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Trim S&L Prospers
Even in Lean Times

BY GAIl E. SCHARES

lone black telephone is the only
thing that greets visitors to the
; chief executives’ office at World
Savings and Loan’s Oakland headquarters.

. A notecard on an empty desk in the recep-
:tion room instructs visitors to pick up the

phone and announce themselves.

That receptionless waiting area is just
one example of stringent cost controls that
have enabled parent Golden West Financial

- Corp. to post record profits during a time

when one-third of the nation’s S&Ls are
struggling for survival.

Golden West’s 1984 profit of $83.7 mil-
lion was among the highest in the savings-
and-loan industry. The year capped a suc-
cessful rebound from back-to-back losses of
$19 million and $20 million in 1981 and 1982,
when all S&Ls suffered from soaring inter-
est rates.

The key to Golden West’s success, ana-
lysts say, is the “dynamic duo” management
team of Herbert and Marion Sandler, and
their simple, no-nonsense formula for run-
ning World Savings.

“This company has come out of no-
where and become the sixth-largest S&L in
the country, approaching $11 billion in as-
sets,” said Allan G. Bortel, an S&L analyst
with Shearson Lehman Brothers Ine. “They
stand head and shoulders above the rest of
the industry.”

Marion and Herbert Sandler run a taut ship at World Savings and Loon

Describing the Sandlers, who share the
title of chief executive officer, Bortel said,
“T don't know any harder-working manage-
ment. They live and breathe the company.
There’s no comparable story in the finan-
cial services industry.”

Herbert Sandler, a former attorney,
and Marion, a former S&L securities ana-
lyst, acquired a small two-branch savings
and loan called Golden West in 1963. Under
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GOLDEN WEST AT A GLANCE

their guidance, the tiny S&L leaped
past its competitors, racking up an
astounding 14 consecutive years of
rising profits and a 25 percent annu-
al growth rate.

(The Sandlers changed the
S&L’s name to World in 1975 when
they acquired World Savings, but
retained Golden West as the par-
ent.)

The losses in 1981 and 1982 are
still a sore point with Herbert San-
dler. If Congress had acted faster to
allow S&Ls to make adjustable-rate

.Jmortgages, he said, they would have

been spared the financial bloodbath

. that crippled the entire industry.

“We couldn’t control the busi-
ness because we were not allowed
to make variable-rate loans. We told
Congress what was going to happen
and they greeted us like a stone
wall,” said Sandler, who also holds
the title of chairman of Golden
West.

'Congressional Incompetence’

Deregulation, which was final-
ly triggered by staggering industry

losses in 1981, was “congressional

incompetence at its most extreme,”
he said.

Now S&Ls are allowed to offer
adjustable-rate loans and own a va.
riety of businesses — from restau-
rants to insurance companies — to
lessen vulnerability to surges in in-
terest rates.

But aside from switching to ad-
justable-rate’ mortgages, the San-
diers have stuck to the simple strat.
egy that made them the darling
S&L of Wall Street and the envy of
their competitors: strict cost con-

O Business: Golden West is a
savings and loan holding company.,
Its principal asset is World Savings
and Loan Association.

0 Headquarters: Oakland

[ Executives: Herbert M. Sandler,
chairman and chief executive; Mari-
on O. Sandler, president and chief
executive officer

[1 1984 revenues: $1.1 billion

03 1984 net income: $83.7 million
[3 1984 earnings per share: $4.05
O Number of branches: 197

I Assets: $11.2 billion

‘Colorado and 3 percent from Kan-

GOLDEN WEST
FINANCIAL
CORPORATION

U Deposits: $7.5 billion (70 percent
of World's deposits come from Cal-
ifornia operations, 27 percent from

sas.)
O Employees: 2200
O Stock price: $32% a share

O Stock’s 52-week high-low:
$34% -1

trols, customer service with a retail-
er's touch and a predictable but safe
focus on residential mortgage lend-
ing.

"The most exeiting characteris-
tic about World is‘its tremendous
operating efficiency,” said Jona-
than E. Gray, an analyst with San-
ford C. Bernstein & Co. On average,
savings and loans incur $1.80 of op-
erating expense for each $100 of
assets they manage, Gray said, but
World has managed to slash ex-
penses to $1 for every $100 of assets,

If World had operated at the
same level as the rest of the indus-
try, its earnings would have been
$33 million less last year, Marion
Sandler said.

Tight Control

Tight control of expenses
means no club memberships and no
corporate jets. And when the San-
dlers travel, they pass up hotel

suites for a regular room.

“It’s a matter of discipline and
control. We find we don’t have
many visitors. Why do we need a
receptionist to greet five or six peo-
ple a day,” Marion Sandler said.
“Maybe it makes a nice impression,
but we decided if there’s no good
business reason, let’s not spend the
money.”

“We get our jollies from doing
well,” Herbert Sandler said.

A New York executive who in-
terviewed recently for a top posi-
tion at World Savings endeared
himself to the Sandlers by flying on
People Express, the discount air-
line. (He got the job.)

“You don’t save a lot of dollars
based on the hotel you stay in, but
it's part of an entire corporate cul-
ture,” Marion Sandler said. For ex-
ample, World staffs its branches af-
ter analyzing traffic patterns, in-
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stead of relying on industry
standards. Out of 2200 employees,
about 600 are permanently
part-time, Marion Sandier said, be-
cause traffic studies show full-time
employees are unnecessary.

“They run that company with
half as many people as other institu-
tions their size,” Bortel said.

Doling Without

Automatic teller machines are
another costly item World does
without. “We believe it’s still prema-
ture to invest in ATMs,” Marion San-
dler said. “Unless the consumer re-
ally wants them, you end up spend-
ing an enormous amount of money
to-educate people to want them. Be-
ing a pioneer is very expensive.”

“ But in a characteristic move to
hedge their bet, the Sandlers are
wiring all new or remodeled
branches for ATMs.

Cost-control isn’t a dreary task
at World. Branch managers receive
bonuses for keeping an eye to the
bottom line. “We don’t want the
image of a tight-fisted organization
leaning on its employees. We get
them on our side by making it in
their interest to watch expenses
carefully,” she said.

The stay-lean strategy does not
affect the image of World in cus-
tomers’ eyes either, Marion Sandler
said. The Sandlers cater to their cus-
tomers by investing in contempo-
rary art and architecture. Each of
World’s 197 branches is commis-
sioned separately and each contains
original artwork.

“It's a retailing point of view.
Stores such as Macy’s spend money
in public areas, but behind the
scenes, the furnishings are not opu-

lent, they're functional,” Marion
Sandier said.

A former Bloomingdale's exec-
utive, Marion Sandler also has
brought a few retail marketing
strategies to World. Executives
“shop” World's branches, checking
up on service and efficiency by pre-
tending to be customers.

A number of World’s top man-
agers were plucked from Xerox,
whom the Sandlers regard as “mas-
ters at motivation and efficiency.”

Stick to Lending

Finally, World has stuck to sin-
gle-family mortgage lending at a
time when the rest of the industry
has rushed into a broad range of

Golden West one of the lowest ra-
tios of bad loans to total assets in the
industry: only 0.36 percent, com-
pared to an industry average of
about 1.5 percent. (The bad-loan ra-
tio for the nation’s largest associa-
tion, American Savings and Loan, is
4.1 percent).

Some competitors contend that
World’s conservative approach may
become a disadvantage, because the
S&L industry is being surrounded
by “financial supermarkets” that of-
fer a wide range of services.

John Williamson, executive
vice president at Gibraltar Savings
in Beverly Hills, said expanded ser-
vices are necessary for survival.
“All types of institutions are blend-
ing together. To maintain a custom-

The Sandlers have stuck to their

stmple strateqy of strict cost
controls, customer service with a
retailer’s touch and a safe focus on
residential mortgage lending.

new businesses and stepped up
risky construction lending.

" “We are very very cautious,”
Herbert Sandler said. “We don't
lend on high-rise office buildings

‘between Houston and Denver. Our

loan officers don't get brownie
points for making high-risk loans.
We'd rather do less volume.”

Even in the traditionally safe
residential mortgage business, the
Sandlers lend in separate geograph-
ic regions to spread the risk. Cau-
tious lending policies have given

er base, you need to offer more

products,” he said.

So far, however, analysts find
no fault in the Sandlers’ philosophy
of sticking to basics.

“1 see their failure to diversify
as adistinet plus,” Gray said. ¥If you
do something well, there's no need
to diversify.” Companies that have
diversified have only boosted their
operating expense and gotten into
trouble with risky development

Continued
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loans, he said.

Bell Savings in San Mateo and
United Bank in San Francisco re-

cently have been stung by huge

losses from real estate development
loans and joint ventures during the
past two years.

World cautiously ventured into
consumer lending last year, mainly
auto and equity loans, “because it
complements our customer base

' v and our regular business,” Marion
-/ Sandler said. But the foray was a -

tentative one, with World lending
only $38.7 million compared with
$1.86 billion in mortgage loans.

Instead of diversifying, the
Sandlers would prefer to continue
expanding their 192-branch mort-
gage lending operation, which al-
ready includes offices in Colorado
and Kansas.

“There are no secrets. We think
we're in an extremely good business
if you operate efficiently, avoid
losses on loans, and control your
interest rate risks,” Herbert Sandler
said. (During the early 1980s, com-
petitors criticized the Sandlers for
virtually halting all mortgage lend-
ing, and investing depositors’ funds
in money market instruments such
as Ginnie Mae securities. But

. World's aggressive lending during
" the past two years put those criti-

cisms to rest.)

Among its peers, World was
slightly slower to build up the num-

GOLDEN WEST
ANNUAL EARNINGS

| f{‘s§>
W 0
83 84

Net income in millions

ber of adjustable-rate mortgages in
its loan portfolio — an essential step
for all S&Ls who wish to avoid an-
other round of losses when interest
rates rise again.

However, analysts said World
now has caught up, with 43 percent
of its portfolio in adjustable-rate
loans, compared with 18 percent at
the end of 1983, By yearend, World
will pass many other S&Ls, they
said, with a 50-50 mix.

“We — and other S&Ls — can
survive now. We've run computer
simulations where  interest rates
rose 5t0-6 points. We'd survive and
even do well,” Herbert Sandler said.
“If they rose 7 points and didn't

come down for five years...that's
another story.”

To prosper during any kind of
rate movement, analysts said, S&Ls
should hold about 70 percent adjust-
able-rate loans. It will take another
two years before most associations
reach that level, they said.

Dynamic Personalities

A vital factor in Golden West's
success, analysts said, are the dy-
namic personalities of Herbert and
Marion Sandler.

“They're both very smart and
they complement each other,” Gray
said. While Herbert Sandler
watches industry trends and man-
ages broad strategic issues like ac-
quisitions, Marion tends to the me-
chanics of operations, keeping a
hawklike-eye on expenses.

“The individual matters so
much in this industry. The institu-
tions that have gotten into trouble
have had leadership that’s misdi-
rected,” said Kenneth Rosen, a pro-
fessor in the graduate school of
business at the University of Cali-
fornia at Berkeley who is an outside
director of Golden West.

Indeed, the main .concern
about Golden West on Wall Street,
is who will replace the Sandlers
(both of whom are 53) when the time
comes.

“It will be difficult to find a
successor to run the company as
efficiently as they do,” Gray said.



