USA Inc. 67,000 68,200 
7. American Express* 60,781 64,906 
8. General Electric Capital Corp. 51,417 50,800 
9. Discover Bank 47,294 49,565 

10. Capital One Financial Corp 29,524 46,264 
11. Conseco Finance Corp. 43,509 41,625 
12. J.P. Morgan Chase & Co.* 36,200 40,900 
13. Providian Financial Corp. 26,913 32,654 
14. Bank of America* 24,300 27,200 
15. Toyota Motor Credit Corp. 23,319 22,460 
16. Student Loan Corp. 15,774 18,237 
17. FleetBoston Financial Corp.* 14,869 16,278 
18. Sears Roebuck Acceptance Corp. 16,879 16,014 
19. GreenPoint Credit Group 9,730 13,000 
20. USAA Federal Savings Bank 11,870 12,131 

*Credit card division.
Source: SNL Financial.
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capital markets of these continents contin-
ue to grow and as these continents develop
more equity-based cultures. Other services
offered abroad vary widely, as companies
have to grapple with different regulatory
standards and cultural preferences.

The international expansion of credit card
companies has been concentrated mainly in
the Canadian and U.K. markets, where cul-
tural attitudes toward credit are more in tune
with those of the United States. However, as
these markets too become mature, it is likely
that credit card issuers will look at expand-
ing in other markets. Indeed, HSBC’s strong
presence around the world and its under-
standing of various markets should allow
Household to use HSBC as a platform to ex-
pand its lending operations globally is one of
the strategic benefits of the planned merger.

Strong loan portfolio growth

Loan portfolios for many of the industry’s
strong players have grown by double-digit
amounts annually, on average, over the past
five years, according to company reports. At
Capital One Financial Corp., total managed
loans grew from $14.2 billion at 1997 year-
end to $56.9 billion at the end of September
2002, while Household International’s man-

aged receivables increased from $63.2 billion
to $106.6 billion. An extended variety of
products contributed to this growth. Lending
programs for products that were traditionally
the mainstay of commercial banks — or
thrifts, in particular — boosted financial ser-
vices companies’ growth in finance receivables.

Over the past decade, consumer finance
companies have progressed from lending for
household items such as furniture and large
appliances, to financing swimming pools and
cars and providing home equity loans. Lately
they’ve branched out even further and are
lending in diverse segments such as boats, mo-
tor homes, and personal aircraft financing.

Many lenders have begun to specialize in
a single niche area: for example, AmeriCredit
Corp. focuses on offering auto loans. This
practice can give lenders superior pricing
power, industry expertise, and preferred
lending status among retail dealers that are
in a position to recommend lenders to con-
sumers. These dealer relationships can have a
lasting impact on the demand for a compa-
ny’s lending products, and they can be bene-
ficial to lender and retailer alike.

Credit cards boost growth
Companies engaged in the credit card

lending business have enjoyed substantial
growth over the past decade, much of which
has come from increasing usage of general-
purchase credit cards rather than cash and
checks. Credit cards are no longer used just
for emergency purposes or for the occasional
spending spree.

Some of the growth attributable to 
specialized credit card lenders has come 
at the expense of banking institutions,
which once dominated the credit card in-
dustry. Reeling from commercial real estate
loan losses in the late 1980s, many large
banks lost focus or withdrew from the
credit card market. Instead, they concen-
trated on loan categories with more stable
loss rates, such as those found in the resi-
dential mortgage market.

Consumer finance companies have been
exceptionally active over the past few years
in soliciting credit card accounts, and compe-
tition remains intense today. These firms of-
ten entice consumers to open an account by
offering a low annual financing rate or by
waiving annual fees. Or they may offer low
introductory rates for up to a year to cus-

TOP 20 LENDERS, BY MANAGED RECEIVABLES
(In millions of dollars)

MANAGED RECEIVABLES
2000 2001

1. Washington Mutual Inc. 159,431 496,700 
2. Wells Fargo Home Mortgage Inc. 452,570 487,823 
3. Chase Manhattan Mortgage Corp. 361,640 429,840 
4. General Motors Acceptance Corp 339,887 408,868 
5. Countrywide Credit Industries Inc. 250,192 336,627 
6. Bank of America Consumer Lending 366,200 320,854 
7. Ford Motor Credit Co. 191,800 211,100 
8. General Electric Capital Corp. 168,614 203,358 
9. HomeSide International Inc. 173,310 187,367 

10. ABN AMRO Mortgage Group 109,326 146,479 
11. First Nationwide Mortgage Corp. 111,992 112,263 
12. Citigroup Inc. (credit card) 87,700 108,900 
13. CitiMortgage Inc. 98,095 105,980 
14. Household International Inc. 87,607 100,823 
15. Cendant Mortgage Services 81,194 98,787 
16. MBNA Corp. 88,791 97,496 
17. National City Mortgage Inc. 63,300 88,917 
18. Principal Residential Mortgage Inc. 55,987 80,531 
19. USA Education Inc. 72,500 79,400 
20. American Express Co. 72,800 75,800 

Source: SNL Financial.
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tomers who transfer balances from other
credit card companies.

Credit card issuers have begun to tailor
their offerings to individual tastes and spend-
ing habits as a means of drawing in new ac-
counts. This can be seen in the onslaught of
prestigious gold and platinum cards, which
allow higher spending limits.

Cobranding, sponsorships gain favor
Some credit card issuers have found a

unique marketing niche in cobranding their
products with major retailers. In a cobrand-
ing arrangement between a credit card com-
pany and retailer, the retailer’s name and
logo appear on the credit card. In such
arrangements, credit card companies enjoy
additional account and balance growth and
the opportunity to market other products to
a new set of customers. Retailers find these
arrangements advantageous because they can
expand their sales by encouraging credit use,
while the card issuer handles the payment
collection aspects.

Retail establishments’ increased accep-
tance of credit cards and customers’ greater
willingness to use them are among the major
forces driving credit card volume growth.
Whereas customers once reserved their credit
cards mainly for costly purchases such as
furniture or major appliances, they now
charge anything from groceries, gasoline, and
clothing to movie tickets and other inexpen-
sive items. Indeed, some companies such as
American Express, reward consumers with
special incentives (i.e., double points) in or-
der to encourage “everyday” use.

Issuers have also developed sponsor rela-
tionships with colleges, universities, and pro-
fessional organizations. The lender provides
the funds, typically embossing the logo or in-
signia of the endorsing organization on the
card, while the organization provides the
customer list. Card members are thus en-
couraged to use the card to show support for
the endorsing organization, which may re-
ceive a small percentage of the sales proceeds
charged with the card.

Reward programs increase credit card use
Many card issuers now offer reward pro-

grams, through which purchasers accumu-
late points that they can redeem for various
goods, such as travel benefits or free travel
on major airlines. Issuers devised these pro-
grams to encourage loyalty among cus-
tomers and to boost credit card usage for
items that might otherwise have been paid
for by cash or check.

Programs such as these are increasingly
important, as saturation of the credit card
market continues to rise. The ability to cre-
ate a distinct product with unique benefits is
paramount. Credit card issuers have to dif-
ferentiate themselves from competitors. This
is particularly the case when consumers have
more than a few cards at their disposal.

Efficiency, safety boost transaction volume
Improved technology has facilitated much

of the growth in transaction volume by facil-
itating faster, cheaper transactions. In fact,
some retailers prefer credit card transactions
to other forms of payment. Credit transac-
tions provide electronic records of all pur-
chases. Compared with cash transactions,
they are also generally less susceptible to
miscalculations or other human errors.

Time-strapped consumers can now skip
going to the bank for cash by using credit
cards to withdraw cash from bank teller ma-
chines. Financially astute consumers have
discovered that paying for purchases after
the credit card bill arrives — typically weeks
after purchases were made — lets them keep
cash in the bank longer, earning more inter-
est for themselves.

Many purchases — such as those made
through catalog phone orders — are difficult
to make without credit cards. Electronic
commerce, whereby consumers shop from
home using personal computers or televi-

TOP ISSUERS OF STORE CREDIT CARDS — 2001

IN-HOUSE PROGRAMS
Sears 22.34 52.1 
Target 2.75 6.4 
Federated 2.48 5.8 
Spiegel 2.28 5.3 
May 2.08 4.9 
Others 10.96 25.5 
PRIVATE-LABEL PROGRAMS
GE Card Services 24.30 49.9 
Household 11.49 23.6 
Citigroup 6.04 12.4 
Conseco 2.69 5.5 
Alliance Data 2.48 5.1 
Others 1.71 3.5 

Source: The Nilson Report.
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sions, has been exploding in recent years,
further multiplying transaction volume.

The relative safety of using credit cards
compared with cash and checks has also
boosted industry volume growth over the
past several years. Although credit cards
aren’t immune to theft or fraud, issuers gen-
erally limit consumers’ liability for unautho-
rized use of credit cards. Finally, the ability
to travel without having to carry enough
cash for all transactions makes credit cards
particularly useful for vacation and business
travelers; for the latter group, credit cards
also aid in record keeping.

Credit quality: a growing concern

In past years, consumer finance companies
became accustomed to a generally favorable
economic backdrop of stable inflation,
healthy job creation, and consumer willing-
ness to spend. Even during the recent period
of economic malaise, low interest rates and
fairly healthy consumer spending supported
credit demand. This environment has led to
significant growth in lending portfolios.

At the same time, increased credit costs
have begun to hamper overall profitability.
In particular, rising bankruptcies have
plagued the industry, causing higher charge-
offs and greater loss provisioning. Although
bankruptcies remain at record levels, they are
poised to eventually decline. According to
the American Bankruptcy Institute, U.S.
bankruptcy filings soared from about
331,000 in 1980 to about 783,000 in 1990,
and to about 1.5 million in 2001. The annu-
al total ballooned to 1.179 million in 1996,
then rose to 1.404 million in 1997 and 1.443
million in 1998. Filings moderated somewhat
over the following two years, to 1.319 mil-
lion in 1999 and 1.253 million in 2000, be-
fore increasing to record levels in 2001. We
estimate that bankruptcy filings reached an-
other new high in 2002. In the third quarter
of 2002, bankruptcy filings of 401,306 were
the highest quarterly total ever.

Higher consumer bankruptcy filings have
accounted for the overwhelming majority of
the increase. While the number of business
filings dropped 8.2% between 1980 and
2001, consumer filings rose by more than
400%. In a sense, financial services compa-
nies are paying a price for rampant growth.
However, this price has recently been out-

weighed by higher net interest margins as
well as higher noninterest income.

Behind the bankruptcy trend
Industry observers have attributed the

alarming rise in bankruptcies to a number of
factors. Some point to the ease with which
consumers can now file for bankruptcy.
Others pin the blame on financial services
companies themselves, saying that lax under-
writing standards have let consumers out-
spend their financial resources. Credit card
companies, in particular, have been chided by
industry critics for making too much credit
available to customers with marginal credit
histories. The weak economy, which has
been accompanied by rising unemployment,
has also been a factor. Further, efforts to
change the bankruptcy laws so that they are
less consumer-friendly have led some con-
sumers to file before the laws are changed.

From the consumer’s viewpoint, any num-
ber of economic and societal factors could be
to blame. Economic factors that could push
people to file for bankruptcy include job
losses resulting from industry consolidation
or work force reductions, and a widespread
lack of health and automobile insurance,
which sometimes allows a serious problem
to wipe out an individual’s financial re-
sources. Bankruptcy filings may also be fu-
eled by higher divorce rates; a greater
percentage of the population in the 25-to-
44 age bracket, for whom bankruptcy al-
legedly carries less of a stigma than for
older generations; a lack of financial disci-
pline among many consumers; and in-
creased advertising by bankruptcy lawyers.

Any number of factors could affect this
trend. Even modestly higher interest rates —
which would make loan payments less af-
fordable on everything from mortgages to
car loans to credit card balances — could
dampen lending growth and result in a sub-
stantial increase in loan defaults. Conversely,
the Fed’s recent easing program should take
some pressure off borrowers by lowering in-
terest rates, especially as it promotes eco-
nomic growth and fosters job growth.

Disturbing charge-off patterns
Customers of financial services compa-

nies generally go from being current to
delinquent in a smooth pattern, moving
from being zero to 30 days late, then 30 to
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90 days late, and then to more than 90
days noncurrent. With bankruptcies, how-
ever, accounts often immediately move
from being current to being charged off,
giving the lender no advance warning.

This upsets the otherwise smooth pattern
of delinquencies and causes loan charge-offs
to be less predictable. Collection efforts are
also hampered, as a bankruptcy court is re-
sponsible for settling a bankrupt individual’s
debt obligations. This prevents a lender from
initiating repossession efforts.

Financial companies fight back
Whatever the causes, the continued high

rate of bankruptcy remains troublesome for
financial services companies. While the over-
all level of charge-offs attributed to bank-
ruptcies remains low as a percentage of the
total loan portfolio, it has created erratic
charge-off levels and greater uncertainty
about loss provisioning.

Recently, however, lenders have become
more vigilant about keeping delinquencies at
manageable levels. They’ve done this by lim-
iting receivables growth, or by boosting loss
reserves in anticipation of weaker overall
credit quality. In numerous cases, some
lenders began to act at the first signs of dete-
riorating credit quality in early 2001 by
tightening underwriting standards. In some
cases, stepped-up collection efforts have ar-
rested the gradual decline in credit quality.
But in many cases, delinquent loan balances
are valued at less than $5,000 each. The un-
secured nature of the loans may make collec-
tions difficult and more of a nuisance than
writing them off.

Clearly, financial services companies have
been wise to concentrate collection efforts
on large-dollar receivables. They’ve been
seeking to attract and retain creditworthy
customers, and keeping interest rates on
lending products high enough to compensate
for default risk. Their success in limiting 
further credit losses may depend largely on
future economic conditions and consumers’
ability to repay debt. Nonetheless, financial
services companies are at least recognizing
potential pitfalls and taking appropriate
steps. In addition, as discussed in the “Current
Environment” section of this Industry Survey,
federal regulators are taking steps to protect
overall credit quality by implementing
tighter controls and standards.

Securitization: jumping into the pool

Since about 1994, securitization of fi-
nance receivables has become increasingly
popular as a financing mechanism. In a secu-
ritization transaction, a lender typically pools
various finance receivables, structures them
as asset-backed securities, and sells them in
the public securities market.

The securitization and sale of certain
loans, and the use of loans as collateral in
asset-backed financing arrangements, are
important sources of liquidity for financial
services firms. Together with credit syndica-
tions and loan sales, securitizations help
these companies manage exposures to a sin-
gle borrower, industry, product type, or
other concentration.

Most large financial services companies
remain active participants in the asset-
backed securities market. Securitizations
leave net income substantially unchanged
because they convert interest income, credit
losses, and other expenses into loan servic-
ing fees, while reducing a company’s
on–balance-sheet assets.

As loan receivables are securitized, 
the company’s on–balance-sheet funding
needs are reduced by the value of loans 
securitized. The company often continues
to service the accounts, for which it re-
ceives a fee. Funds received from securiti-
zations sold in the public market are
typically invested in money-market instru-
ments and investment securities, which are
available whenever the company needs to
fund loan growth.

During the revolving period of the secu-
ritization — which generally ranges from
24 to 108 months — no principal payments
are made to the security holders. Payments
received on the accounts are used to pay in-
terest to the holders and to purchase new
loan receivables generated by the accounts
so that the principal dollar amount remains
unchanged. Once the revolving period ends,
principal payments are allocated for distrib-
ution to holders.

This trend toward securitization has 
let financial services companies better 
manage their funding needs. It also reduces
their interest rate sensitivity somewhat, 
as securitized loans are off the balance
sheet and don’t affect net interest margin
calculations.
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HOW THE INDUSTRY OPERATES

This survey addresses two somewhat re-
lated, but essentially different groups of com-
panies: diversified financial services firms
and consumer finance companies.

◆ Diversified financial services. This indus-
try is made up of a hodgepodge of companies
that operate in a number of disparate busi-
nesses. Some of these companies specialize in
just one financial-related business and do not
fit into the traditional mold of a commercial
bank, investment bank, insurance company,
savings & loan, or investment management
firm. Because they are difficult to classify and
may have few or no true peers, they are in-
cluded in this industry group.

Another set of companies that falls into
the “diversified financial services” industry
are those that comprise so many different
businesses that they do not neatly fit any-
where else. Some of these companies, which
are essentially combinations of insurance, se-
curities, and lending businesses, were created
during the wave of consolidation that has
taken place in the financial industry over the
past decade. For greater insight into the vari-
ous businesses included in these financial
conglomerates, see the Standard & Poor’s
Industry Surveys on Banking, Insurance: Life
& Health, Insurance: Property-Casualty, and
Investment Services.

◆ Consumer finance companies. These
firms are predominantly engaged in the busi-
ness of lending money to individual con-
sumers. Most of the loans they make are
small to midsize ($1,000 to $75,000).
Primary products include home equity loans,

auto, boat, or motor homes loans; unsecured
personal loans; and credit card loans. Some
of these firms also offer limited consumer
banking activities, including checking, sav-
ings, and money market accounts, as well as
related financial products such as credit, life,
disability, and specialty insurance products.

This section begins with a discussion of
the attributes both industries have in com-
mon and follows up with an examination of
consumer finance companies.

Profits influenced by interest rates

Interest rates affect the profitability of
both diversified financial services companies
and consumer finance companies by influ-
encing the demand for credit, the cost of
funds, and the amount of charge-offs.

In a falling interest rate environment, the
cost of borrowing is reduced, so demand for
the industry’s products rises. As interest
rates fall, the cost of the funds that compa-
nies use to make loans also falls and lending
spreads tend to widen. Finally, in general,
low interest rates fuel economic growth.
Economic growth leads to job growth, and
lower unemployment rates often tend to re-
sult in higher credit quality. When interest
rates rise, the opposite occurs. The cost of
borrowing rises, so consumers may forgo
purchases; the cost of funding loans also ris-
es, putting pressure on spreads; and job
growth slows, which may ultimately lead to
credit quality problems.

Diversified financial services companies
with lending operations are similarly influ-
enced by changes in interest rates. Those
with securities businesses are also affected,
perhaps in a more pronounced way, as secu-
rities revenues can be highly volatile. Higher
interest rates can result in reduced securities
underwriting activity and can generate
marked-to-market losses in fixed income
trading portfolios. In a falling rate environ-
ment, the opposite occurs.

Large players dominate

The nature of the financial services in-
dustry tends to favor large companies.
Larger companies, which typically offer a
number of different products, are able to
leverage their distribution systems to get the
most products to the most people in the

CONSUMER CREDIT AT FINANCE COMPANIES
(In billions of dollars, outstanding at end of month)

Source: Federal Reserve Board. 
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most efficient manner. It is also easier for
larger companies to leverage their advertis-
ing and generate name recognition.

Access to low-cost financing can be a key
advantage in the financial services businesses,
and larger firms may be able to get the fi-
nancing required to fund their operations at
a lower cost than their smaller brethren. We
expect ongoing merger activity to further the
trend toward larger, more diversified finan-
cial services companies.

Competition may intensify
The competition among financial services

companies is intense. This generally reflects
the commodity-like nature of most financial
services products. Even companies that are
unique face competition from companies
that offer acceptable, if not exact, substi-
tutes. In addition, financial products can’t
be copyrighted or patented, so companies
that introduce new products that become
successful soon find competitors entering
the market.

The November 1999 passage of the
Gramm-Leach-Bliley Act is likely to increase
the competition among financial services
firms. Essentially, the Gramm-Leach-Bliley
Act eliminates the barriers introduced by
Glass-Steagall and allows investment banks,
insurance companies, and commercial banks
to enter each other’s businesses. We expect
merger activity to raise the number of large
financial conglomerates, like Citigroup, as
companies realize how important size has be-
come in the financial services industry and
look to build scale. For example, even while
Citigroup has disposed of noncritical assets,
it has continued to make acquisitions in or-
der to bulk up important business areas.

The planned merger of HSBC and
Household International is another example.
Other large financial companies may choose
not to buy new businesses, but may instead
build them from scratch. Either way, we feel
the trend toward large financial services con-
glomerates is here to stay.

This may be bad news for consumer fi-
nance companies that tend to concentrate
on one product or segment of the market
and may not have the wherewithal to com-
pete with these emerging financial giants.
On the flip side, because they tend to have
a narrow focus, consumer finance compa-
nies can watch industry trends more closely

and hone in on the more profitable or
faster growing segments. And because their
operations may be geared toward a few
types of lending, specialized lenders are
sometimes more efficient than larger com-
petitors as a result of lower overhead costs
and a closer knowledge of the risks in-
volved. Ultimately, this may let them offer
better pricing on products and services.

Leveraged balance sheets

Most financial services firms have one
thing in common: highly leveraged balance
sheets. This reflects the fact that their day-
to-day business activities are largely fi-
nanced with borrowed money. The degree
of leverage within actual businesses varies
and is often determined by the companies’
business (securities related businesses, for
example, are very highly leveraged) and
regulatory statutes.

The equity-to-assets ratio is one measure
used to determine indebtedness. For exam-
ple, Morgan Stanley Dean Witter had share-
holders’ equity of $21.4 billion at August
31, 2002, and total assets of $516.8 billion,
for an equity-to-assets ratio of 4.1%. Fannie
Mae, meanwhile, had shareholders’ equity
of $14.9 billion at September 30, 2002, and
total assets of $837.7 billion, for an equity-
to-assets ratio of 1.8%. Consumer finance
companies tend to be less leveraged. For
example, American Express and MBNA
Corp.’s equity-to-assets ratio at September
30, 2002, were 9.6% and 16.8%, respec-
tively, while struggling Providian Corp.’s
was 12.4%.

Tight regulation

The entire financial services industry is
highly regulated. Given that the industry cen-
ters on money (lending, investing, borrowing
or some combination thereof), this is not sur-
prising. In general, much of the regulation
entails various consumer protection and cap-
ital adequacy measures. Obviously, consumer
protection measures are designed to guard
consumers from predatory lending practices,
fraud, and the like. Capital adequacy mea-
sures are designed to ensure the viability of
the financial services industry under different
types of economic scenarios. This is vital; al-
most nothing can bring an economy to its
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knees faster than a collapse of its financial
system. Nevertheless, diversified financial
services firms and consumer finance compa-
nies are subject to somewhat different regula-
tory burdens.

Financial services companies deal 
with numerous regulations

Given their diverse nature, companies 
in this segment are subject to a wide range
of regulations at the hands of a number of
different regulatory agencies. For example,
Fannie Mae and Freddie Mac are regulated
by the U.S. Department of Housing and
Urban Development (HUD). Morgan
Stanley Dean Witter, on the other hand, is
regulated by the Securities and Exchange
Commission. Some of its subsidiaries are
FDIC insured and therefore subject to the
regulatory capital requirements adopted by
the FDIC. Specific regulatory information
can be found in a company’s annual re-
ports and 10Ks.

Consumer finance regulation
Consumer finance companies are regulated

by a number of consumer protection laws.
Among the most important are the Truth-in-
Lending Act of 1968, Fair Credit Reporting
Act of 1970, Equal Credit Opportunity Act
of 1974, Electronic Funds Transfer Act of
1978, Truth-in-Savings Act of 1991, and the
Telemarketing and Consumer Fraud and
Abuse Prevention Act of 1994. In general,
these require companies to make certain dis-
closures when a consumer loan is advertised,
when an account is opened, and when month-
ly billing statements are sent. They also limit
the liability of credit card holders for unau-
thorized use and prohibit discriminatory prac-
tices in extending credit.

Because many consumer finance compa-
nies operate as bank holding companies,
they are also subject to regulation by vari-
ous federal bank regulatory agencies. These
regulations center on maintaining certain
capital requirements. In January 2003, the
Federal Financial Institutions Examination
Council (FFIEC), a group consisting of the
main U.S. financial regulators, including
the Federal Reserve and the Office of the
Comptroller of the Currency, finalized
guidelines for credit card lenders. (See the
“Current Environment” section of this re-
port for more details.)

Consumer finance companies’ 
lending policies

Before a loan is made, consumer finance
companies thoroughly investigate the credit-
worthiness of the potential customer. The
credit extension process tends to be highly
automated. Many firms have proprietary
credit scoring models used to determine the
creditworthiness of applicants.

Companies often work in conjunction
with independent credit rating agencies, such
as Experian (formerly TRW) or Equifax,
which issue reports of borrowers’ credit his-
tories and paying habits. Coupled with other
data (such as employment history, income
level, value of designated collateral, and cur-
rent debt servicing requirements) financial
services companies use this information to
attempt to gauge an individual borrower’s
ability and willingness to repay a loan. Firms
often employ credit analysts who are able to
override decisions made by a company’s
scoring system after receiving further infor-
mation from applicants.

Lending rates
When it comes to setting lending rates,

consumer finance companies can afford to be
flexible. While funding costs range from 3%
to 8%, the rates charged start at about 9%
and can go as high as 20% or more. Short-
term promotional rates can run as low as 0%.

Lending rates offered by consumer finance
companies are usually competitive with those
offered by banks, as the two often vie for the
same customers. However, because some
consumer finance companies specialize in
one or a few lending segments, they may be
more familiar with the associated risks and
thus able to offer more attractive lending
rates than banks.

Rates reflect risk
The interest rate charged on a loan is de-

termined by factors that affect the loan’s risk-
iness: the loan’s duration, whether its rate is
fixed or variable, whether the loan is secured
or unsecured, the life of the item being fi-
nanced, and the borrower’s creditworthiness.

◆ Loan duration. Other things being
equal, loans made on a short-term basis car-
ry lower interest rates because lenders can
more reliably gauge economic conditions and
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their impact on interest rates over a briefer
time span. Long-term loans typically carry
higher interest rates to cover the greater po-
tential risks associated with the uncertainty
of distant future economic events.

◆ Fixed- or variable-rate. The interest
rate on a loan can be either fixed or vari-
able. For a fixed-rate loan, the interest rate
remains unchanged throughout a loan’s life.
For a variable-rate loan, in contrast, the in-
terest rate is adjusted over time as the
lender’s costs fluctuate.

For lenders, fixed-rate loans are riskier and
thus carry higher interest rates at the date of
issue, because lenders cannot raise rates when
their funding costs rise. Loans made at vari-
able interest rates carry lower interest charges
initially because the lender can respond quick-
ly to changing costs in the future.

◆ Secured or unsecured. Whether a loan
is secured or unsecured is another paramount
factor in determining its risk. Secured loans
typically hold a home or other tangible asset
as collateral; a lien is placed on the property
until the loan is repaid. Unsecured lending
offers no such protection to the lender, and
thus carries higher associated risk. From the
lender’s point of view, the difference between
the two is the likelihood that the loan obliga-
tion will be satisfied through alternative
means if the loan is not repaid.

When a borrower defaults on a secured
loan, the lender repossesses the asset, which
may be sold to pay the loan obligation.
Because of this collateral, secured loans are
perceived as less risky and therefore carry
lower associated interest rates.

The greater risk inherent in unsecured
loans means that borrowers pay higher inter-
est rates. Using a credit card to make pur-
chases or cash withdrawals — two common
forms of unsecured loans — incurs some of
the highest interest rates of all lending.
Although temporary teaser rates can be as
low as 0%, interest rates on credit card loans
can be as high as 20% or more.

◆ The life of the item being financed.
In the case of a secured loan, the financed
item’s durability is another factor deter-
mining interest rates and loan terms. In
general, the longer the projected life of the
item, the further one can extend payments

and the lower the associated interest rate
will be.

Items that are expected to have long life
spans — such as homes, large appliances, or
other durable goods — may qualify the bor-
rower for lower interest rates, as the item
probably won’t need to be replaced within
the duration of the loan. Conversely, lenders
are not likely to make a 10-year loan on an
item expected to last five years. Automobile
loans, for example, typically extend no more
than five or six years for new models and
three or four years for used vehicles.

◆ Customer credit rating. The borrower’s
creditworthiness — based on his or her fi-
nancial profile and past record of making
timely loan payments — will also affect the
interest rate at which a lender is willing to
loan money.

A good credit history is attractive to fi-
nancial services companies, which may offer
such borrowers reduced interest rates.
Borrowers’ income and debt levels also affect
the interest rates they are charged. An indi-
vidual whose debt levels are high as a per-
centage of income might have trouble
repaying a loan.

Enviable lending spreads
Despite high loss trends compared with

banks, consumer finance companies tend to
have substantial profit margins because of
the wide spreads they enjoy on their lend-
ing business. Lending spreads typically
range from 6% to more than 12% — envi-
able, indeed. In essence, consumer finance
companies either borrow funds from depos-
itors or raise funds in capital markets (us-
ing commercial paper, medium-term notes,
and long-term debt) at rates ranging from
3% to 8%. They then lend these funds at
rates of 9% to 20% or more. In contrast,
commercial banks’ interest margins usually
range from 3% to 5%. This reflects banks’
wider mix of business and greater propor-
tion of lower-risk commercial and secured
residential lending, which produces much
lower margins.

Although consumer finance companies
generally enjoy wide latitude in pricing
their products and services, there are lim-
its. Some states, for example, have usury
ceilings (a maximum allowable interest rate
that financial institutions can charge). In
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most cases, however, this rate is higher
than 20%. In cases where allowed rates do
not adequately compensate for the risks in-
volved, financial services companies can
elect not to participate — declining credit
to individuals or not actively soliciting
their business.

The risks of extending credit

The practice of lending money sometimes
results in extra costs to lenders, as when a
customer stops repaying a loan. Naturally,
lenders try to limit these types of losses.
When the worst happens, however, these
companies take other steps.

Limiting losses
As with any other cost of doing business,

consumer finance companies attempt to min-
imize their loan losses. Individual companies
may set limits on what they perceive as ac-
ceptable levels of losses, depending on the
type and duration of loans they make and
the interest rates they charge.

In general, financial services companies
that offer financing for a broad range of
different products will experience delin-
quency rates of 3% to 4%. In the home-
equity lending segment, however, alarm
bells may ring if loss rates exceed 1%. In
contrast, companies that specialize in the
credit card lending segment may be content
with delinquency rates in the 5% to 6%
range, as interest rates and fees earned
from the rest of the loan portfolio in the
aggregate will more than compensate for
these higher loss rates.

Loan-loss provisions
Consumer finance companies, like banks,

must set aside funds in case customers
don’t repay their loans; these funds are
called reserves for loan losses. The provi-
sion made by a firm appears on its income
statement, where it represents a charge tak-
en against earnings to cover potential loan
defaults. The sum is based on manage-
ment’s assessment of current and expected
lending conditions. The provision is added
to the reserve for loan losses, which ap-
pears on the balance sheet as a contra-ac-
count to loans.

Unpaid loans are generally grouped ac-
cording to the time that has elapsed since

payment was to have been received: zero to
30 days; 30 to 90 days; or more than 90
days. After 30 days, loans are first catego-
rized as delinquent; after 90 days, they’re
deemed uncollectible and are charged off.
Charged-off loans are removed from the bal-
ance sheet and subtracted from the reserve
for loan losses.

Default: the black hole of 
the lending universe

Default occurs when the borrower has
stopped servicing a debt obligation for a cer-
tain number of months. The point at which
default occurs is generally determined by
credit managers once they’ve exhausted all
methods of collecting on the obligation.

Delinquencies and charge-offs are generally
higher during periods of adverse or recession-
ary economic conditions. These conditions
may include rising unemployment, declining
home values, and inflationary pressures, all of
which can affect a borrower’s ability to repay
loans. At such times, financial services compa-
nies may limit the number and amount of
loans they’re willing to make. They do this by
placing stricter standards on credit availability
or charging higher interest rates to compen-
sate for greater perceived risk.

Types of bankruptcy
Bankruptcies generally cause lenders im-

mediately to charge off a customer’s loan,
since repayment is considered unlikely. Types
of bankruptcy are described below. Chapter 7
is the most widely used by individuals, fol-
lowed by 13 and then 11.

◆ Chapter 7. This bankruptcy filing is es-
sentially a liquidation. It lets debtors retain
certain exempt property, while a trustee liq-
uidates their remaining assets. The proceeds
are distributed according to priorities set by
the bankruptcy court.

◆ Chapter 11. This filing, known as a re-
organization, lets individuals reorganize their
financial obligations, such as state or federal
taxes, over an extended period of time.

◆ Chapter 13. This filing, generally re-
ferred to as the wage-earner chapter, is de-
signed for individuals with regular income
who wish to repay their debts but are cur-
rently unable to do so. Under the supervision
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of the bankruptcy court, such individuals
carry out a repayment plan in which their
obligations to creditors are paid over an ex-
tended period.

Funding sources and margins
The mix of yields earned on assets and the

rates paid for funding are of utmost impor-
tance to financial services firms. Like all firms,
financial services companies try to maximize
the profit derived from each sale — in this
case, from each loan. They must try to obtain
the best available interest rates for funding,
while also lending at the highest possible in-
terest rates and staying competitive.

To be successful, a financial services com-
pany must have access to funds at competitive
interest rates, terms, and conditions. To ob-
tain such funds, most firms turn to the global
capital markets, making use of commercial
paper, medium-term notes, long-term debt, or
issuances of equity such as common or pre-
ferred stock. To a lesser extent, they may also
offer customers limited deposit services.

Marketing and distribution
Because competition among lenders is

usually intense, the costs of soliciting new
business and retaining existing customers
can be substantial. Response rates tend to
be low, and competitors often try to lure
customers away.

A company’s marketing and advertising
efforts are often geared toward the specific
market segments in which it has expertise or
where it provides the most comprehensive se-
lection of products and services at the most
competitive prices. In this manner, a firm can
maximize available resources in hopes of at-
tracting the greatest number of customers.

The main distribution channels used by
consumer finance companies are direct mail,
telemarketing, branch networks, event mar-
keting, and retail outlets.

◆ Direct mail. Direct mail involves the
prescreening of credit rating databases for in-
dividuals with favorable credit criteria; they
are mailed offers of lending products such as
home equity loans or credit cards. These
mass mailings are fairly inexpensive, but they
also have a low success rate.

◆ Telemarketing. Telemarketing tech-
niques often use the same financial criteria

in locating potential lenders, but the
process involves a representative calling the
prospect directly to offer the financial prod-
ucts. Telemarketing campaigns tend to be
more expensive than direct mail campaigns.
They are also more successful, and often
can be used as an opportunity to reach ex-
isting customers to cross-sell ancillary prod-
ucts like insurance.

◆ Branch networks. Branch networks
usually cover a geographic region, like the
Southeast or the Midwest, with offices locat-
ed in high-traffic areas. This enables firms to
leverage marketing and production efforts.
At branch offices, walk-in customers may
meet with financial representatives to find
out about lending products or other offer-
ings. Obviously, this brick and mortar ap-
proach to business is costly, but also highly
effective. Customers entering branch offices
are already looking to borrow money, and
the face-to-face contact makes it easier for fi-
nancial representatives to close the deal.

◆ Event marketing. Event marketing typi-
cally involves setting up booths at sporting
events or other well-attended activities at
which product offerings are made. This type
of marketing has a fairly high success rate,
reflecting the combination of face-to-face
contact with customers and the use of pro-
motional tie-ins, such as tee shirts and hats,
which encourage people to apply for credit.

◆ Retail outlets. Retail outlets often let fi-
nancial services companies provide brochures
or applications to customers, who may seek
financial assistance in purchasing the items
they want. This practice is common among
electronics and appliance retailers, which sell
high-cost consumer durable goods. This
method is also helpful to the retailer, since
sales of high-priced items could be limited if
financing weren’t available.

KEY INDUSTRY RATIOS
AND STATISTICS

The following measures can be used to
gauge the health of companies in the con-
sumer finance and diversified financial ser-
vices industries. For diversified financial
services companies with securities, insur-
ance, or commercial banking operations,
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Standard & Poor’s publishes surveys deal-
ing with the specific ratios and statistics af-
fecting each business.

� Interest rates. Interest rates are the key
macroeconomic indicator of the financial ser-
vices industry’s overall performance. Because
rates affect the ultimate cost of items to be
financed, they may increase or diminish the
demand for financial services companies’
products. (Interest rates’ impact on individ-
ual companies’ performance is discussed in
this survey’s “How to Analyze a Financial
Services Company” section.)

Lower interest rates tend to stimulate
economic activity and the demand for bor-
rowing. By helping to make goods more 
affordable, they’re also likely to reduce
customers’ delinquency rates and to en-
hance profits for financial services compa-
nies. In contrast, higher interest rates tend
to help make payments on loans less af-
fordable, reduce loan demand, and general-
ly result in higher delinquencies and
charge-offs, negatively affecting financial
services firms’ profits.

Analysts watch short- and long-term interest
rates closely. They also monitor the relation-
ship between short- and long-term rates, which
can be graphed as the “yield curve,” a chart
that plots interest rates and their maturities.

Short-term rates are generally represented
by the discount rate or the Federal funds
rate. The Federal Reserve Board, whose poli-
cy takes into account current economic con-
ditions, influences the Fed funds rate and
directly controls the discount rate. For exam-
ple, strong economic growth and/or employ-
ment activity — which can generate
shortages in labor and goods and therefore
can fuel higher inflation — may cause the
Fed to raise its target for the Fed funds rate,
which in turn affects other interest rates.

Market forces control long-term rates,
represented by the yield on the 30-year
Treasury bond. However, these are subject to
the same factors as short-term rates: strong
economic and employment conditions, by fu-
eling inflation, can make them rise. Because
they’re subject to market forces rather than
to regulation, long-term interest rates react
more swiftly than short-term rates to daily
economic developments. Thus, they can be
viewed as a leading indicator for future inter-
est rate levels and economic activity.

When long-term rates decline but short-
term rates don’t, the difference between the
two diminishes and the yield curve begins to
flatten. A flat yield curve is undesirable for
the industry because it reduces the difference
between the rates lenders must pay to bor-
row funds and what they can charge their
customers. By reducing the spread, it cuts
into their profit margin.

To anticipate the direction of interest
rates, the analyst should evaluate the levels
of domestic economic growth and inflation.
Interest rates tend to rise when economic
growth is strong, because healthy demand
for borrowing makes lenders less willing to
compromise on credit rates. A strong econo-
my often means higher employment and con-
sumer confidence levels. However, strong
economic growth may also put upward pres-
sure on inflation, as goods and services may
be in short supply. Higher inflation will then
limit individuals’ purchasing power.

A series of tightening moves beginning in
June 1999 brought the Fed funds target to
6.5% on May 16, 2000. By late 2000, how-
ever, it became clear that the U.S. economy
was slowing. In a surprise move on January
3, 2001, the Fed eased the Fed funds rate by
50 basis points to 6.0%. Over the course of
that year, the Fed eased 10 more times. By
the end of 2001, the rate was at 1.75%, re-
flecting concerns about the strength of the
U.S. economy. In November 2002, the, the
Fed funds rate was lowered to 1.25%, re-
flecting ongoing concerns at the Fed about
the economy. It appears that the Fed will
maintain its accommodative monetary policy
until the economic recovery is more certain —
most likely through the early part of 2003,
Standard & Poor’s projects.

The interest rate on the 10-year Treasury
note is now representative of long-term rates.
(The 30-year bond, once a benchmark, has
been discontinued.) At year-end 2001, the yield
on the 10-year note was 4.77%, reflecting the
Federal Reserve’s efforts to use lower interest
rates to jumpstart the economy. That rate was
well below the 6.14% of year-end 1999 and
5.57% at year-end 2000. As of mid December
2002, the 10-year note was priced to yield
3.99%. Standard & Poor’s sees the rate going
to 4.7% by the fourth quarter of 2003.

� Disposable personal income. Reported
each month by the U.S. Department of
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Commerce, disposable personal income is a
measure of inflation-adjusted income mi-
nus taxes. Changes in disposable personal
income are important to financial services
companies because of the influence on the
level of consumer spending and borrowing.
Healthy rises in disposable personal in-
come indicate a higher capacity to borrow
and spend.

Disposable personal income rose 5.1% in
1998, 5.0% in 1999, 6.2% in 2000, and
5.5% in 2001. In January 2003, Standard &
Poor’s was estimating growth of 5.9% in
2002 and 5.7% in 2003.

� Consumer confidence index. The con-
sumer confidence index reflects U.S. con-
sumers’ views on current and future business
and economic trends and how they expect to
be affected by those trends. The index is
compiled monthly by the Conference Board,
a private research organization, which polls
5,000 representative U.S. households to
gauge consumer sentiment.

The index has two survey components.
One set of questions is concerned with con-
sumers’ appraisals of present conditions, and
another with expectations for the future.
The consumer confidence index combines
responses to those questions. Factors that
influence the index include individuals’ per-
ceptions of employment availability and of
their current and projected income levels.

Historically, the level of consumer confi-
dence has been a good predictor of future
spending habits. People’s expectations of fu-
ture economic, employment, and income lev-
els affect their ability to repay borrowed
money and can be key in making purchase
decisions. The index is one measure that’s
used to project future consumer borrowing.

After some weakness in the late summer
and early fall of 1999, the index reached
144.7 (1985=100) in January 2000, the high-
est reading in the index’s 32-year history.
(The previous high of 142.3 was registered in
October 1968.) Since May 2000, when the
index again hit 144.7, consumer confidence
has declined dramatically, reflecting a weak-
ening economy. Following the September
2001 terrorist attacks, the index fell to 84.9
in November 2001. After recovering a bit,
then dipping in April 2002 to 108.5, the con-
sumer confidence index edged up to 110.3 in
May. Thereafter, the index declined for five

consecutive months, bottoming out at 79.6
in October 2002. The overall index rose to
84.9 in November, due to an expected im-
provement in business conditions, but fell to
80.3 in December 2002, as a weak job out-
look soured consumer spirits. The latest
readings suggest that overall growth will re-
main anemic, with consumers unlikely to go
on a buying binge.

� Consumer borrowing patterns. The
preceding year’s consumer borrowing pat-
terns give the best indication of what fu-
ture demand will likely be, as demand has
historically tended to follow the trend line.
Consumer borrowing often moves in tandem
with job growth. It can be influenced by the
direction of interest rates, as lower rates may
stimulate borrowing.

The Federal Reserve Board reports con-
sumer installment credit outstanding month-
ly. As of December 2000, consumer credit
outstanding in the United States totaled
$1.56 trillion (seasonally adjusted), up
from $1.42 trillion a year earlier. By year-
end 2001, the total stood at $1.67 trillion.
As of October 2002 (latest available), con-
sumer credit outstanding had climbed to
$1.72 trillion.

� Delinquencies and bankruptcies. Delin-
quency and bankruptcy trends are related
measures used to predict future consumer
borrowing; as these rates decline, consumers
may be presumed to have a greater capacity
to borrow. The Federal Reserve and indepen-
dent firms, such as Veribanc Inc., calculate
delinquency statistics. The number of U.S.
bankruptcy filings is calculated quarterly by
the Federal Reserve Board.

Recent data from the Federal Reserve show
that although delinquencies have risen in re-

CONSUMER CONFIDENCE INDEX
(1985 = 100)

Source: The Conference Board.
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sponse to the weak economy and rising unem-
ployment, they remain significantly below lev-
els reached in the recession in the early 1990s.
Delinquencies were 3.50% (seasonally adjust-
ed) for all commercial banks for all consumer
loans for the third quarter of 2002, down
from the 3.73% level reached in the third
quarter of 2001 and significantly less than the
4.14% in the third quarter of 1991.

In general, a loan more than 30 days past
due is considered delinquent. A rising level of
delinquencies isn’t necessarily a precursor to
bankruptcies. However, it does suggest that
more individuals are having trouble meeting
their debt obligations, which may signal a re-
duction in aggregate spending capacity.

The number of U.S. bankruptcy filings 
increases when consumers try to purchase
beyond their spending capacity. When a bor-
rower declares bankruptcy, the lending compa-
ny is forced to write off the loan as a loss. In
addition, bankruptcy implies that an individ-
ual’s ability to borrow further is limited.

According to the American Bankruptcy
Institute, U.S. bankruptcy filings totaled
1.404 million in 1997, up from 1.179 mil-
lion in 1996. In 1998, bankruptcies rose
again to 1.443 million. In 1999, filings mod-
erated somewhat, to 1.319 million. In 2000,
filings were 1.253 million. However, filings
rose to a record 1.492 million in 2001. In
the third quarter of 2002, total bankruptcy
filings amounted to a record 391,873, com-
pared with 349,981 in the comparable year-
earlier period.

HOW TO ANALYZE 
A FINANCIAL SERVICES COMPANY

This section features separate discussions
on how to evaluate a diversified financial ser-
vices company and how to analyze a con-
sumer finance company. Both approaches
include an analysis of business mix, quantita-
tive financial measures, and price/earnings
(P/E) ratios as a valuation tool.

Diversified financial 
services companies

An analysis of a diversified financial ser-
vices company begins with an assessment
of the company’s lines of business — the
key factor differentiating the diverse com-

panies in this group. Next, the analyst
should review certain performance and val-
uation measures.

Lines of business
As discussed, the diversified financial ser-

vices group is a catchall category that in-
cludes a number of different business models.
Therefore, an analysis of any company in
this industry segment must begin with an
evaluation of what the company does, what
its products are, and how it generates rev-
enues. This exercise is fairly simple for com-
panies that are unique or have only one line
of business. For a company that has multiple
business lines, information on revenue and
profit contributions from its different seg-
ments should be available in the company’s
annual reports.

After identifying a company’s activities,
the analyst should then assess their
prospects for growth and profitability. For
example, Fannie Mae, which purchases
mortgages from lenders such as savings and
loans, is most affected by growth in mort-
gage debt outstanding and the credit quali-
ty of the mortgages it purchases. In
contrast, Citigroup, with its diverse busi-
ness lines — including commercial lending,
consumer lending, investment banking, re-
tail brokerage, and insurance — could be
favorably or adversely impacted by any
number of developments, including corpo-
rate scandals, allegations of biased equity
research and conflicts of interest. The same
goes for other diversified companies such as
American Express Co. or Morgan Stanley
Dean Witter & Co.

Quantitative measures
Although companies in this industry seg-

ment often operate different businesses, cer-
tain quantitative factors can be used to
compare and contrast industry participants.
Key measures of financial performance in-
clude revenue growth, profit margins, and re-
turn on equity.

◆ Revenue growth. A key sign of health
for any business is revenue growth. It is im-
portant to compare a firm’s revenue growth
with its historic growth rate and with that of
its competitors. Is growth accelerating or de-
celerating? Is the company outperforming
others in its markets, and if so why?
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Determining what is behind the growth
trends, such as acquisitions or a new prod-
uct, can provide insight into prospects for fu-
ture growth.

◆ Profit margins. Given the diversity of
the industry, a number of different profit
margin calculations can be useful. For com-
panies with lending operations, an important
figure is net interest margin (net interest in-
come divided by average earning assets).
Other firms’ profitability can be compared
by looking at operating margins (operating
profit divided by revenues) or at pretax mar-
gins (pretax income divided by revenues).
These measures provide insight into a com-
pany’s ability to control operating costs and
other costs of doing business.

Another measure that can be applied to
all firms is net profit margin (net income di-
vided by revenues). The net profit margin
can give an analyst insight into the intrinsic
characteristics of a firm’s business. For exam-
ple, companies with commodity-like, non-
differentiated products tend to have lower
net profit margins than companies that pro-
vide customers with proprietary products or
value-added services.

◆ Return on equity (ROE). ROE (net
income divided by average shareholders’
equity) is a telling indicator of financial
performance. It measures how efficiently a
company employs shareholders’ capital, or
how much bang shareholders get for their
buck. Not surprisingly, the ROEs of diver-
sified financial firms vary widely.

As analysts know, however, ROE is not a
perfect measure. All else being equal, the
higher a firm’s debt leverage, the greater its
ROE. Given that most financial firms are
highly leveraged, their relative ROEs could
be misleading without a comparative analysis
of debt levels. Nevertheless, ROE remains a
useful tool for evaluating performance.

Valuation
The last step in analyzing a diversified fi-

nancial services company involves trying to
determine whether its stock price reflects its
true value. What price might the business
garner in a private transaction? The valua-
tion of a diversified finance company should
take into account myriad factors, such as the
quality of management, future business

prospects, earnings volatility, and earnings
history, to name a few.

Most investment valuations center on an
analysis of a company’s price/earnings ratio.
All else being equal, companies with superior
earnings growth prospects command higher
P/E ratios. Analysts compare a firm’s P/E ra-
tio with the P/Es of its peers and with the P/E
ratio of the broader market. The P/E ratios
of diversified financial services companies
vary widely. However, most firms usually
trade at a discount to the overall market be-
cause of the cyclical, interest-rate-sensitive
nature of their business.

Consumer finance companies

Consumer finance companies are much
more homogeneous than diversified financial
services companies. Therefore, it tends to be
easier to compare and contrast them. An
evaluation of a consumer finance company
includes an analysis of its business mix, a
look at certain quantitative measures, and a
valuation analysis.

Business mix
The mix of a company’s lending business

is important in predicting loan growth. It is
also one of the key determinants of a compa-
ny’s net interest margin and credit quality, be-
cause consumer finance companies often
concentrate on one sector of a certain mar-
ket. For example, Metris Companies, Inc., is
known for offering credit card products to in-
dividuals at the lower end of the credit quali-
ty spectrum, such as consumers with limited
access to credit because of past credit prob-
lems or little or no credit history. MBNA
Corp., on the other hand, is the leading issuer
of affinity credit cards, and is known for hav-
ing a very strong customer base. Less than
half of the applicants that applied for an
MBNA credit card in 2001 were approved.

The importance of a consumer finance
company’s business mix should not be under-
estimated. While some companies with high-
er risk profiles might outperform those
companies with higher credit standards in
certain periods, those companies with the
higher credit underwriting standards are in-
herently less risky and more likely to succeed
over the long term.

For instance, Providian Financial Corp.
had long concentrated on subprime and
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standard consumers to generate earnings
growth. Its results deteriorated sharply in
2001 and 2002, as a weak economy hurt
Providian’s customers. Consequently, Pro-
vidian’s already high net credit loss rate (on
a managed basis) mushroomed from 8.49%
during the fourth quarter of 2000 to
16.71% during the third quarter of 2002.
Similarly, for Metris the net charge-off rate
(on a managed basis) rose to 15.1% during
the third quarter of 2002, from 10.7% in
the comparable year-earlier period. In re-
sponse to the rising levels of charge-offs,
both Metris and Providian are increasingly
focusing on prime and super prime con-
sumers, and less on subprime consumers
(sometimes defined as those with FICO
credit scores of 660 or less, although there
is no standard definition).

Meanwhile, companies with stricter credit
standards continued to report good results,
although even their charge-off rates may
have increased slightly. MBNA Corp.’s net
credit loss rate actually declined from 5.51%
during the fourth quarter of 2000 to 4.84%
during the third quarter of 2002.

Quantitative measures
Although companies in this segment often

operate different businesses, certain quantita-
tive factors can be used to compare industry
participants. Key measures of financial per-
formance are loan growth, securitization, net
interest margin, return on managed receiv-
ables, credit quality, and efficiency ratios.

◆ Loan growth. The two main sources of
a consumer finance company’s earnings are
net interest income and securitization in-
come, both of which are driven by loan
growth. Net interest income represents in-
come on total interest-earning assets, less the
interest expense on total interest-bearing lia-
bilities. Given that loans are the biggest com-
ponent of interest-earning assets, it is easy to
see the relationship between loan growth and
earnings growth. MBNA’s loan portfolio
grew from $8.3 billion in 1997 to $14.7 bil-
lion in 2001.

As previously discussed, an asset securiti-
zation involves the sale of a pool of loans.
The more loans a company generates, the
more pools of loans it can securitize and the
more securitization income it can generate.
Consequently, when looking at a consumer

finance loan portfolio, it is important to look
at it on a managed basis, which reflects the
impact of the securitized loans that the com-
pany still services. MBNA’s managed loan
portfolio rose from $49.4 billion in 1997 to
$97.5 billion in 2001.

◆ Securitization. An examination of a
consumer finance company’s securitization
activities is imperative. When a company se-
curitizes pools of assets, it recognizes certain
gains on its income statement. These gains
are based on assumptions the company
makes about the loss trends and prepayment
rates of the securitized assets. If the perfor-
mance of the pool of assets diverges signifi-
cantly from the company’s expectations, the
company may have to restate earnings, or
take a significant charge. Frequently, securiti-
zation income exceeds net interest income.
At MBNA, securitization income in 2001
was about $6 billion, compared with net in-
terest income of $1.4 billion.

◆ Net interest margin. This is the key
measure of profitability for companies that
rely on lending operations — be they banks,
savings and loans, or consumer finance com-
panies. It is an important indicator of how
much new profit can be expected from a giv-
en level of loan growth. A company’s net in-
terest margin (net interest income divided by
average interest-earning assets) is affected by
factors such as funding costs and business
mix. MBNA’s net interest margin rose from
7.71% in 2000 to 8.84% in 2001, reflecting
in part the positive impact of lower interest
rates, which translated into lower funding
costs. They also helped the company to ex-
pand its interest spread.

In analyzing consumer finance companies,
one should also pay attention to the risk-ad-
justed net interest margin, since the net inter-
est margin may not fully reflects the risks
that the company is taking. For example,
while Providian’s net interest margin rose
from 12.60% in 2000 to 12.78% in 2001,
its risk adjusted net interest margin plummet-
ed from 17.13% to 10.38%, reflecting the
company’s rising credit losses.

◆ Return on managed receivables. Although
return on equity (ROE) and return on assets
(ROA) are popular measures of financial per-
formance for most firms, they both fall short in
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an analysis of a consumer finance company.
This is because of the off-balance-sheet nature
of the industry’s asset securitization practices.
All else being equal, the more loans a firm se-
curitizes, the higher its ROE. Nevertheless,
credit losses generated by the firm’s securitized
assets still flow through the income statement.
So, in order to help ensure apples-to-apples
comparisons between companies, return on av-
erage managed loans (or receivables) is used.
Return on average managed receivables equals
net income divided by average managed receiv-
ables. Managed receivables consist of a compa-
ny’s loan portfolio and securitized loans. In
2001, MBNA’s return on managed receivables
was about 1.8%.

◆ Credit quality. Consumer finance com-
panies are in the business of lending, and
occasionally the money they lend to con-
sumers is not repaid. Therefore, ascertain-
ing a firm’s credit quality is very important.
The first statistic to check is delinquencies.
Typically, a loan is termed delinquent if the
payment is not received within 30 days of
its due date. Credit losses, or charge-offs,
are much more serious. Loans tend to be
charged off, and determined to be uncol-
lectible, if payment has not been received
after 180 days. Although the absolute level
of delinquencies and charge-offs is impor-
tant, examining their trend over the course
of several quarters or years can often pro-
vide information that is more meaningful.

Like banks, consumer finance companies
set aside reserves to offset the impact of cred-
it losses. Comparing a company’s level of re-
serves to the amount of its credit losses or
overall level of receivables can help deter-
mine whether the company is adequately pre-
pared for an unexpected deterioration in
credit quality.

◆ Efficiency ratios. The most competitive
firms typically have low efficiency ratios (ex-
penses divided by revenues), meaning that
they have low expenses for a given level of
revenues. As with any business, growth in
expenses will limit how much of the revenue
base flows to the bottom line.

It’s important to recognize that revenues
are not generated without associated costs,
although companies generally strive to keep
the growth rate of expenses below that of
revenues. Reflecting economies of scale, effi-

ciencies typically improve as a firm grows in
size. Thus, it is important to compare effi-
ciency levels among companies of compara-
ble size in terms of assets or revenues.

Valuation
Among valuation methods, the P/E ratio is

a crucial yardstick for investors in consumer
finance companies. Like most other financial
companies, consumer finance companies gen-
erally garner P/E ratios below those of the
typical industrial firm. There are a few rea-
sons for this, but primarily it is the uncer-
tainty associated with the accounting
methods used for asset securitizations. Other
reasons include the industry’s sensitivity to
interest rates, its commodity-like product of-
ferings, and the intense competition among
industry participants. ■



AAffffiinniittyy  ccaarrdd — A credit card promoted under a spon-
soring agreement between an organization (such as
a nonprofit group or a university) and a card-issuing
financial institution.

BBaannkkrruuppttccyy — The inability of an individual or an orga-
nization to pay outstanding debts. U.S. law recog-
nizes two kinds of legal bankruptcy: involuntary (in
which one or more creditors petition to have a debtor
judged insolvent by a court) and voluntary (in which
the debtor brings the petition). In both cases, the
goal of bankruptcy proceedings is to achieve an or-
derly and objective settlement of obligations.

BBaassiiss  ppooiinntt — The unit generally used to measure
movements in interest rates or margins; it equals one
one-hundredth of one percent (0.01%). Thus, 100 ba-
sis points equal 1%.

CCaappttiivvee  ffiinnaannccee  ccoommppaannyy — A company (usually a
wholly owned subsidiary) that exists primarily to fi-
nance consumer purchases from the parent compa-
ny. Examples include Ford Motor Credit Co., General
Motors Acceptance Corp., and Sears National Bank.

CCoonnssuummeerr  ccrreeddiitt — Debt, other than home mortgages,
assumed by consumers. The Federal Reserve Board
releases the amount of consumer credit outstanding
on a monthly basis.

CCoonnssuummeerr  dduurraabblleess — Consumer products (such as
cars, appliances, boats, and furniture) that are ex-
pected to last three years or more.

CCrreeddiitt — An amount of money that a financial institution
extends, which the customer may borrow.

CCrreeddiitt  bbuurreeaauu — An agency that gathers information
about consumers’ credit history, which it relays to
credit grantors for a fee. Credit bureau files detail the
lines of credit that individuals have applied for and
received, as well as whether they pay their bills in a
timely fashion. Credit data are maintained by several
hundred credit bureaus that operate off three auto-
mated systems: Equifax, Experian (formerly TRW),
and Trans Union.

CCrreeddiitt  ccaarrdd — A plastic card issued by a bank, S&L,
retailer, oil company, or other credit grantor that al-
lows the consumer to obtain goods or services on
credit, for which interest is charged. Most bank
credit cards let consumers use their cards to obtain
cash advances.

CCrreeddiitt  lliimmiitt — A credit card term that refers to the
maximum balance a particular customer is allowed
to carry.

CCrreeddiitt  rraattiinngg — A formal evaluation of an individual’s
credit history and ability to repay obligations.

DDeebbtt  ccoonnssoolliiddaattiioonn — A way to manage consumer debt.
Rather than paying off several separate bills each
month, a consumer consolidates debts with a finan-
cial institution that arranges for one lower monthly
payment extending over a longer period. This lowers
and simplifies the borrower’s monthly payments, but
may mean a higher interest rate.

DDeelliinnqquueennccyy — A credit card payment that is past due,
typically by 30 days or more.

FFIICCOO  SSccoorree — The widely used FICO score is a credit
measure developed by Fair Isaac & Co to determine
the likelihood that credit users will pay their bills. The
credit score, ranging from 370 to 870, attempts to con-
dense a borrower’s credit history into a single number.

IInntteerreesstt  rraattee  sseennssiittiivviittyy — The degree to which an as-
set is subject to interest rate fluctuations. The term is
typically used with respect to interest-earning assets
or interest-bearing liabilities whose interest rates are
adjustable within a short period of time (less than
one year), according to maturity or contractual
terms. Rate adjustments usually reflect changes in
prevailing short-term money rates.

MMaarrggiinn — Net interest income divided by average earn-
ing assets; it’s a measure of the profitability of a lend-
ing business.

NNeett  cchhaarrggee--ooffff — The portion of a loan that a financial
services company is unlikely to collect and writes off
as a bad debt expense; can be reduced by recover-
ies of payments for loans previously charged off.

NNeett  iinntteerreesstt  iinnccoommee — Total interest revenues less total
interest expenses.

RReettuurrnn  oonn  aasssseettss  ((RROOAA)) — An indicator of operating ef-
ficiency, ROA is calculated by dividing net operating
income by total average assets.

RReettuurrnn  oonn  eeqquuiittyy  ((RROOEE)) — A performance ratio, ROE is
calculated by dividing net operating income by total
average equity.

RRiisskk--aaddjjuusstteedd  mmaarrggiinn — One of the better operational
measures; allows for cross-industry comparisons. It is
calculated by dividing risk-adjusted revenue (net inter-
est income plus noninterest income, less net charge-
offs) divided by average managed receivables.

SSeeccuurreedd  llooaann — A note that, upon default, provides for
pledged or mortgaged property or other collateral to
be applied toward the payment of the debt.

UUnnsseeccuurreedd  llooaann — A credit agreement not backed by the
pledge of specific collateral. The lender’s only security
is the credit user’s signature and personal financial situ-
ation as demonstrated through the credit application.

GLOSSARY
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PERIODICALS

AABBAA  BBaannkkiinngg  JJoouurrnnaall
Simmons-Boardman Publishing Corp. 
345 Hudson St., New York, NY 10014
(212) 620-7200
Web site: http://www.banking.com/aba
Monthly journal of the American Bankers Associa-
tion; covers regulatory developments and compli-
ance issues. 

AAmmeerriiccaann  BBaannkkeerr
Thomson Financial Inc. 
One State Street Plaza, New York, NY 10004
(212) 803-8200
Web site: http://www.americanbanker.com
Daily; news on a broad range of legislative, product,
and financial developments affecting financial services
companies. 

TThhee  CCoonnffeerreennccee  BBooaarrdd//NNFFOO’’ss  CCoonnssuummeerr
CCoonnffiiddeennccee  SSuurrvveeyy
The Conference Board Inc. 
845 Third Ave., New York, NY 10022
(212) 339-0316
Web site: http://www.crc-conquest.org
Monthly; reports consumer confidence index levels. 

FFeeddeerraall  RReesseerrvvee  BBuulllleettiinn
Board of Governors of the Federal Reserve System 
Publications Services
20th St. and Constitution Ave. NW
Washington, DC 20551
(202) 452-3244
Web site:
http://www.federalreserve.gov/publications.htm
Monthly; provides data and articles on financial and
economic developments. 

SSppeecciiaallttyy  FFiinnaannccee
SNL Financial 
321 E. Main St., Charlottesville, VA 22902
(434) 977-1600
Web site: http://www.snl.com
Monthly; tracks the specialty finance industry, including
mortgage companies, finance companies, and finance
real estate investment trusts (REITS). 

GOVERNMENT AGENCIES

BBuurreeaauu  ooff  LLaabboorr  SSttaattiissttiiccss  ((BBLLSS))
2 Massachusetts Ave. NE, Washington, DC 20212
(202) 691-5200
Web site: http://stats.bls.gov
A division of the U.S. Department of Labor, this national

statistical agency is the principal fact-finding arm of the
federal government in the broad fields of labor, eco-
nomics, and statistics. The BLS collects, processes, an-
alyzes, and disseminates essential statistical data to
the U.S. public, Congress, other federal agencies, state
and local governments, business, and labor. Among its
major programs are the consumer price index (CPI), the
producer price index (PPI), the employment cost index,
and the national compensation survey. 

FFeeddeerraall  DDeeppoossiitt  IInnssuurraannccee  CCoorrppoorraattiioonn  ((FFDDIICC))
550 17th St. NW, Washington, DC 20429
(877) 275-3342
Web site: http://www.fdic.gov
Federal agency that maintains stability and public confi-
dence in U.S. banking system by insuring the deposits
of banks and savings associations. The FDIC also pro-
vides useful financial and economic information and
analysis. 

FFeeddeerraall  RReesseerrvvee  SSyysstteemm,,  BBooaarrdd  ooff  GGoovveerrnnoorrss
20th & Constitution Ave. NW, Washington, DC 20551
(202) 452-3000
Web site: http://www.federalreserve.gov
Central bank of the United States, which conducts mon-
etary policy by influencing money and credit conditions
in the economy. Supervises and regulates banking insti-
tutions and maintains stability of the financial system. 

OTHER

AAmmeerriiccaann  BBaannkkrruuppttccyy  IInnssttiittuuttee  ((AABBII))
44 Canal Center Plaza, Suite 404, Alexandria, VA 22314
(703) 739-0800
Web site: http://www.abiworld.org
Founded in 1982 to provide Congress and the public
with unbiased analysis of bankruptcy issues, the ABI is
the largest multidisciplinary, nonpartisan organization
dedicated to research and education on insolvency
matters. It also produces a number of publications, both
for insolvency practitioners and the public. Membership
includes more than 5,800 attorneys, bankers, judges,
professors, turnaround specialists, accountants, and
other bankruptcy professionals. 

CCaarrddwweebb..CCoomm,,  IInncc..  
450 Prospect Boulevard, Frederick, MD 21702
(301) 631-9100
Web site: http://www.cardweb.com 
Online publisher of information pertaining to all types
of payment cards, including, but not limited to, credit
cards, debit cards, smart cards, prepaid cards, ATM
cards, loyalty cards, and phone cards. The organiza-
tion is the offspring and online extension of RAM Re-
search Group, a payment card industry research firm,
and serves more than 20,000 institutional clients
around the world. 



Operating revenues
Net sales and other operating revenues. Excludes
interest income if such income is “nonoperating.”
Includes franchised/leased department income for
retailers and royalties for publishers and oil and mining
companies. Excludes excise taxes for tobacco, liquor,
and oil companies.

Net income
Profits derived from all sources, after deductions of
expenses, taxes, and fixed charges, but before any
discontinued operations, extraordinary items, and
dividend payments (preferred and common).

Total assets 
Includes interest-earning financial instruments—
principally commercial, real estate, consumer loans, and
leases; investment securities/trading accounts;
cash/money market investments; other owned assets.

Return on revenue
Net income divided by gross revenues.

Return on assets 
Net income divided by average total assets. Used in
industry analysis and as a measure of asset-use 
efficiency.

Return on equity 
Net income, less preferred dividend requirements,
divided by average common shareholder‘s equity.
Generally used to measure performance and to make
industry comparisons.

Price/earnings ratio 
The ratio of market price to earnings, obtained by
dividing the stock’s high and low market price for the
year by earnings per share (before extraordinary items).
It essentially indicates the value investors place on a
company’s earnings.

Dividend payout ratio
This is the percentage of earnings paid out in dividends.
It is calculated by dividing the annual dividend by the
earnings. Dividends are generally total cash payments
per share over a 12-month period. Although payments are
usually calculated from the ex-dividend dates, they may
also be reported on a declared basis where this has been
established to be a company’s payout policy.

Dividend yield 
The total cash dividend payments divided by the year’s
high and low market prices for the stock.

Earnings per share
The amount a company reports as having been earned
for the year (based on generally accepted accounting
standards), divided by the number of shares outstanding.
Amounts reported in Industry Surveys exclude
extraordinary items.

Tangible book value per share
This measure indicates the theoretical dollar amount 
per common share one might expect to receive should
liquidation take place. Generally, book value is
determined by adding the stated (or par) value of the
common stock, paid-in capital, and retained earnings,
then subtracting intangible assets, preferred stock at
liquidating value, and unamortized debt discount. This
amount is divided by the number of outstanding shares 
to get book value per common share.

Share price 
This shows the calendar-year high and low of a stock’s
market price.

In addition to the footnotes that appear at the bottom of
each page, you will notice some or all of the following:
NA—Not available.
NM—Not meaningful.
NR—Not reported.
AF—Annual figure. Data are presented on an annual
basis.
CF—Combined figure. In this case, data are not available
because one or more components are combined with
other items.

DEFINITIONS FOR COMPARATIVE COMPANY ANALYSIS TABLES
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Company Yr. End 2001 2000 1999 1998 1997 2001 2000 1999 1998 1997 2001 2000 1999 1998 1997

CCOONNSSUUMMEERR  FFIINNAANNCCEE‡‡
† AMERICREDIT CORP JUN 818.2 509.7 335.5 209.3 137.7 A 222.9 114.5 74.8 49.3 38.7 3,384.9 1,862.3 1,063.5 713.7 493.5
* CAPITAL ONE FINL CORP DEC 7,254.3 A 5,424.3 3,965.8 2,599.8 A 1,787.1 642.0 469.6 363.1 275.2 189.4 28,184.0 18,889.3 13,336.4 9,419.4 7,078.3
§ CASH AMERICA INTL INC DEC 355.9 D 363.7 373.2 A 342.9 A 303.4 A 12.7 -1.7 3.9 12.6 16.6 382.9 378.2 417.6 410.8 341.3
* COUNTRYWIDE FINANCIAL CORP DEC 6,239.7 H 4,819.0 3,125.6 A 3,976.4 2,437.7 486.0 374.2 410.2 385.4 345.0 37,216.8 22,955.5 15,822.3 15,648.3 12,219.2
§ FINANCIAL FEDERAL CORP JUL 138.3 111.5 89.1 72.7 55.3 31.6 26.7 22.6 17.0 12.9 1,313.7 1,127.8 942.2 766.1 574.8

* HOUSEHOLD INTERNATIONAL INC DEC 13,780.3 11,960.9 A 9,499.1 A 8,707.6 A 5,453.1 1,847.6 1,700.7 1,486.4 524.1 686.6 88,910.9 76,706.3 60,749.4 52,892.7 30,302.6
* MBNA CORP DEC 10,144.7 F 7,868.9 F 6,470.1 F 5,195.1 F 4,523.9 F 1,694.3 1,312.5 1,024.4 776.3 622.5 45,447.9 38,678.1 30,859.1 25,806.3 21,305.5
† METRIS COMPANIES INC DEC 1,851.4 1,438.6 C 859.9 426.2 255.9 260.3 198.6 115.4 57.3 38.1 4,228.7 3,736.0 2,045.1 945.7 673.2
§ NEW CENTURY FINANCIAL CORP DEC 293.3 163.9 233.9 176.4 98.6 48.0 -23.0 39.5 31.1 17.7 1,451.3 837.2 863.7 624.7 398.1
* PROVIDIAN FINANCIAL CORP DEC 5,529.9 F 5,883.5 F 4,036.8 F 2,108.8 F 1,217.1 F 141.4 651.8 550.3 296.4 191.5 19,938.2 18,055.3 14,340.9 7,231.2 4,449.4

OOTTHHEERR  CCOOMMPPAANNIIEESS  WWIITTHH  SSIIGGNNIIFFIICCAANNTT  CCOONNSSUUMMEERR  FFIINNAANNCCIIAALL  SSEERRVVIICCEESS  OOPPEERRAATTIIOONNSS
* AMERICAN EXPRESS DEC 24,985.0 25,273.0 22,405.0 20,297.0 18,958.0 1,311.0 2,810.0 2,475.0 2,141.0 1,991.0 151,100.0 154,423.0 148,517.0 126,933.0 120,003.0
* CITIGROUP INC DEC 112,022.0 A,C 111,826.0 A 82,005.0 76,431.0 A 37,609.0 A 14,284.0 13,519.0 9,994.0 5,807.0 3,104.0 1,051,450.0 902,210.0 716,937.0 668,641.0 386,555.0
* FEDERAL HOME LOAN MORTG CORP DEC 36,173.0 C 29,969.0 24,268.0 18,048.0 14,399.0 4,373.0 2,539.0 2,218.0 1,700.0 1,395.0 617,340.0 459,297.0 386,684.0 321,421.0 194,597.0
* FANNIE MAE DEC 50,803.0 F 44,088.0 F 36,968.0 F 31,499.0 F 27,777.0 F 6,067.0 4,416.0 3,921.0 3,444.0 3,068.0 799,791.0 675,072.0 575,167.0 485,014.0 391,673.0
* J P MORGAN CHASE & CO DEC 50,429.0 C 58,934.0 A,F 33,544.0 32,379.0 30,381.0 A 1,719.0 5,727.0 5,446.0 3,782.0 3,708.0 693,575.0 715,348.0 406,105.0 365,875.0 365,521.0

* MORGAN STANLEY NOV 43,727.0 45,413.0 A 33,928.0 A 31,131.0 27,132.0 A 3,610.0 5,456.0 4,791.0 3,393.0 2,586.0 482,628.0 426,794.0 366,967.0 317,590.0 302,287.0
† PMI GROUP INC DEC 937.0 A,F 750.9 663.1 A 617.7 564.6 F 312.0 260.2 204.5 190.4 175.3 2,990.0 2,392.7 2,100.8 1,777.9 1,686.6
* SLM CORP DEC 3,985.6 4,166.3 3,259.4 A 3,064.6 3,687.7 384.0 465.0 500.8 501.5 511.2 52,874.0 48,791.8 44,024.8 37,210.0 39,908.7

Operating Revenues (Million $) Net Income (Million $) Total Assets (Million $)

Note:  Data as originally reported. ‡S&P 1500 Index group.   * Company included in the S&P 500.   † Company included in the S&P MidCap.   § Company included in the S&P SmallCap.   # Of the following calendar year.   A - This year's data reflect an acquisition or merger.  B - This
year's data reflect a major merger resulting in the formation of a new company.   C - This year's data reflect an accounting change.   D - Data exclude discontinued operations.   E -Includes excise taxes.   F - Includes other (nonoperating) income. G - Includes sale of leased depts. 
H - Some or all data are not available, due to a fiscal year change.

Return on Revenues (%) Return on Assets (%) Return on Equity (%)

Company Yr. End 2001 2000 1999 1998 1997 2001 2000 1999 1998 1997 2001 2000 1999 1998 1997

CONSUMER FINANCE‡
† AMERICREDIT CORP JUN 27.2 22.5 22.3 23.6 28.1 8.5 7.8 8.4 8.2 9.4 25.5 21.0 21.8 19.5 20.4
* CAPITAL ONE FINL CORP DEC 8.8 8.7 9.2 10.6 10.6 2.7 2.9 3.2 3.3 2.8 24.3 27.0 26.1 25.4 23.2
§ CASH AMERICA INTL INC DEC 3.6 NM 1.0 3.7 5.5 3.3 NM 0.9 3.4 5.0 7.3 NM 2.1 7.1 10.3
* COUNTRYWIDE FINANCIAL CORP DEC 7.8 7.8 13.1 9.7 14.2 1.6 1.9 2.6 2.8 3.4 12.7 11.6 15.2 16.7 18.7
§ FINANCIAL FEDERAL CORP JUL 22.9 24.0 25.4 23.4 23.3 2.6 2.6 2.6 2.5 2.6 16.7 16.8 16.9 14.9 12.9

* HOUSEHOLD INTERNATIONAL INC DEC 13.4 14.2 15.6 6.0 12.6 2.2 2.5 2.6 1.2 2.3 23.2 23.5 23.3 9.5 18.1
* MBNA CORP DEC 16.7 16.7 15.8 14.9 13.8 4.0 3.7 3.6 3.2 3.2 23.3 24.0 30.7 34.9 33.0
† METRIS COMPANIES INC DEC 14.1 13.8 13.4 13.5 14.9 5.7 5.8 6.1 6.9 7.9 35.5 40.9 34.5 27.6 24.2
§ NEW CENTURY FINANCIAL CORP DEC 16.4 NM 16.9 17.6 18.0 3.9 NM 5.0 6.1 7.7 22.6 NM 26.0 35.5 54.4
* PROVIDIAN FINANCIAL CORP DEC 2.6 11.1 13.6 14.1 15.7 0.7 4.0 5.1 5.1 NA 7.2 38.7 51.5 42.4 NA



FEBRUARY 6 ,  2003  /  FINANICAL SERVICES:  DIVERSIFIED INDUSTRY SURVEY

29

Price / Earnings Ratio  (High-Low) Dividend Payout Ratio (%) Dividend Yield (High-Low, %)

CONSUMER FINANCE‡
† AMERICREDIT CORP JUN 23-5 20-7 16-8 23-8 27-9 0 0 0 0 0 0.0-0.0 0.0-0.0 0.0-0.0 0.0-0.0 0.0-0.0
* CAPITAL ONE FINL CORP DEC 24-12 31-13 33-19 31-12 19-11 3 4 6 8 11 0.3-0.1 0.3-0.1 0.3-0.2 0.6-0.2 1.0-0.6
§ CASH AMERICA INTL INC DEC 20-8 NM-NM NM-45 41-18 20-12 10 NM 33 10 7 1.2-0.5 1.4-0.4 0.7-0.3 0.6-0.2 0.6-0.4
* COUNTRYWIDE FINANCIAL CORP DEC 13-9 15-7 14-7 16-8 13-8 10 12 11 9 10 1.1-0.8 1.8-0.8 1.6-0.8 1.1-0.6 1.3-0.7
§ FINANCIAL FEDERAL CORP JUL 16-11 15-9 16-10 25-15 30-13 0 0 0 0 0 0.0-0.0 0.0-0.0 0.0-0.0 0.0-0.0 0.0-0.0

* HOUSEHOLD INTERNATIONAL INC DEC 18-12 16-8 17-10 52-22 20-12 21 21 22 58 25 1.8-1.2 2.5-1.3 2.1-1.3 2.6-1.1 2.1-1.2
* MBNA CORP DEC 20-12 25-12 26-17 26-13 25-15 18 20 22 24 27 1.5-0.9 1.6-0.8 1.3-0.8 1.8-0.9 1.8-1.0
† METRIS COMPANIES INC DEC 15-5 15-5 NM-NM 28-5 25-11 1 1 NM 2 2 0.3-0.1 0.2-0.1 0.1-0.1 0.3-0.1 0.1-0.1
§ NEW CENTURY FINANCIAL CORP DEC 5-2 NM-NM 8-4 6-1 9-4 0 NM 0 0 0 0.0-0.0 0.0-0.0 0.0-0.0 0.0-0.0 0.0-0.0
* PROVIDIAN FINANCIAL CORP DEC NM-4 29-13 35-18 36-14 23-14 18 5 5 7 5 4.5-0.1 0.4-0.2 0.3-0.1 0.5-0.2 0.3-0.2

OTHER COMPANIES WITH SIGNIFICANT FINANCIAL SERVICES OPERATIONS
* AMERICAN EXPRESS DEC 58-24 30-19 30-17 25-14 21-13 32 15 16 14 21 1.3-0.6 0.8-0.5 0.9-0.5 1.0-0.6 1.7-1.0
* CITIGROUP INC DEC 20-12 22-13 20-11 30-11 21-11 21 18 18 22 15 1.7-1.0 1.4-0.8 1.7-0.9 1.9-0.8 1.4-0.7
* FEDERAL HOME LOAN MORTG CORP DEC 12-10 21-11 22-15 29-17 23-14 13 20 20 21 21 1.4-1.1 1.8-1.0 1.3-0.9 1.2-0.7 1.5-0.9
* FANNIE MAE DEC 15-12 21-11 20-16 23-15 20-13 20 26 29 29 29 1.7-1.4 2.3-1.3 1.8-1.4 1.9-1.3 2.3-1.5
* J P MORGAN CHASE & CO DEC 68-35 22-11 14-10 18-8 15-10 160 41 24 32 29 4.6-2.3 3.8-1.8 2.4-1.7 3.9-1.8 2.9-1.9

* MORGAN STANLEY NOV 28-11 22-12 16-8 17-6 14-8 28 16 11 14 12 2.6-1.0 1.4-0.7 1.4-0.7 2.2-0.8 1.6-0.9
† PMI GROUP INC DEC 11-7 13-6 12-6 14-5 14-9 2 3 3 3 4 0.3-0.2 0.5-0.2 0.6-0.3 0.6-0.2 0.4-0.3
* SLM CORP DEC 38-24 24-10 17-13 17-9 17-9 31 23 20 19 18 1.3-0.8 2.4-1.0 1.5-1.1 2.1-1.1 2.0-1.1

Company Yr. End 2001 2000 1999 1998 1997 2001 2000 1999 1998 1997 2001 2000 1999 1998 1997

Note:  Data as originally reported.   ‡ S&P 1500 Index group.  * Company included in the S&P 500.   † Company included in the S&P MidCap.   § Company included in the S&P SmallCap.   # Of the following calendar year. 

Return on Revenues (%) (cont’d) Return on Assets (%) (cont’d) Return on Equity (%) (cont’d)

Company Yr. End 2001 2000 1999 1998 1997 2001 2000 1999 1998 1997 2001 2000 1999 1998 1997

OTHER COMPANIES WITH SIGNIFICANT FINANCIAL SERVICES OPERATIONS
* AMERICAN EXPRESS DEC 5.2 11.1 11.0 10.5 10.5 0.9 1.9 1.8 1.7 1.7 11.1 25.8 25.0 22.2 22.0
* CITIGROUP INC DEC 12.8 12.1 12.2 7.6 8.3 1.5 1.7 1.4 1.1 1.1 19.7 23.9 22.3 18.7 18.6
* FEDERAL HOME LOAN MORTG CORP DEC 12.1 8.5 9.1 9.4 9.7 0.8 0.6 0.6 0.6 0.7 37.1 23.6 25.2 22.6 20.6
* FANNIE MAE DEC 11.9 10.0 10.6 10.9 11.0 0.8 0.7 0.7 0.8 0.8 34.5 24.6 25.1 24.9 24.4
* J P MORGAN CHASE & CO DEC 3.4 9.7 16.2 11.7 12.2 0.2 1.0 1.4 1.0 1.0 4.1 17.7 23.6 17.2 18.4

* MORGAN STANLEY NOV 8.3 12.0 14.1 10.9 9.5 0.8 1.4 1.4 1.1 1.0 18.3 30.8 31.7 25.0 27.2
† PMI GROUP INC DEC 33.3 34.7 30.8 30.8 31.0 11.6 11.6 10.5 11.0 11.0 19.0 19.2 17.7 17.6 17.1
* SLM CORP DEC 9.6 11.2 15.4 16.4 13.9 0.7 1.0 1.2 1.3 1.2 27.0 47.1 75.1 75.5 67.8

Note:  Data as originally reported.   ‡ S&P 1500 Index group.  * Company included in the S&P 500.   † Company included in the S&P MidCap.   § Company included in the S&P SmallCap.  # Of the following calendar year. 
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Earnings per Share ($) Tangible Book Value per Share ($) Share Price (High-Low, $)

CONSUMER FINANCE‡
† AMERICREDIT CORP JUN 2.80 1.57 1.19 0.82 0.63 12.71 8.98 6.23 4.67 3.57 64.90-14.00 31.13-10.63 18.94-9.81 18.66-6.63 17.22-5.94
* CAPITAL ONE FINL CORP DEC 3.06 2.39 1.84 1.40 0.96 15.33J 9.94 7.69 6.45 4.55 72.58-36.40 73.25-32.06 60.25-35.81 43.31-16.85 18.10-10.17
§ CASH AMERICA INTL INC DEC 0.52 -0.07 0.15 0.51 0.68 3.75 3.69 3.81 3.95 4.24 10.50-4.31 13.00-3.63 15.94-6.75 20.88-9.00 13.75-8.00
* COUNTRYWIDE FINANCIAL CORP DEC 4.04 3.26 3.63 3.46 3.21 -16.53 -18.76 -22.11 -17.56 -13.96 52.00-37.39 50.50-22.31 51.44-24.63 56.25-28.63 43.25-24.38
§ FINANCIAL FEDERAL CORP JUL 1.99 1.79 1.52 1.15 0.80 12.48 11.53 9.76 8.30 7.15 31.54-22.43 26.00-16.13 24.75-15.38 28.63-17.13 23.63-10.25

* HOUSEHOLD INTERNATIONAL INC DEC 3.97 3.59 3.10 1.04 2.20 13.74 13.26 10.39 9.36 8.59 69.98-48.00 57.44-29.50 52.31-32.19 53.69-23.00 43.33-26.21
* MBNA CORP DEC 1.31 1.05 0.84 0.67 0.53 4.08 3.03 2.15 1.51 1.41 26.37-15.62 26.75-13.00 22.17-13.87 17.25-9.00 13.59-7.96
† METRIS COMPANIES INC DEC 2.67 2.78 -0.19 0.97 0.66 10.30 6.87 3.63 2.60 2.42 39.10-13.50 42.94-13.58 31.67-12.43 26.92-5.17 16.33-7.00
§ NEW CENTURY FINANCIAL CORP DEC 2.74 -1.76 2.59 2.20 2.18 12.08 9.97 11.72 7.92 4.29 14.02-6.00 15.75-5.06 20.50-10.69 13.63-2.75 20.13-9.63
* PROVIDIAN FINANCIAL CORP DEC 0.50 2.29 1.95 1.04 0.67 6.70 7.11 4.69 2.86 2.09 64.06-2.00 67.00-29.06 69.00-34.75 37.84-14.19 15.60-9.71

OTHER COMPANIES WITH SIGNIFICANT FINANCIAL SERVICES OPERATIONS
* AMERICAN EXPRESS DEC 0.99 2.12 1.85 1.57 1.43 9.04 8.80 7.52 7.17 6.84 57.06-24.20 63.00-39.83 56.29-31.63 39.54-22.33 30.50-17.88
* CITIGROUP INC DEC 2.82 2.69 2.21 1.25 1.35 15.48J 12.84J 10.64J 8.94J 8.49J 57.38-34.51 59.13-35.34 43.69-24.50 36.75-14.25 28.69-14.58
* FEDERAL HOME LOAN MORTG CORP DEC 5.98 3.40 2.97 2.32 1.90 15.50 16.81 11.98 11.55 8.74 71.25-58.75 70.13-36.88 65.25-45.38 66.38-38.69 44.56-26.69
* FANNIE MAE DEC 5.92 4.28 3.75 3.28 2.87 15.86 18.58 16.02 13.95 12.34 87.94-72.08 89.38-47.88 75.88-58.56 76.19-49.56 57.31-36.13
* J P MORGAN CHASE & CO DEC 0.84 2.99 4.33 2.90 2.77 12.54 12.96 18.29J 17.93J 15.84J 57.33-29.04 67.17-32.38 60.75-43.87 51.71-23.71 42.19-28.21

* MORGAN STANLEY NOV 3.29 4.95 4.33 2.90 2.13 17.39 15.78 13.67 11.94J 11.05J 90.49-35.75 110.00-58.63 71.44-35.41 48.75-18.25 29.75-16.44
† PMI GROUP INC DEC 3.51 2.94 2.28 2.02 1.75 20.04 16.92 13.62 12.08 10.90 37.25-24.19 37.47-16.75 27.75-13.33 28.50-11.00 24.67-15.92
* SLM CORP DEC 2.34 2.84 3.11 2.99 2.82 9.69 7.62 4.29 3.98 3.89 87.99-55.88 68.25-27.81 53.94-39.50 51.38-27.50 47.18-25.43

Company Yr. End 2001 2000 1999 1998 1997 2001 2000 1999 1998 1997 2001 2000 1999 1998 1997

Note:  Data as originally reported.   ‡ S&P 1500 Index group.  * Company included in the S&P 500.   † Company included in the S&P MidCap.   § Company included in the S&P SmallCap.   # Of the following calendar year.   J-This amount includes intangibles that cannot be identified. 

Information has been obtained from sources believed to be reliable, but its accuracy and completeness and that of the opinions based thereon are not guaranteed. Printed in the United States of America. Industry Surveys is a publication of Standard & Poor's
Equity Research Department. This Department operates independently of and has no access to information obtained by S&P's Corporate Bond Rating Department, which may, through its regular operations, obtain information of a confidential nature.
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