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MUDGE ROSE GUTHRIE ALEXANDER & FERDON

180 MAIDEN LANE 2121 K STRELT, N, W,
WASHINGTON, D.C, 20037
NEW YORK, N, Y. 10038 202+429+9388

SUITE 2020
333 SOUTH GRAND AVENUE
LOS ANGELES, CALIF. 90071
213<613-UI2

212-510-7000

CABLE ADDRESS: BALTUCHINS -NEW YORK .
TELEX: WU 703729; WU 127889
TELECOPIER: 212-240-2688

12, RUE DOE LA PAIX
78002 PARIS. FRANCE
261-87-71

August 11, 1986

Director of Nuclear Reactor Regulation
Attention: Mr. George W. Knighton, Project Director
PWR Project Directorate #7
Division of Pressurized Water Reactor Licensing-B
Nuclear Regulatory Commission
Washington, D.C. 20555

Re: Application in Respect of Sale and Leaseback Transactions
by Public Service Company of New Mexico
Dated February 14, 1986 -
Palo Verde Nuclear Generating Station Unit 2
(Docket No. STN 50-529)

Dear Mr. Knighton:

In its "Filing by Public Service Company of New Mexico with
respect to Additional Financial Information, submitted under cover of
letter dated April 22, 1986 from Keleher & McLeod, P.A., Public
Service Company of New Mexico undertook (at page 8) to provide the
Commission with its and Bank of Boston Corporation's most recent
quarterly report on Form 10-Q. Enclosed herewith are such reports.
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i PDR ADOCK 05008359 ' §
1 - -

-1~

6091.30.2898.07:1 ; £¥d9(




: < - Ry
¢ 4ty ' A | a v ow SV

T I




) .
‘

If I can be of further assistance, please do not hesitate
to call.

Sincerely,
Y 7§’T
h

Timot Michael Toy

Copies with enclosure to:

Edward S. Christenbury, Esq.

Assistant General Counsel for Hearings
Nuclear Regulatory Commission

7735 01d Georgetown Road

Bethesda, Maryland 21930

Edwin J. Reis, Esq.

Deputy Assistant General Counsel
Nuclear Regulatory Commission
7735 01d Georgetown Road
Bethesda, Maryland 21930

Charles L. Moore, Esq.
Keleher & McLeod, P.A.
414 Silver Avenue, S.W.
Albugquerque, New Mexico 87158

Arthur C. Gehr, Esq.
Snell & Wilmer

3100 Valley Bank Center
Phoenix, Arizona 85073

6091.30.2898.07:1
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SECURITIES AND EXCHANGE COMMISSION
Vaihington, D.C. 20549
FORM 10-0
QUARTERLY REPORT UNDER SECTION 13 OR 15 (d) OF THE
SECURITIES EXCHANGE ACT OF 1934

. l . ) " b ‘ M .
For Quarter Ended March 31, 1986 Commission File Number 1-6986

PUBLIC SERVICE COMPANY OF NEW MEXICO

(Exact name of registrant as specified in its charter)

(] -

New Mexico §5-0019030
(State or other jurisdiction of (1.R.S. Employer Identification
incorporation or organization) Number)
Alvarado Square, Albuguerque, New Mexico ) 87158
(Address of principal executive offices) e (2ip Code)
Registrant’s telephone number, including area code C {505)_848-2700

Indicate by check mark whether thé registrant (1) has filed all
reports required to be filed by Section 13 or 15 (d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such
shorter period that the registrant was required to file such reports)
and (2) has been subject to such f£iling requirements for ‘the past 90

days. Yes_ . X._. No.o__

Indicate the number of shares outstanding of each of the issuer’s
classes of Common Stock, as of the latest practicable date.

n

Class Qutstanding at May 1, 1986
Common Stock - §5.00 pmr valpe 40,274,556 shares

Total number of pages in document:
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PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARIES
CONSOLIDATED STATEMENT.OF EARNINGS

(Unaudited)

-

Operating revenuest”
Electric + ¢ ¢« ¢« ¢ ¢ ¢ o &
688. T T R o o “uF
Vaters « ¢ o o o ¢ ¢ o o o

Total operating revenues
- - !

! o« ® s o
¥
> - L] »
>
« o
- - L d -
L 4 -* - *

Operating expenses: |
Fuel and purchased pover . . . .
Gas purchased for resale . . . ,
Other operation and|maintenance
Depreciation and amortization
Taxes, other than ifcome taxes
Income taxes « ' . § “ e e a

Total operating expenses . .
Operating income 4 « + . . .

*» ® ® e e
. @« & 9 @ ® °
e @ & 9 o o o
* o e v o o o o
* o @ » ® o *

Other income and dedu%tions, net of taxes:
Allovance for equity funds used during

* & & ¢ & o

* e @ & & ¢ o

Three Months Bnded’
= 1986 1985
l!n thousands except
per share amounts)

$100,131 § 97,919
97,162 89,348

2,086 . 1,330

11,435 12,391
64,764 63,537
52,161 36,648
- 14,818 13,218
L
‘14,526

1 101 147,34
"8 s

» @ ® * & o o
L] L J - > - > L 4 L]

Construction ¢ 0 ® 4 o &t 6 b 4 4 s e o v 10'129 l13’928
Deferved carrying costs on uncommitted electric .
generating capacitys ¢ o o 4 o i 0 00w 3,273 -
Equity in earnings of unconsolidated . ’
affiliates , + . T (733) 52
OLhEr & & v v v o8 v 0 v o v o b o b bt e e 752 (107
Net other income Qnd deductions. + « + ¢ o o o . 13,421 13 873)
Income before interest charges . o o 4 o o o o o o o -551333 55,122
Interest chargest ) .
Interest on long-termdebt . . o o ¢ o o o 4 . 23,959 28,085
Other interest chaTtges « « + v o 4 o v ¢ ¢ o o & o 980 1,928
Allovance for borroved funds used during ‘ .
construetion . i L S S S R S S Y S 3 938 5,465
Net interest charges . v v o v ¢ ¢ o s o o o v o é5,551> : ‘
Net @arnings « « « v ¢ o o o v @ o 0 s v 0 v 0w e 32,698 30,574
Preferred stock dividend requirements. . « « + o o+ 9,976 5,976

i
Net earnings applicable to common stock .

Average shares of common gtock outstanding

Earnings per share of icommon stock » . . .
|

¢

Dividends paid per share of common stock + « . .

See accompanying note£ to consolidated financial

’ 3
|

.. $.26,722 § 24,598

. 39,2727 36,356

voo T S 268 S ___,68
.: LY k| §===;é;%

sStatements.
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PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARIES
. CONSOLIDATED BALANCE SHEETS

o em ke k- pmmesw  med

ASSETS
Utility plant « o+ + « & , &

Net utility Pl?ﬂt L I N R T

]
Other property and investments
i
Current assets: :
caSh e 90 v ie ¢ o 8 6 4 & o
Temporary cash' investments .
ReceivableS"det " e 4 e s 0
Puel, materialls and supplies
Gas in undereﬁound storage .
Prepaid expenses .+ o . . .
Total current assets . . .
1

Deferred charge% N

CAPITALIZATION AND LIABILITIES
Capitalization:;
Common 8tO0CK ¢ v ¢ ¢ « o o o
Additional paid-in capital .
Retained earnings « +» , . . .
" Common stock equity . . . .
Cumulative preferred stock:

* & o =

® ®© @ @ o e o

e e o @

e e o e o

* e o e

. e, o o @

.« o o o

e v ¥ 2 4 4 =

Accumulated provision for depreciation

*« ¢ o e

» o = @ " o =

. ® e @
»

a ¢ e ®» o e o

- & o @

Vithout mandatory redemption requirements
Vith mandatory redemption requirements
‘Long-term deby, less current maturities .

Total capit?lization

Cutrent iabilities:

Short-tel’mdef.o.-........

Accounts payable

Acerued interpst and taxes .

Other current| 1iabilities .

Total currept liabilities .

!
Deferred crcdit? C o s e b e s

See accompany!ég notes to consolidated financial statenents,

T
]
v
H

]

® 4 0+ 0 ¢ v ¢ ¢

- Current maturities of long-term debt

& ¢ 0

& & 0

*

¢ & 4 * 0 0 4

* ® o 8 o e

4

* ® o o * o

e @ w o o e

® o ® ° 9 e @

» - - -

s @ o @ o o

e @« o o o o o

.« ® o »

* e e

x
> o

e o @ o o >

L 3 L] - -

* ® e e » =

e o o @
.

- - > e - L - L

L 3 - * »

® ¢ & o . e
. -

L J

$2,631,791

Harch 31, Dacgmbér 3,

(Unaudited). (Audited)
(In thousands)

424,177) 32'284'222 |
1 )
7,207,614 *55171,257
256,443 . 230,276
8,330 7,974
197,384 375,767
103,029 112,963
38, 490 42,002
10,299 12,112

5,880 6.778
35,222 557,596

38,285

-

50,909
$2,885,564  $3,010,238
$ 201,079 § 189,829

ggg,géz 588,415
: 198,703
;043,157 976,547
106,000 106,000
115,780 119,080
%L%%%L%%%L 1,143,355 |
£,300,637 2,345,382
955 49,435
83,895 ‘97,179
50,381 77,723
14,125 81,924
29,192 32,100
"17‘8'“5, 48 338,361
340,379 326,495
52,885,564 $3,010,238

R
an
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. PUBLIC SERVICE COMPANY OF NEVW MEXICO AND SUBSIDIARIBS
CONSOLIDATED STATEMENT OP CHANGES IN PINANCIAL POSITION

(Unaudited)
N ' Thrce Honths Ended
i . .
} In thousands)
FUNDS GBNERATED INTBRNALLY: .
Net earnings i $§ 32,698 $ 30,574
Charges (credits) to earnings not requiring funds: ’
Depreciation and amortization 17,198 15,313
Provision for nonﬁcurrent deferred income taxes, net 22,092 11,652
Investment tax crqdits, net 3,126 - 2,545
Allovance for’ equity funds ‘used during construction ( 10 129) ( 13,928)
Barnings of unconsolidatcd affiliates 1,455, 1,786
Punds derived fdom operations : ' 66 440 47,942
Less cash dividends 33, 737 32,025
Total funds generated internally 32,703 15,917
FUNDS OBTAINED FROM (ﬁPPLIBD TO) OUTSIDE SOURCES: . - ’
Sale of common stoc& - 67,249 11,993
Proceeds from pollugion control revenue bonds . 1,815 37,052
Increases in other long-term debt : 38,521 114,325
Decreases in other lbngbtetn debt ( 82,339) ¢ 71,692)
Increase (decrease) in short-term debt, net ( 48,480) 68,888
Proceeds from sale o; utility plant, net - 69,806
Dacrease in working capital, other '
than short-term de 83,041 14,399
Other l ; ( '20,660) . 2,995
Total funds obfained from outside sources ] 39,147 247,766
Total funds geherated $ 71,850' § 263,683
% . . : l-. _
CONSTRUCTION EXPENDITURES, INVRSTHENTS AND ACQUISITION:
Utility plant additi ng -8 42,334 § .39,228
Increase in other prpperty and investments 29,516 11,213

Acquisition of noncurrent New Mexico gas utility assets:

Property, plant and equipment- - 225,719

Other .assets - 5,329

Deferred credits -« ( 17,806)
Total construction expenditures, investments

and acquisition 5 71,05 $ 263,683

m-_
4 a

See accompanyinz noteslto consolidated financial statements
5
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PUBLIC SBRVICE’COHPANY OF NEW MEXICO AND SUBSIDIARIES
"~ NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(1) General Accounting Policies--In the opinion of management, the
accompanying unaudited [consolidated financial statements contain all adjust-
ments (consisting only of normal recurring mccruals) necessary for a fair .
presentation of the tiquncial statements, The accounting policies followed by
the Company are set forth in Note (1) to the Company’s consolidated financial
statements in the 1985 annual report to stockholders vhich are incorporated by
reference in the Company’s annual report on Form 10-K for the year ended
December 31, 1985 filed with the Securities and Exchange Commission (the"1985
Form 10-K"). .

(2) Acquisition of Natural Gas Utility Assets--The Company. acquired
substantially all of tne Newv Mexico gas utility assets (the "New Mexico Gas
Properties®) of Southern Union Company on January 28, 1985.- The following
unaudited pro forma information (in thousands except per share amount) for the
three montha ended March 31, 1985, shows the results of operations as though
the purchase of the Nev. Mexico Gas Properties had occurred at the beginning of
the period. (See Note (3) below.) -

1 oes e

‘Operating Re&enues ) $226,945
Net EarningsI oo § 33,544 -
Barnings per: Share , $° 6

Pro forma expenses are adjusted only for the costs which are directly
attributable to the ncqbisttion. No changes to revenues or expsnses have been
rade to raflect the results of any modification in operation that might have
been made by the Company. Pro forma data, as required by the Securities and
Exchange COpmission.latF provided for comparative purposes and are not neces-
sarily indicative of actual results that would have been achieved had the

acquisition beon'at-the!beginning of the period, or of future rasults.

(3) ReclasaifieatiLn of Southern Union Gathering Company--Since the
January 28, 1985 acquisition, Southern Union Gathering Company, acquired by
Sunbelt Mining Company,| 8 wholly ovned subsidiary of the Company, had been
shown as utility in the, consolidated financial statements. Starting in the
first quarter of 1986, ﬁouthern Union Gathering Company has been reclassified
as non-utility in the accompanying unaudited consolidated financial state-
ments. All prior poriogs included in this report, including the pro forma
information presented alove, have been reclassified for comparability. .

(4) Common Stock Iksue--On Pebruary 4, 1986, the Company issued 1,800,000 -
shares of common stock to the public through undervriters. Net proceeds from
the gtock offering vere| approximately $53.2 million. The Company {s utilizing
the cash proceeds ‘to fupd its construction program and to repay short-térm
borrowvings.
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PUBLIC SERVICE COMPANY OF NEW MEXICO AND SUBSIDIARIES
MANAGEHENT’S DISCUSSION AND ANALYSIS OF
PINANCIAL |CONDITION AND RESULTS OF OPERATIONS

*

LIQUIDITY AND CAPITAL [RESOURCES

The Company’s detailed construction program and financing requirements have
been discussed under "Utility Construction Program” and "Funding and Trans-
actions"in the 1985 Form 10-K.

Generally, the Company finances its construction program through:a combination
of internally generated funds and proceeds of short-term borrovings which will
subsequently be repaid through short-term and/or long-term f£inancings. The
Company’s utility congtruction expenditures, inecluding allovance for funds used
during construction (®APUDC"), are estimated at $224 million for 1986. The
Company currently estimates the 1986 external funding requirements to be
approximately $155 million. In order to meet its 1986 external capital
requirements, the Company issued, in February 1986; 1.8 million shares of
common stock with net proceeds to the Company of $53.2 million. Algo, the
Company expects to generate $47 million from its stock plans and plans to uti-
lize short-term borrovings of $50 million and $5 million of proceeds from
various pollution control financings. The Company proposes, in:1986, to enter
into one or more sale pnd leaseback transactions vith respect to fts 10.2 per-
cent undivided interest in Palo Verde Nuclear Generating Station ("PVNGS") Unit
2 and the remainder ofl its interest in Unit 1. . :

The Company has unused| and readily available lines of credit and reyolving
credit arrangements ampunting to $220 million. In addition, the Company has on
file vith the Securities and Bxchange Commission a shelf registration statement
under which the Company can issue an additional 200,000 shares of common stock.
The Company intends to|redeem or purchase approximately $250°'million principal
amount of its first mortgage bonds. The Company is also currently planning the
redemption or purchase|of up to $93 million stated value of its outvstanding
preferred stock. '

The Company’s capital structure at March 31, 1986 consisted of 46.5 percent
long-term debt less current maturities, 4.9 percent preferred stock with man-
datory redemption requirements, 4.5 percent preferred stock without mandatory
redemption requirement# and 44,1 percent common stock equity.

-~




. RESULTS OF OPERATIONS

‘Operating income taxes

c el N . _ '
Earnings per share of common stock for the quarter ended March 31, 1986 were

68¢, unchanged from the

corresponding quarter of last year. Net earnings .

for the first quarter of 1986 totaled $32.7 million, an increase of $2.1 .
million from the same quarter a year ago. The following discussion highlights

the significant factors

vhich have an impact on the results of operations.

Blectric operaiing revenues for the first quarter of 1986 increased $2.2

" million from the same quarter a year ago, due primarily to an increase in

revenues fronm commercial customers, vhich was partially offset by a decrease
in sales to wholesale customers. )

Gas operating revenues increased $7.8 million in the first quarter over the

same quarter last year
included in the curren

This increase §is due to three months of operations
quarter vhile the same quarter of 1985 included only

tvo months of operations after the acquisition of the New Mexico Gas Pro-
perties on Janusry 28,1985, Hovever, gas operating revenues for the tvo

< months ended March 31,1986 decreased $31.7 million from the comparable period

of the previous year d'e to decreased consumption by large industrial cus-
tomers, lover gas purchase costs and mild temperatures experienced during the

current quarter,

x

Other operation and maintenance expense for the current quarter increased $15.5
million over the same quarter last year. The major portion of thiz increase

vas attributable to th

commercial operation of PVNGS Unit 1 beginning in

January 1986 and lease |payments incurred for the leased portion of Unit 1.

for the current quarter decreased $8.6 million from the

corresponding quarter last year as a result of tax benefits related to PVNGS

Unit 1,

Allovance for equity funds used during construction decreased $3.8 million in
the current quarter from the same quarter a year ago, due to the commercial

operation of PUNGS Uni
inventoried capacity ve
item vas recognized in

Equity in earnings fronm

1 in January 1986, Deferred carrying costs on
re $3.3 millfon in the current quarter while no such
the same quarter s year ago.

subsidiaries decreased $3 miliion from the.corres-

ponding quarter due prgmarily to a greater loss from the medium-density
fiberboard manufacturing plant and reduced sales by Sunbelt’s gas gathering

operations.

Interest charges for th
period a year ago as aJ
gage bonds in September

N ¥ v

e current quarter decreased $3.1 million from the same
result of the retirement of $50 million of first mort-
198§ and $70 million of notes payable in January 1986.

8







Iten 5.

I

® ®
i
i N
|
|

PART 11 -~ OTHER INFORMAT1ON

Other Inéormation

}
Palo Verde Nuclear Generating Station Unit 2 License

On Apri{ 23, 1986, the Nuclear Regulatory Commission ("the
NRC") authorized the NRC staff to issue, ‘ubject to certain
conditions, a full power operating license for PVNGS Unit 2,
thus Temoving the 5 percent restriction ‘on  generating
capability which had been imposed earlier. The full power
operating 1license was subsequently issued, superseding the
license previously issued in December 1985 which contained the
low powef limitation. Operdtion of Unit 2 at increasing power
levels {'s expected to commence in May 1986, with firm power
operation anticipated to be achieved in the third quarter of
1986, [(See "Electric Operations--Sources of Power--Nuclear
Plant" udder Item l1--"Business" in the 1985 Form 10-K.)

Palo Verde Nuclear Generating Station Audit

As teported previously (see '"Recent Developments" under
Iten l--Business” in the 1985 Form 10-K), the New Mexico
Public Service Commission (the "Commission") has joined with
the utility regulatory bodies of Arizona, California and Texas
in spongoring an independent audit of PVNGS management and

construction costs. In 1985, the Company agreed ‘to participate

in the audit and to fund a portion of the audit expenses with
the understanding that the study would be balanced and
objective. The Company now believes that the orientation of
the audit has changed and that the audit will not produce
balanced| and objective conclusions. As & result, the Company
adviged the Commigsion in April 1986 that it was withdrawing
from participation in and further funding of the audit.
Another |PVNGS participant, El Paso Electrie Company (“El
Paso"), |also sannounced its withdrawal  from the audit in
April 1986, Subsequently, the Commission's staff f£iled a
petition| for an order to show cause why the certificate of
convenience and necessity granted by the Commission in 1977,
which permits the Company to participate in PVNGS, ghould not
be amended to condition such certificate -on the Company's
continued participation in and funding of the audit, The
Commission issued the order requested by the Commission's staff
and scheduled a hearing on the matter for late May. The
Company understands that the Commission imsued a similar order
concerning El Paso, ’

Palo Verde Nuclear Generating Station Penalty

By letteyx dated May 5, 1986, the NRC sent a Notice of Violation
and Proposed Imposition of Civil Penalty (the 'NRC Notice")
notifying Arizona Public Service Company ("APS"), the PVNGS

,operating agent, that the NRC propeses to impose a $100,000

i 9
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1tem 6,
(a)

(b)

- * ®
°
I .

civil Aenalty for violations categorized in the aggreéhte as a
"Severity Level I1I" problem (on 2 scale of I to V dn
accordance with the "General Statement of Policy and Procedure
for NKC Enforcement Actions"), The NRC Notice relates to
deficiencies noted by the NRC during security inspections at
PVNGS from February 11 to March 13, 1986. The base civil
penalty; for a Severity Level III problem is $50,000, . The NRC
indicatéd that the proposed civil penalty was doubled. because
APS hadi prior notice of similar problems and because several
violatiéns involved multiple examples. The NRC requires APS to
reapond‘and. among other things, either to pay or to protest
the civil penalty within 30 days of the NRC Notice, The
Company | understands that APS is currently evaluating its
response to the NRC Notice. .

Exhibits! and Reports on Form 8-K N

Exhibits

None. |

Reports on Form 8-K:

During the quartér ended March 31, 1986 the COmp&ny filed, on '

the date% indicated, the following reports on Form 8~K:

ch%rt dated Decewber 31, 1985, and filed on January 14,
1986, relating to consummation of three sale and leaseback
tranpactions relating to the Company's interest in PVNGS
Unit| 1. .

Report dated February 24, 1986, and filed on March 3,
1986| (a) relating to an application filed with the Commig-
sion|seeking guthority to (1) enter into one or more sale
and leaseback trangactions with respect to the Company's
-undivided ownership interest in PVNGS Unit 2, (2) enter
into |s sale and lesseback transaction with dn affiliace of
the Company with respect to up to all of the Company's
repaining undivided ownership interest in PVNGS Unit 1 and
(3) reorganize into a holding company structure and (b)
containing audited consolidated financial statements.
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Signatures

Purguant to the feLuiremen:e of the Securities Exchange Act of 1934, the

Regigtrant has duvl
undersigned thereu

)

Date: May .i}_. 198?

Date: May [3, 1986

caused this report to be signed on its behalf by the
to duly authorized.

PUBLIC SERVICE COMPANY OF NEW 'MEXICO
(Kegistrant)

.
Wi Ufi. -
/M. A, Alifton "
Vice Fresident

Corporate Financial Planning

(Chief Accounting Of icar)
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Consnlidated Financial Summary - (dollars in millionms, "!eot share amounts)

(Taxable equivalent basis)

(uarters Endged Marech 31 Maren 31 December 31
1786 1y8> 1985

Net interest revenue after .
provision for credit losses $ .219,7 $  177.2 $ 219.8
Other operating income . 138.8 T 96.2 - 117.6
" Other aperating expense 256.2 187.8 257.1
Net income 52.4 . 43.9 43.8
Loans and Iease financing 20,299.2 14,942.8 19,621.3
Total assets 28,390.0 . 22,615.9 28,296.3
Depasits - 18,885.4 14,552.2 19,214.1
TJotal stockholders' equity 1,515.2 1,221.3 “1,474.6

Per common share (1):

Net income: :
Primary $ 1.23 $ 1,10 $ 1.03
Fully diluted 1.18 1.10 1.03

Dividends declared .33 30 33

Book value (at perind end) 33.17 30.16 32.30

Common stock price range:

Low 29 . 19 7/8 22
High 39 1/8 23 3/4 31 1/4
Selected ratios (annualized): )

Return on average assets T7% ' 79% .68%

Return on averane
common equity 15.29% 15.05% 12.78%

Primary capital 6.67% 6.80% 6.52%

Total capital 9. 42% 8.18% -8,03%

(1) All per common share amounts reflect the two-for-one stack split effective
March 31, 198&. .
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1 . Consolinated Ha'ce Sheat

s (in thousands, excent share amounts)
.:'; »:?‘) » -
K il o T T March 31 Decemoer
ASTETS. 1986 19;
i; Cash and vue from banks ‘ $ 1,684,447 $ 1,859,05
-233 Interest -bearing deposits in other banks 1,699,326 2,102,07
J%g% Federal funds sold and securities purchased : )
'EEI under agreements to rescll ' 149,317 199,34
AT . ’
B Trading account securities (market value of
3 $194,100 in 1986 and $638,000 in 1985) 193,131 637,31
if&g Investment securities: .
bR U.S. Treasury 921,072 856, 1
S U.S. Government agencies i ,
"ggﬁ ] and corporations 815,373 116, 7:
i § ". States and political subdivisions 273,833 166, 5¢
e Other . 559, 809 471,0;
e Total investment securities (market value
of $2,664,000 in 1986 and $1,939,000 in )985) 2,570,087 1,910,4"
. Loans. and leaéé financing (net of, unearned income . ’
..-of $210,213 in 1986 and $223,437 in 1985) 20,299,315 19,621, 2.
Reserve for possible credit losses (Note B) ' (328,659) (313,6
19,970,656 19,307,6
Precious metals assets 144,147 166,5
Premises and equipment . 441,970 443,8
Due from customers on acceptances 50).,980 656,9
Accrued interest receivable 348,873 346,1
Other assets ) 686,051 667,0
) FOTAL ASSETS e e 528,389,985 8,296,

’

The accompanying notes are an integral part of these financial statements.
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March 31

December 3}

LIABILITIES AND STOCKHOLDERS' EQUITY

1986

1985

Deposits:
Domestic offices:
Non-interest bearing

$ 3,825,828

$ 4,102,150

Interest bearing - . 9,280,254 9,254,496
Overseas offices:
Non-interest bearing 332,301 309,892
Interest bearing 5,447,054 5, 547,)20
Total deposits 18,885,447 19,214,058
Funds borrowed: .
Federal funds pufchased 1,920,238 2,055,291
Term federal funds purchased 922,365 306,740
Securities sold under agreements to repurchase 854,550 982,058
Commercial paper... . 1,099,156 1,136,021,
Other funds horrowed 798,313 959,505
Acceptances outstanding 502,570 661,904
Accrued and deferred income taxes 102,423 103,753
Accrued expenses and other liasbilities 829,697 797,557
Notes payable (Note C) 960,034 604,866
TOTAL LIABILITIES 26,874,/9% 26,821,755
Commitments & Contingent Liabilitjies (Note D)
Stockholders' Equity: _
Preferred stock without par value:
Authorized - 10,000,000 shares .
Issued - Series A - 1,045,712 shares 52,286 52,286
Series B - 1,576,068 shares 78,803 78,803
Series € - 775,390 shares 77,539 77,539
Common stock: '
Par value - $2.25 per share in 1986 and
° $4,50 per share in 1985
Authorized - 100,000,000 shares in 1986
and 40,000,000 shares in 1985
Issued - 39,350,990 shares in 1986 ) ‘
and 19, 440 807 shares in 1985 88,630 88,187
Surplus. 216,021 211,130
Retained earnings 1,006,830 971,450
Cumulative translation adjustments (4,917) (4,808)
TOTAL STOCKHOWDERS' EQUITY 1,515,192 1,474,587
528,299,985 525,296,300

TOTAL LIABILITIES AND STOCKHOLDERS' CQUITY
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' Consolicarad Star.e.'. of income

(in tnousands, except share amounts)

Pt
—

" Quartérs Ended March 3.

1986 18!
interest income: ‘
Loans and lease financing,
including fees $622,133 $578, 50
Trading account securities 10,512 28,69¢
Investment securities 61,189 61,84,
Federal funds sold and securities
purchased under agreements to resell 25,406 46,47,
Deposits with banks 53,204 72,22
Precious metals 3,289
Total interest income 775,735 787, 69
Interest expense:
Deposits of domestic offices 170,981 116,06
.Deposits of overseas offices 170,8%4 221,04
Funds borrowed 176,204 253,70
Notes nayable 19,121 11,27
Total interest expense 537,200 602,09
Net interest revenue 238,553, | 185,60
Provision for credit losses (Note B) 35,000 20,00
Net interest revenue after pravision
for credit losses 203,533 165, 6C
gcher operating ancome:
Financial service fees 50,328 39,7C
Trust and agency fees 28,453 18,92
Trading account profits and commissions 4,263 2,1
Investment portfolio gains 3,981 s
Other income 51,798 34,92
Total other operating income 138,833 96,2
Other operating expense:
Salaries 110,137 79, 4L
Employee benefits 25,486 19,4:
Occupancy expense 23,583 17,2(
Equipment expense 21,994 15,4¢
Other expense 74,961 56,2
Total other operating expense 256,161 187,8.
income before income taxes 86,205 74, 0.
Provision for income taxes 33,831 30,0t
NET_INCOVE. I i} § o7, 374 3 43,5
Per common share (Notes E and F):
Net income: .
Primary $ 1.23 $ 1.
Fully diluted $ 1.18 $ 1.
Dividends declared $ .33 $ .

Average common shares outstanding (Note F):
Primary .
Fully diluted

39,304,162 28,692,2
41,611,372 38,632,¢

-

The accompanying notes are an integral part of these financial statements.
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Consolidated.d Parent Company Statement of (.1965 in Stockholders' Equity

(in thousands)

Quarters Ended March 31

.- 1986 1985

Balance, beginning of period R $1,474,587 $1,185,444
Net income 52,374 43,930
Common stock issued in connection with:

Dividend reinvestment plan - ' 3,664 3,057

Employee benefit plans ~ 1,670 707
Cash dividends declared:

Preferred stock - Series A (1,056) (1,234)

Preferred stock - Series B . . (1,545)

Preferred stock - Series C (1,411) :

Common stock o T T (12,982) (11,628)
Translation adjustments, net of tax (109) 1,034
Balance, end of period $1,515,192 $1,221,310

The accompanying notes are an integral part of these financial statements.
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) . - Consolidated Statement of Changes in Financial Position

o

PR

— (in thousands)

.

Quarters tEnded March 21

14986 1980
funds were provided from:
Net income . $ 52,374 $ 43,930
Non-cash charqes included in nst income:
Provision for credit losses 35,0Q0 20,000
Depreciation and amortization . 13,682 T 9,777
Deferred income taxes 1,797~ 9,071
Funds provided from operations 102,853 82,778
Increase ine .
Funds borrowed 155,007 1,453,468
Notes npayable 355,168 349
Decresse in:
Cash and due from banks 174,553 377,937
. Interest bearing deposits in other banks - 402,704
Federal funds sold and securities purchased
under agreements to resell 50,048 274,175
Precious metals assets 22,357
- Due from customers on acceptances 154,983 165,109
Issuance of common stock 5,334 3,764
o $1,423,007 32,357,589
Funds were used for:
Cash dividends declared: .
Preferred stock $ 4,012 $ 1,234
Common’ stock 12,982 11,628
Increase in: )
Interest bearing deposits in ather banks 149,762
Investment and trading account securities 216,111 315,421
Loans and lease financing 697,995 « 369,068
Oecrease in:
Deposits 328,629 706,088
Acceptances outstanding 159,334 172,848
Other, net 3,944 131,53}

1,573,007,

37,357,580

The accompanying notes are an integral part of these financial ;tatements.
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. Parent Company Balance Shceb

(in thousands)

March 31 December 31 -
HSSETS _ 1986 1985
Cash and due from banks $ 79,560 $ 873
U.S. Treasury securities (market value of
$508,300 in 1986 and $504,500 in 1985) 499,982 © 499,982
Loans (net of reserve for possible credit losses
of $2,000 in 1986 and in 1985)" 118,817 112,000
Advances to subsidiaries: .
Bank subsidiaries 22,082 11,435
Nonbank subsidiaries 1,470,482 1,246,037
Investments in subsidiaries:
Bank subsidiaries 1,498,724 1,463,632
Nonbank subsidiaries / 237,016 228,327
Accrued interest receivable:
Subsidiaries 6,097 5,338
Other 11,981 22,667
Other assets 11,999 9,253
TOTAL -ASSETS . _ $3,956,740 $3,599,514
LIABILITIES AND STOCKHOWERS' eQUITY
Funds borrowed $1,565,385 $1,597,881
Dividends payable 12,982 12,934
Accrued interest payable:
Subsidiary 11,590 8,159
Other 9,212 11,734
Advance from nonbank subsidiary 90, 000 90,000
Notes payable 750,000 400,000
Other liabilities 2,379 4,219
TOTAL LIABILITIES 2,441,548 2,124,927
TOTAL STOCKHOLDERS' EQUITY 1,515,192 1,474,587
TOTAL LIABILITIES AN) STOCKHOLDERS' EQUITY 83,956,740 $3,599,514

The accompanying notes are an Integral part of these financial statements.
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(in thousands)

(uarters £nded March 31

‘ 1948 1985
~ Operating iAcome:
Dividends from bank subsidiaries o TOTEY,918 $ 773
Interest income:
U.S. Treasury securities 10,570 .. 19,990
Loans e I 4,029 4,605
Advances to nonbank subsidiaries 29,244 21,586
-Total operating income T T e © - 5376} 46,954
Operating expense:
Interest expense:
Funds borrowed . . 29,219 34,667
Advance from nonbank subsidiary * 3,43 3,431
Notes payable . . 12,909 7,102
ther expensg - 8 49
Total operating expense 5,567 15,249
Income before income taxes and
equity in undistributed net income .
of subsidiaries . 8,194 1,705
Provision (benefit) for income taxes + . (864) 506
Income before equity in undistributed .
net income of subsidiaries . 9,058 1,199
Equity in undistributed
net income of subsidiaries 43,316 42,731
NET INCOME, . ..o o e 352,374 $43,930

The accompanying notes are an inteqral part of these financial statements.

10




Parent Cﬁany Statement of Changes in Firﬁcial Position
. . o (in thousands) -

- . u Quarters Ended March 31

— 1968 1785
Funds were provided from:
Net income $ 52,374 $ 43,930
Less equity in undistributed net income of
subsidiaries 43,316 42,731
Funds provided from operations 9,058 1,199
Increase in: ... ..~
Funds borrowed 773,166
Notes payable 350,009
Oecrease in loans 23,900
Issuance of common stock 5,334 3,764
Other, nct 6,268
i . $370,660 $802,029
' Funds were used for:
Cash dividends declared:
Preferred stock $ 4,012 $ 1,234
' Common stock 12,982 11,628
" Increase in: ‘
Cash and due from banks 78,687 3,755
U.S. Treasury securities 704,943
Rdvances to subsidiaries 235,092 58,488
Loans ‘ 6,817
Decrease in funds borrowed 32,496°
Increase in jnvestments in subsidiaries. 574 " 1,034
Other, net 20,947
; “ s $370,660 ___ $802,029

ot e am—— et e e o
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The accompanying notes are an integral part of these financial statements.
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3‘3 Le Sonsolisated Tingacial f-'.t.""'rm*—'.-_.

The accompanying consalidated and oarent. company financial statements of Bank of
Boston Corporation (the "Corporation") are unaudited. In the opinion of
management ," a¥F adjustment.s (consisting only of normal recurring aajustments)
necessary for a fair presentation of the information containad nerein have been
made. Certain prior period amaounts have been reclassified for comparative
purposes.  This information should be read in conjuncticn with the Corporation's
1985 Annual Report on form l0-K.

Reserve for Possible Credil Losses:
An analysis of changes in the consolidated reserve is as follows:
Quarlers Ended March 31

1986 1985
(in thousanos)

Balance, beginning of period $313,664 $242,384
Provision ‘ : C 35,000 20,000
Credit losses (29,228) (21,960)
Recoveries » . 9,225 6,971

Net credit losses (20,005) (14,989)

Balance, end of period,, _$328,659  $247,395

Notes Payable:

On Jsnuary 30, 1986, the Corporation issued $100 million principal amount of

7 3/4% Convertible Subordinated Debentures maturing June 15, 2011. The
Debentures are unsecured obligations of the'Corporation, convertible at the
option of the holder into common stock of the Corporation al $35 1/8 per share,
subject to adjustment in certain events, and are redecmable at the option of the
Corporation at prices decreasing from 107.75% in 1986 to 100.78% in 1994 and
thereafter at 100% of the principal amount plus, in cach case, accrued.interest.
Interest is payable semjannually on June 15 and December 15 of cach year.

On February 10, 1986, the Corporation issued $250 million principal amount of

Subordinated Floating Rate Notes maturing in-February 2001. Interest is payable
at 1/8 of 1% over the London interbank offered rates ("LIBOR") for three-month
Eurodollar deposils, with such rate determined quarterly. Such interest is
subject to a minimum rate of 5% per annum and a maximum rate of 19 3/4% per
annum, At March 31, 1986, the inierest rate was 8 3/16%. The Notes may be

redeemed at the option of the Corporation at 100% of the principal amount on and

- after the interest payment date in Feb-uary 1%29.

12
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Commitmpnts and Contingent Liabilities:

In the normal course of bus;ness there are outstanding a number of commitments
to extend credit, letters of cr9dit quarantees and letters of indemnity, as well
as obligations ro]ated to bankers dcceotances particinated to otner financiail
institutions and agreements to purchase or sell securities, foreign exchange or
interest. Certain of these commitments represent various degrees and Lypes of
risk to the Corporation including credit, interest rate, foreign exchange rate
and liquidity risk. In many cases, the commitments involving interest and
foreign exchange result from decisions t.0 hedge overall interest rate and foreign
exchange risk. In the opinion of management, the Corporation's outstandinq
commitments do not represent unusual risks for the Corporation and loss if .
any, resulting from them will not be material’.

The Corporation and its subsidiaries are defendants in a number of legal
proceedings arising in the normal course of business. Management, after

reviewing all actions and proceedings pending against or involving the
Corporation and its subsidiaries, considers that the agyregate liability or loss, .
iftanz,lresultinq from the final cutcome of these proceedings will not be
material. .

Net Income Per Share:
Primary net income per common share is compuéed by dividing net income,‘reduced

by preferred stock dividends, by the weighted averdge number of common shares
outstanding for each period presented.

Fully diluted net income per common share is computed by dividing net income
reduced by preferred stock dividends and increased by the interest, net of income
tax, recorded on the Corporation's convertible debentures, by- the weighted
average number of common outstanding shares for each per101 plus amounts
representing the dilutive effect of oulstanding stock options and the dilution
which would result from conversion of the Corporation's convertible debentures.

Stock Split:

At the Corporation's annual meeting in March, 1986, the stockholders authorized
an increase in the number of common shares from 40,000,000 to 100,000,000,
changed the par value of each authorized common Jhare from "$4.50 to $2 25 and
approved a two-for-one stock split, effective March 31, 1986. Average
outstanding common shares and per common share data have been retroactively
restated to reflect the stock split.

13
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AND BCSULTS OF OPERATIONS

T . SUMMARY-QF RESULTS QF OPERATIONS

The Corporation reported net income for the quarter of 352.4 million, up 19%
from $43.9 million reported in the same period last year. nNel income por
comnon share was $1.23, 12X higher thon the $1.10 reported in the first
quarter of 1985, both reflecting the two-for-one stock split effective Maren
3}, 1986. On a fully diluted hasis,-earnings per common share for the first 3
quarter was $1.18 compared with $1.10 a year ago. Earnings per cofmon share
is being renorted on a fully diluted basis for the first time as a result of
issuing $100 million of convertible debentures in January, 1986. Improvements
were experienced in both nel interest revenue and other operating income. In
addition, the acquisitions of Colonial Bantorp, Inc. (!Colenial") in June,
1985 and RIHT Financial Corporation (“RIHT") in November, 1985 contributed to
earninas per share. .

Rs compared with fourth quarter 1985% net income for first quarier 1986 was un
by $8.6 million or 20%. Earnings per common share was up $.20 from the $1.03
reported in the fourth quarter and on.a fully dilutivé basis, earnings per
common share was up $.15 from fourth quarter's results. The increase in net
income was subslantially the result of higher other operating income. 1In
addition, higher ‘net interest revenue and lower other operating expense woere
offset by a higher provision for credit losses..

* NET INTEREST REVENUE - (FULLY TAXABLE EQUIVALENT BASIS)

The discussion of net interest revenue should he read in conjunction with the
Analysis of Changes in Net Interest Revenue by Volume, Rate and Time and the
Average Balances and Interest Rates and Interest Differential analysis on
pages 23 and 26. For purposes of this review, income that is either exempt
from federal income taxes or taxed at a preferential rate has been adjustaed to
a fully taxable equivalent basis. The adjustment of income to a fully taxable
equivalent basis has been calculated assuming a federal income tax rate of 46%
and adjusting for applicable state and local income taxes, nct of the related
- federal tax benefit. l .
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The following table shows a.nalysis of net interest revenu.y United States and

International Operations for the first quarter of 1986 as compared with the first quarter

of 1985 and the fourth quarter of 1985. It also presents the adjustment to reflect net

interest revenue on a-fully taxable equivalent basis. 2

-
—

. Increase (Decreasse)
First Quarter 1986
Compared with

First fFarst Fourth First Fourth
uarter Quarler Quarter Quarter (@uarter
1986 1985 1985 1985 1985

(in millions)

United States Operations:
Net interest reyenue before provision ‘ ‘ .
for uncollectible income . $201.6 $143.4 $183.8 $58.2 $17.8

Taxable cquivalent adjustment 16.0 11.2 13.3 4.7 2.7
Net interest revenue before provision’
for uncollectible income* 217.6 154.7 197.1 £2.9 20.5
Less: Provision for
uncollectible income 11.2 8.4 8.4 2.8 2.8
Net interest revenug* 206.4 146.3 188.7 0.1 17.7

International Operations:

Net interest revenue before provision

for uncollectible income 50.4 56.5 © 59,7 . (6.1) (9.3)
Taxable equivalent adjustment .1 © .3 2 . ( .2) ( .1)
Net' interest revenue before provision ‘

for uncollectible income* 50.5 56.8 - 59.9 (6.3) (9.4)
Less: Provision for |

uncollectible income 2.2 5.9 3.8 " (3.7) (1.6)

Net interest revenue* - - 48.3 50.9 56.1 (2.6) (7.8)
Net interest revenue--consclidated* 254.7 197.2 244.8 57.5 9.9
tess: Provision For-credit losses 35.0 20.0 25.0 15.0 10.0

set interest revenue after provision

for credif losses* i S219.7 $177.2  $219.8 . _$42.5.. % (.1)

% Taxable.equivaleht basis.
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Net jnterest revenue from Ungeeec States Operasions for tne “isst cuarter of
1986 improved $60.1 million 41% as compared with the corr.r,ncing peciod
last year. Colonial and RIHT, acauired in June and Novemner ot 1985
respectively, contributed $43.8 million of the increase.. Excluding tne effect
of the acquisitions, net interest revenue was up 1% as a resull of higher
domestic loan volumé of$2.2 billion ang greater domestic loan fees of %8
million.

. First quarter 1986 results as compared with fourth quacter 1985 results was up
$17.7 million or 9%. RIHT, which completeg its first full quarter as a
subsidiary of the Corporation, contributed $12 mijlion to the increase. The

_ balance of the increase is primarily attributed to higher domestic loan volune.

Net Intercst Revenue from International Operations

Net intercst revenue from International Operatjons decreased slightly in the
first quarter of 1986 as campared with the same period last year, with a
decline of $2.6 million., The decrease was the result of a decline in total
average earning assets, substantially the result of planned reductions in
interest~bearing deposits in other banks, and a 10 basis point reduction in
interest rate margin. Moderating these declines was a reduction in the

. pravision for uncollectible income of $3.7 million.

As a result of the-Argentine govermment's new cconomic plan implemented in
June 1985, which dramatically reduced jnterest rales, both interest jncome and
interest expense from International Operations declined compared with the
first quarter of 1985. The effect of these reduced rates on net interest
revenue was negligible. o

Compared with the fourth quarter 1985, net interest revenue declined $7.8
million or 14%, due to a decline In the jnterest rale margin-of 47 basis
points.

Summmary of Factors Causing Chanaes in Net Interest Revenue
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lncrease (Decrease) in

L hIk:

| Average - Average
{ ’ Loans and ' Other
Lease Earning
Financing Assets Spread
- (basis
(in milliens) (in milliens)  points)
First Quartér 1986 Compared
with First Quarter 1985 .
United States Operations $5,019  48% $257 11 % 29 10%

nointﬁggﬁ.
3]

International Operations 200 __5- (331) (14) 38 2
wLonsplidated .. £5.219 . 36% §(20) (% _ 73 36%
First Quarter 1986 Compared
with Fourth Quarter 1985

United, States Operations $1,711  12% $236 10% 12 4%

International Operations 60 -1 34 2 (&8) (17)

5768 6% (L 0%

Conspl idated . VLI 0%
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INTERNATIONAL QUTSTAND INGS

At March 31, 1986, international outstandings represent approximately 25% of
the Corporation's consolidated total assets. Included in these outstandings
are deposits in other banks, resale agreements, investment and trading account
securities, loans amd lease financing, amounts due from customers on
acceptances and accrued interest receivable. TYotal cross-border qutstandings
represent approximately 15% of consolidated total assets at March 31, 1986.
Cross-border outstandings are defined as amounts payable to the Corporation in -
U.S. dollars or other non-local currencies, plus amounts payable in local
currency but funded with U.S. dollars or other non-local currencies. Excluded
from the computation of cross-border outstandings for a given country are (a)
local currency outstandings funded locally and (b) U.S. dollar or other
non-local currency outstandings reallocated as a result of external guarantees
or cash collateral. :

Cross-border outstandings in countries which individually exceed .75 percent
of consolidated total assets at March 31, 1986 are approximately as follows
(certain information for December 31, 1985 is presented for comparative

purposes):
IYRCFINE (o q‘m-n hateh

smieeh 3, 1904 Qucertinr 31, 1985 I LTS A Tl 1 0054 {3)

Curitity LYY (0D M D) (s i /-l (7 7y “Macen S, ludh T TUecentar 31, av8s  TWareh Si, tvaR
(doT1d15 In millicns) -

Arqentina $130 $125  330% $3530 1.0X 1.7% $ v
Hrazil \RY $ 25 110 320 320 1. 1.1 10,
Canwoa Iy )40 17) B ) T 370 H 1.3 %
Japan L 210 50 260 190 .9 .7
Moxico . 110 3] 110 205 249 4 N 0
Suth Kotea 30 145 50 229 265 R .9 «0
unitan Kingoom 5 160 425 %) 640 2.1 2.3 104
wast Carmny 480 75 140 295 289 1.0 1.0 10

1) Included within public are cross-border outstandings to central
governments and their agencies, central or government development
banks, state and local foreign governments and non-bank commercial
enterprises majority-owned by central governments. Excluded are banks
owned by foreign governments that do not function as central banks or
banks of issue. .

(2) Included within banks are cross-border outstandings to (a) private
banking institutions and (b) banks owned by a foreign government other
than central banks or banks of issue.

(3) Included within commitments are letters of credit, the undisbursed

portion of loan commitments and guarantees. Amounts presented are net
of reallqcations.
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All of the overseas afivitics of tne Cornoration's sug@ciaries are sabject
to the political cond®ons in. and economic and rvqul y volicies of, the
covernnents of the countries in which tne activities are ccnoucted, inclucing
the policies of such aqovernments toward indebteoness to foreign lenders,

toward private~ ngg;ness. and towaro the uUnited States. .

In addition, high rates of inflation and local, regional and worlawide
recessionary conditions of varying geqrees of severily affect local econumies
and. governments and accordingly may also affect overseas activities.

Moreover, from time to time, conditions in a country may be such that, due to
foreign exchanqge liquidity problems, currency restrictions or other situations
unrelated to normal credil risk, nen-local currency deot service payments are
not made as oriainally scheduled. Currently, such conditions exist in a
number of countries throughuut the world, including three countries whnse
cross-border outstandings indfvidually-exceed .75% of consonlidated Lotal

ssets at March™31,71986 (Afgentina’,-Brazil and Mexicao).

ARGENTINA S

Argentina is currently dis cuss;nq 1986 financial xcquiromont including
additional lending and the rescheduling of external debt maLurjnq subsequent
to December 31, 1985, with hoth the International Monetary Fund ("IMF") and
its internaLlnnal lenders.  Approximately $25 million of the Corparation's
non-trade related cross-border outstandings mature in 1986,

In connection with prior year rescheduling programs,” the Corporation has
disbursed $44 million in financing to Argentina as of March 31, 1986 and is
scheduled to disburse an additional $14 million by July 1986, thereby
fulfilling.the Corporation's present commitment. furthermore, aoproximately
$95 millicn of non-trade related cross-border oculstandings which originated in
the private sector and approximately $15 million of public cross-border
outstandings have been rescheduled under thesc programs for varying Lerms
ranging generally from five to ten years.

In connection with that portion of prior year rescheduling programs dealing
with trade financing, the Corporation has agreed to maintain its trade lines

at levels approximating $120 million.

During the first three months of 1986, $11 million of interest income was
recorded on cross-border outstandings to Argentina and $1l million was
received 1n cash.

Total "Argentine loans on nonaccrual at March 31, 1986 were $9 million as
compared.io $21 million at Oecewmber 31, 1985.

‘
lon " L . .- A
ANRT oy, el RFD)
- ! ‘- e E
» - T .

L AN




BRAZIL . ,, . .

Brazil and its Bank Advisory Committee have submitted a nroposal to 8razil's
international lenders which includes a plan for (a) the formal rescheduling of
the Corporation's 1985 non-trade related loan maturities discussed below (b)
the rollover—r® the Corporation's 1986 non-trade related loan maturities,
¥hich approximate $15 million, until March 1987, and (c) the extension to
March 1987 of approximately $80 million of the Corporation's trade lines which
currently extend through June 1986. It is anticipated that there will not be
a need for new financing. .

Approximately $15 million of the Corporation's non-trade related cross-border

outstandings matured during 1985 and have been temporarily rescheduled pending
a formal rescheduling, in accordance with the terms of the Project II program

described below.

In connection with 1983 and 1984 reschoeduling programs, the Corporation
dishursed $64 million to Brazil in medium-term financing. Furthermore,
approximately-$55 million of non-trade related cross-border outstandings which
matured in 1983 and 1984 were rescheduled under a program known as Project
I1I. Under this program, borrowers with dollar debt make principal payments in
local currency to the Central Bank which converts the local currency to an
. interest bearing dollar account which is payable-to the Corporation in '~
“scheduled payments extending to 1993.

During the first three months of 1986, $7 million of interest income was
recorded on cross-border outstandings to Brazil and $7 million was received in
cash.

Total Brazilian loans on nonaccrual at March 31, 1986 were $6 million as
compared to $7 million at December 31, 1985.

MEXICO

Mexico is currently discussing 1986 financial requirements, including
additional lending, with the IMF and its international lenders.

In conngction with prior year rescheduling programs, the Corporation disbursed
$31 million to Mexico in medium-term financing over the past three years.
There have been no disbursements of additional funds nor principal payments
rgcggged on any public cross-border outstandings during the first three months
0 6.

Furthermore, during 1985 approximately $75 million, including a portion of the
sedium-term financing mentioned above, of the Corporation's public
cross-border outstandings were rescheduled for varying terms, The following
summarizes the effects which this program has on the Corporation's public

" cross-border outstandings.
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Princioal Prior wo Afzer
. © Amount Reschedul i:’_ Rescheguling

—— , (collars in milljons)

(1) Second reschrduling
of loans oriqinally
maturing between
August 1982 .
‘and December 1984 < 49 Prime + 1.7% LIBOR + 1.2%

e s o -

(2) 1983 vedium- ? 2
‘term loan $19 Prime + 2.1% Prime + 1.1%
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—(3) 'First'féscheduling'of‘ SR - k)
loans originally maturing
between 1985 and 1390 ‘$8 LIBOR + .9% LIBOR + 1.2%
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ce  ter it ayApnse AR T emeeme L, La o T s e s ——— . . )

Approximately $25 million of the Corporation's aross-border-outstandings in
Mexico represent loans to Mexican banks. These outstandings continue Lo be
renewsd under. short-term arrangenents at market rates of intercst.

Mexico has established a program, known as FICORCA, whereby principal amounts
due from private borrowers will generally be repaid over terms ranging from
six to eight years. Substantially all of the Corporation's private
¢cross-border outstandings are covered by this-program. )

During the first three months of 1986, $6 milljon of interest income,
including $2 million related Lo-public.cross-border outstandings, was recorded
on cross-border outstandings to Mexico, and $6 million, $% million related to
public cross-border outstandings, was received in cash.

Total Mexican loans on nonaccrual at March 31, 1986 and December 31, 1985 were
$13 million, all of which related to private outstandings.

VENZZUELA

Although not included in the .75% and higher outstandings, cross-border
outstandings to Venezuela at March 31,1986 were approximately $90 million, of
which approximately $25 million was to public borrawers, $20 million was to
banks, and $45 milliofd was to other borrowers. Additienally, cross-border
letters of credit amounted to approximately $5 million at March 31, 1986.

Payments of principal on the Corporation's public and bank cross-border
outstandings have been deferred until May 28, 1986 as the Venezuelan
government and its international lenders continue to work on the finalization
of a rescheduling program for this debt. The Corporation's public and bank
borrowers remain substantially current with respect Lo interest payments at
March 31, 1986.
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" Although all details an.egotjations have not been f‘ina!ad, venezuela has
s established a rescheduling proqram for private debt. PreSently, these borrowers
. continye_to experience difficulties in abtaining foreign exchange and a portion of ‘
-private sector loan principal and interest nas fallen past due, ‘

Total VEnezuelaﬁ ngns on nonaccrual al March 31, 1986 were $40 million as
compared to $48 million at December 31, 1985,

In management's opinion, the conditions described above will not ultimately have 2
material adverse effect on the Corporation. However, in light of continuing

uncertainties within countries experiencing difficulties meeting non-local
currency debt service, it is likely that from time to time additional loans will

be placed on nonaccrual. .

" —
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Tne provision for credit Josses for the first guarter of J9d6 was 25 niilion,
compared witn $20 million in the carresponding neriod last year, Tnis increase
reflects higher net charqe-offs of $5 million in the quarter and an ‘amount
necessary to maintain the reserve for credit losses at an appropriate level.
l.oans and lease finmancing portfolio growth also contriouted Lo tne $)0 million
jncrease in the provision for the firsi quarter of 1986 as compares witn the

fourth quarter of 1985.

OTHER ORPERATING INCOME -

Other operating income was up by $42.6 million or 44% for the first quarter of.
1986 as compared with the. first quarter of 1985, Forty-five percent of this
Jncrease was due to the acquisitions of Colonial and RIHT in 1985, 1he
acquisitions contribuled most significantly to the increases in fimancial service
fees and trust and aqency_fees. Of the $10.6 million increase in financial
service fees and the $9.5 million increase in trust and agency fees, the
acquisitions accounted for $4.7 million and $7.8 million respectively. Exclusive
of the acquisitions, there were increases in financia) service fees of $l.4
million from higher demand deposit fees and $1.2 million from higher standby
letter of credit fees. Also reported in the quarter was a qain of $7.1 million
connecled with the sale of a subsidiary's building, a $3.3 million increase from
the sale of mortaages,” as well as higher.credit card fee income of $2.4 million.
Also contributing to this quarter's impraved results were higher “investment
portfolio gains of $3.5 million, due principally to the sale of GNMA securities
and higher trading account profils of $2.1 million. Gains of approximately $13
million from sales of stock acquired in an earlier loan restructuring and venture
capital investments were approximately equal to those of the same period last year.

Other operaling income increased $21.2 million or 18% when compared with the

- fourth quarter of 1985. Much of this increase is attributable to gains on the
sale of securities acquired in a prior debt restructuring of $2.7 million, the

- previously mentioned $7.1 million gain on the sale of a subsidiary's building, and
higher venture capital gains of $4.5 million.

OTHER OPERATING EXPENSE

Other operating expense for the first quarter of 1986 was $256.2 mjllion, a 36%
increase from the $187.8 million reported a year ago. Excluding the effect of the
. acquisitions of Colonial and RIMT, this increase was 13%. Acquisitions accounted
for more than 65% of the increase in employee cost, 71% of the increase in other
expense and approximately S0% of the increase in the remaining categories of other
operating expense. Omitting the effect of the acquisitions, employee costs rose
by $13 million, primarily reflecting merit increases and incentive programs.
Increases in ovccupancy and equipment expense of $6 million mainly reflect
increased rental expense, depreciation and mainienance costs. Other expense was
vo by $5.3 million, largely due to increased advertising and marketing programs as
well as increases in general operating costs.

Other operating expense for the first quarter of 1986 when compared with the
fourth quarter of 1985 remained relatively unchanged and, excluding the effact of
the acquisition of RIHT, declined 5%. This decline reflects lower general
aperating costs in the first quarter of 1986, which more than offset increases in
empXoyee costs. .
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Alaryeis ol wsanges 10 Nl interest fevenos Gy Voluaes, SGle il Tioe

Detaiss vivwerning the chages 10 1et Intetest fevenus (Pocable egaivalenl gagied Sur (0 Voluml okl £ate ale us tolioey.

First Quarter 19845 Corpared With FErst Quaiter 1988 & (in ~l1linng) :
— ihiled Stales Al e eatianeg Lewnitolifated
— incregye (Ledtrcase) TIRThaye \WGRTRabeT T InGIedSe \ectcasey
Due to thange in hue Lo Eae in tive 20 Change an
167 12714 =t
volure Race (hange Wlung Hath Lhanee W Lo Rate (hande
€atning Assets:
toans ama lesse financing $135%.8 ${1v.6) $120.2 4 %] S BL0) 8 (0v.y) 3lev.8  1(121.5)  $ was
Ather aaming assets 6.0 3.8) 2.2 {16.0) 3.2 (54,0) (2.6) (49.2) (51.8})
Adlusterent (1) (2.8) 2.1 1.% (1.%). 3.9 (3.9}
{ntareat inconw 143.7 €21.3%) 122.4 (6.2  (23.1 _ (129.9) 167,.1 (174,68) (7.5)
10tal Interest Oedting Fuxises
fntatest axoense 83.2 {20.9) 2.3 {5.7) _1e2.t) {122.%) 133.4 (1/8.4) (65.0)
Nat Intorset Reverue $ £0.5 $ (.4) S AN} AR S W I W ¢ D) $ 5.7 $ 1.8 $ 57.5
flrat Ouarter 1984 Comoated With Fourtn Quartet 1985 - (in miilions)
hited Statas Tnternational censoellagtied
[ncrease (Dectcasey TcTease (Quereasy) fngreans wecrease)
Due to Qwnga fn - ua Lo Chanqe in QJe ta Cnange ia
“REU IRT ' . A3
voluee fate Quys hangs Volunw Hate Uy, hatugn Vol awe Rate 0.1ys hangh
tugning Assets: \ .
Loans and lease flninclng 342.7° 7 $(.0) 3(8.6) $38.3 £2.7 $(6.7) $tasy) 3(8.5) $58.3 $(13.4)  S(L3.1} $29.8
Other earning assels 5.9 2 1.2 5.2 1.7 1.6 (2.0 11.3 Wy 10,1 3.1) 16.5
Adfustment (1) (.2) 2" ) - 4 {.4)
Inlerest {ncome $3.0 .3 (9.48) 4.5 A0 4.9 (h.5) 7.8 - 66.2 (5.7) (16.2) 4G.3
Total Interest Bearing Fundg-- ™7 .
Intetest expense’ 30.7 .7 (5.6) 25.8 3.2 12,2 (5.3) 10.6 ue.Y 2.4 (10.9) 6.4
Nel Intarest Reverue $22.3 3(.4) $(a.7) $17.2 $ .2 $(7.3) $(1.2) $(7.0) $21.3 $ (6.1} 8 {».3) $ 9.9

(1) Agjustment to reflect the cffect on totyl valuma ano rate mmucs.bf

pariods.

{2) e chonqe tue to the volume/tate varlaee has veen slivcated Lo volute,

" —
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Consolioates &a)ance Sheel Averaqes by Quarters - (in mjllions)

1984 ELE) 170t
tasl tine Luarters ) p3 5 [ ) ? 3 [ 1
Assets ‘ '
Interest bearing deposits
in other banks $2,375 £ 2,527 $2,469 $2,3)) 82,235 $2,276 $ 2,059 $1,979 $ 1,84l
. Precious metals assets ‘ 83 157
Federal funds sold ang
resale agreements 195 3uts 282 323 281 236 184 209 222
Traoinq sccount securities anB " 401 330 474 490 273 323 30 338
Investmant securities 1,139 1,009 93 964 1,591 1,795 2,264 1,640 1,965
Loans and lease finanzing 11,889 13,078 13,728 14,118 _14.640 14,949 16,620 18,088 _19,6%9
Total earning assets 16,046 12,359 12,772 18,190 19,237 19,569 2),430 22,343 2&,38?\ _
Qther assets 3,374 3,497 3,453 3,605 3,192 3,194 3,035 3,192 3,168
Tota) assel.s $19,370  §20,856 21,225 $21,795 $22,4629 4§22 763 474, 4BS  $25,635 $272,970 - bR

Liabilities and Stockholders' Equity

Denosits:
Oomestic Qffices: ) .
ron-{nterest bearing $ 2,487 $ 2,720 $ 2,787 % 2,987 § 2,857 $ 2,976 § 3,254 § 3,480 '$ 3,450
Interest bearing 4,025 4,896 5,404 5,930 5,798 6,114 7.360 8,601 9,654
Overseas Offices:
Non-interest bearing 2 20 306 27 19 195 205 178 25
Interest bearing 5,763 5,886 5,821 5,542 _ 5,473 5,435 5,119 5,026 _ 5,065
Yotal deposits 12,477 13,7210 16,318 14,681 14,319 )4,720 15,9306 17,285 18,424
Federal fungs purchased and
repurchase aqgreements 2,432 2,357 2,22} 2,374 3,257 3,134 3,876 3,082 3,936
Other funds borrowed 1,509 1,576 1,582 1,546 1,615 1,788 1,992 1,819 1,969
Other liani)ities 1,573 1,712 1,580 " },617 1,47 1,642 1,361 1,35 1,320
Notes payable 364 ul5 . 415 425 a2n 434 410 601 827
Stuckholders' eauity 1,003 1,086 1,009 1,152 . 1,202  ).243 ),348 1,422 _ 1,49
Total )iahilities and
stockholders! wauity $19,370  $20,856 121,225 421,79% 22,679 $22 763 $24 685 $25,835 §22,300







)

Consolidated Statement of Income by 'era = {in mi)lions, except share amount.

{1) All common share amounts reflect the two-for-one stock split effective March 31, 1986.

25

1984 1585 1988
Last Nine Quarters 1 2 3 4 1 2 3 4 1
Intersst income:
Loans ard lease financling, . .
including fees $469.4  $556.1 $609.1 $618.5 $578.5 $592.5 $543.9 $593.6 $622.2
Trading account securities 17.6 17.3 20.4 23.7 28.6 23.7 15.6 30,2 10.5
Investment securitles 1.2 2.3 ° 35,9 40.0 61.9 63.1 70,1 33.2 61.2
Federal funds sold and securities Ve
purchased unoer agreements to resell 20.1 23.2 22.6 40.2 48,5 22.4 15,8 21.0 25.4
OCeposits with banks 6.7 98,5 97.4 90.2 72,2 90.2 53.7 52.2 53.2
© Precious matals - 1.9 3.3
.+ Texable ivalent adjustment 11.3 12.8 12.7 13.6 11.6 11.7 10.7 13.5 16.1
~— Yotal ;ngeres[ Income 611.3 YAYIY] 798,31 8%6.2 . . . .6 _J91.9
Interest expense: :
Deposits : » oo« 287.6. .373.0 415.0 4007  337.1 3711 296.4 3117 34L.9
Federal funds purchased and securities ,
80ld undar agreements to repurchase 90.7 89.7 101.6 120.8 164.0 136.5 110.3 109.3 118.1
Funds borrowed 1.7 78.6 - 85,3 - 51.6 89,7 69.9 61.7 64.6 58.1
Notes payshle 10.0 11.7 12.0 12.5 11.3 11.8 11.4 15.2 19.1
Total interest expense 460.0 553.0 613.9 625.6 602. . 479, 500. 537.2
Net {ntatest revanue 151.3 184,2 184.2" 200.6 197.2 214.3 230.0 244.8 254.7
Provision for credit losses 13.5 16.0 16.0 134.5 . 20.0 20.0 50.0 25.0 35.0
nterest revenue alter provision
for cradgit losses 137.8 168,2 168.2 66.1 177.2 194.3 180.0 219.8 219.7
Other operating income: :
Financlal service fees 36.1 39.1 42.3 44,3 39.7 42,1 44,4 51.8 50.3
Trust and agency fees 17.9 18.5 16.2 18.7 18.9 19,7 .22.0 26.1 28.4
Trading account profits and commissions .9 (3.9) 3.2 7.0 2.2 3.8 1.4 4,1 4,3
Investment portfolio gains (losses) (1.4) 4 WA o4 8] (.1) 13.1 5.0 4;0
. Galn on sale of heacquarters building i77.1
Other income 19.9 20.3 172.5 5.2 34.9 26.7 38.0 30.6 51.8
Total other operating income AN T4.4 79.3 252.7 98.2 _92.Z " I1I8.9 II7.¢ —I38.3
Other operating expense!
Salaries 71.4 77.0 78.5 83.0 79.4 82.7 91.1 103.6 110.1
Eroloyee benefits 15.8 20,1+ 19,2 19.5 19.a 20.6 19.7 20.0 25.5
Gccupancy expense 12.0 13.5 14,0 16,5 17.2 18.1 19.3 22.3 23.6
Equioment expense 12.0 14,1 13.3 17.6 15,5 16.4 17.4 21.0 22.0
Othar expense 49.4 54.7 53,2 69.4 36.3 64.4 64.7 90.2 75.0
ijotal other ooerating expense 160.6 179.4 178.2 204,0 187.8 202, 2. 57, 256.2
Income before {ncoma taxes 50.6 63.2 £9.3 11a.8 85.6 84,3 88.7 80.3 102.3
Provision for Income taxas 14,4 19.5 22.9 26,6 0.1 2ol 29,5 23.0 35.08
Taxuble equivalent adjustment 11.3 12.8 12.7 13.6 11.6 11.7 10.7 13.5 1£.1
25.7 32.3 35.6 40.2 4.7 44.8 40,2 36,3 49,9
‘Nat_{ncome $26.9 § 30.9 $ 33.7 & 74.6 % 43.9 & 59.5 % 46.5 8 53.8 22,
Per commen share (1):
Net irncome '
Primry $ 66 $ .77 $ .84 $1.90 $130 $ .98 $1.02 $1.05 $1.23
Fully diluted $ 66 $ .77 $ .84 $19 $110 $ .98 $1.12 $1.03 §1.18
Cash dividends geclared $ .29 § .29 $ .29 $ .30 3 30 $ .30 $ .30 $ .33 0% .33
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Average Interest Average Averaqe interest Average
Balance (2) Rate talance (2) Rale
Assets g - : E—
- Interest bearing depgsits :
in other banks $ 362 3 6.7 9.00% $1,539 % 47.0 12.39%
Precious matals assets 157 3.3 8.52
Federal funds sold and ,
resale agreements ' 154 2.7 7.11 68 22.7 135,38
Trading account securities 24] 5.4 9.09 97 6.4 26.78
Investment securities:
U.S. Treasury . 887. . . 19.5 8.92
U.S. Government agencies
and corporations 182~ 4.5 10.03
States and political. :
subdivisions . 572 -0 J1l.5. 0 12.54
Other 213 5.0 9,52 311 26.2 54.17
Loans and lease financing 15,507 432.0 11,30 4,352 195.0 18.5¢4
Total earning assSets ‘
- interest income 18,015 490.6 11.04 6,367 301.3 19.19
Cash and due trom banks 1,529 193 “‘
Other non-earning assets 1,064 ; 602 —
—Total assets $20,408 RN, Y 49, -
Liabilities and Stockholders' Cquity
Deposits: ) )
Savings $ 4,820 $ 78.8 6.79%
Time 4,834 100.7 8.52
International Operations $5,065 $162.4 13.00%
Federal funds purchased and
~ repurchase aqgreements . 3,335 63.1 7.67 201 55.0 110.97
Other funds borrowed 1,427 29.4 8.51 54) 28.7 21.5)
Notes payable 629 13,1 8.45 198 6.0 12.29
Interseqment funding, net (35) (.9) (10.43) 35 .9 10.43
Total 1interest bearing funds
- interest expense (3) 15,010 284.2 7.77 §,040) 253.0 16.99
Demand and other non-interest
bearing deposits:
United States Operations 3,490
International Operations 215
Other liabilities ‘ 750 570
- Stockholders' equity 1,158 337
Total liabilities and n
= StOCkholagagmug&—L-rs ! e Uit TTA wee $20 ] aOB $-7é—]|'v§72u RYRT ST UL IR SPRINT 0N A . /T n;.rn
Net INterest Revenue T $206.4 T U8.5
Interest Rate Spread (&) ) 3.27% 2.20%
Interest Rate Margin (5) g 4.65% 3.08%

(1) Assets and income have been included in United States Operations or international
Operations based upon the domicile of the customer or borrower; additionally, an
adjustment has been made to lisbilities and expenses in support of these asset and income
classifications using ‘intersegment funding allocations.

(2) This data is shown with income on a fully taxable equivalent basis.
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Farst .:\Tarttﬂ" 1986 first uarter 1988 Fourth Quarter 1985
) CoTsolldgg consolida Consolidgated
Average  Interest Ave¥e Average  Interest” Average Average  Inlerest Average
Balance (2) Rate Balance (2) Rate Balance (2) Rate
$ 1,841 $ 53,7~ 11.83% $ 2,235 $.72.8  13.21%  $-1,979 $ 53.5  10.73%
157 3.3 8,52 - 83 1,9 9.08
222 25.4 46,40 281 46.5 67.11 209 21.0 39.86
338 11.8 14,16 490 29.8 24.66 340 31.7 35.99
887 19.5 8.92 1,111 28.6  10.44 939 20.8 8.79
182 4.5 10.03 48 1.5 12.67 118 3.0 10.10
372 1.5 12,54 21 6 11.59. 162 5.0 12.49
524 31.2 24,15 411 32.9 32.46 425 7.4 7.06
19,859 631.0 12.89 14,640 586.6 16.25 18,088 601.2 13,19
26,382 791.9 13,17 19,237 799.3  16.85 22,343 745.6 13,24
1,522 1,451 T5%% ,
1,666 1,741 1,658 :
- $27.570 $22,429 $25,535
$ 4,820 $ 78.8 6.79%  $ 2,907 $ 54.1 7.68%  $ 4,259 $71.6 6. 84%
4,834 100.7 8.52 2,891 68.5 9,71 4,342 93.8 8.65
5,065 162.4 13.00 5,473 214.5 15,89 5,026 146.3 11.55
3,536 118.1 13,55 3,257 164.0 20.42 3,052 109.3 14.2)
1,968 58.1 12.13 1,615 89.7 23.16 1,819 64.6 14.43
827 19.1 9.37 424 11.3 10.81 €01 15.2 10.03
21,050 537.2 10.44 16,567 602.1 14.85 19,099 500,8 10.50
3,490 2,857 3,480
215 191 - 178
1,320 1,612 1,356
1,495 1,202 1,422
$27,570 . $22,429 $25,535
32547 $197.2 $244,8
2.73% 2.00% 2.74%
4.24% 4.16% 4,.35%
Average rates for interest bearing funds in United States Operations have been

(3)

shown in the table.

(4)

calculated after deducting applicable reserve requirements from the average balances

Interest rate spread is calculated by subtracting the average rate paid for interest

bearing funds from the average rate carned on average total earning assets.

(5)

averaqge total earning assels.

Interest rate margin is calculated by dividing annualized net interest revenue by
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19586 1985 19%%
‘ (collzars in miliions)
United States Operati H
Beginning balance $219.4 $154.9 $192.8
Reserves of acquired companies 24,1
Provision } - 21.0 3.9 20.5
Commercial, industrial and financial:
Credit losses (6.4) (.8) (16.7)
Recoveries 4,2 - 4,2 2.1
(2.2) 3.4 (14.6)
Real estate -~ construction: :
Credit losses (.1) (1.0) (.3
Recoveries
.0 (1.0) (.3)
Real estate - other:
Credit losses (.4)
Recoveries .5
. W1
Consumer jinstallment loans:
Credit losses (6.0) (1.9) (4.1)
Recoveries 1.0 C.7 .8
(5.0) (1.2) (5.3)
Lease financing:
Credit losses . (. 2) (.1)
Recoveries 2
(. 17‘ .1
Net credit losses (7.3) 1.} (18.0)
ending Balance _ $233. 1 &159L9 $219.4
International Operations: - .
Beginning balance $ 94.3 $ 87.5 $ 98.0
Reserve of aCQUired company 3.7
Provision 14.0 16.1 4,5
Credit losses (16.7) (18.1) (16.7)
Recoveries . 4,0 2.0 4.8
Net credit losses (11 /) (16.1) (11.2)
—abnging Balance $.925.6 $87.5 3943
Consolidated: .
Beginning balance $313.7 $242.4 $290.8
Reserve of acquired companies 27.8
Provision 35.0 20.0 25.0
Credit losses (29.2) (22.0) (38.3)
Recoveries 9.2 7.0 8.4
Net credit losses (20.0) - (15.0) (22.9)
L£ngino Balance 548,/ dZR7 .4 2315.7
Katios: " = - ™
Beserve for possible.credit losses to .
Yoans and lease” financing 1.62% 1.653 1.60%
Net credit losses to average loans and )
lease financing .10% .10% 7%
Ret credit losses to provision ’ ’
for credit losses 57.16% 74,95%, 119.83%
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Item 1,

Ttem 2,
(b)(1)

Legal Proc ngs. ) .

As reported in Part I, Item 3 of the Corporation's Annual Report to
the Securities and Exchange Commission (the "Commission®) on Form
10-K fog-the year ended December 31, 1984 and in prior reports to the
Commission cited therein, complaints against the Corporation's
principal subsidiary, The First Nalional Bank of Buston (the "Bank"),
were Filed by Daniel H. Overmyer ("Overmyer") and companies
controlled by him in the United States Bankruptcy Court for the
Northern District of Ohio (the "Bankruptcy Court") in 1981. (These
complaints state claims identical to those alleged in the 1976
counterclaim by Overmyer against the Bank, which was made in a suit
originally brought by the Bank in the Superior Court of Suffolk
County, Massachusetts against Overmyer.) The complaints filed in the
Bankruptcy Court were dismissed with prejudice by “that court during
the trial in 1982 on_those complaints and other matters. Overmyer
and companies controlled by him sought an appeal from those
dismissals. On July 11, 1984, the United States Oistrict Court for
the Northern District of Ohio (the "District Court") affirmed the
Bankruptcy Court order dismissing those complaints. Overmmyer and
companies controlled by him appealed that District Court decision to
the United States Court of Appeals for the Sixth Circuit (the "Sixth
Circuit"). On March 7, 1986, the Sixth Circuit entered an order
affirming Lhe District Court decision, and an May 6, 1986, it denied
Overmyer's petition for rehearing.

Changes in-Securities.

On November 14, 1985, the Corporation issued 775,390 shares of its
Adjustable Rate Cumulative Preferred Stock, Suries C, liquidation
preference $100 per share (the "Series C Stock"), in connection with
the merger of RIHT Financial Corporation ("RIHT") into a wholly-owned
subsidiary of the Corporation. The Series C Stock is the third
series of the Corporation's preferred stock to be issued. In-1984,
the Corporation issued 1,045,712 shares of its Adjustable Rate
Cumulative Preferred Stock, Series Ay liquidation preference $50 per
share (the "Series A Stock"), and in the second quarter, 1985, the
Corporation issued 1,576,068 shares of its Adjustable Rate Cumulative
Preferred Stock, Series 8, liquidation preference $50 per share (the
"Series B Stock"). The Series C Stock, the Series B Stock and the
Series A Stock rank on a parity as to dividend payments and to

" distributions or payments upon liquidation.

The rights of the holders of the common stock of the Corporation, par
value $2.25 per share (the "Common Stock"), are junior to
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" outstand , the Corporation shal) not re

(b)(ii)

(b)(iii)

Item 4.
(a)

(c)

odymv WS ANy o gistriovtiony ot pavmenld uucn icu.oatiut i {

agoitlion,gu long as any shares of the bez““a O Stock are

y burchase or otherwise
acquire for consideration sny shares of tne Common Stock unless all
dividends payable to the holgers of the shares of tne Series C Stock
have been paid or a sum sufficient for such payment has been sel
aside.-

On January 30, 1986, the Corporation issucd $100 million orincipal
amount of 7 3/4% Convertible Subordinated Debentures Due 2011 (the
'‘Debentures"). The rights of the holders of the Debentures to
receive distributions or payments in the event of the Corporation's
liquidation are: (a) senior to the rights of holders of the
Corporationt's Common Stock and the Series A, B and C Stock, (b) on a
parity with the rights of holders of Lhe Corporatlnn s subordinated
notes and (¢) subordinate to the rights of holders of the
Corporation's senior notes as well as all other unsccured and
unsubordinated indebtedness for borrowed money of the Carporation.
The rights of holders of the Common Stock into which the Debentures
are convertible, with respect to receiving distributions or payments
in the event of the Corporation's liquidation, are: (a) on a parity
with the rights of all other holders of the Corporation's Common
Stock and (b) subordinate to the, rights of holders of the Series A, 8
and C Stock and the holders. of any of the Corporation's notes as well
as all other indebtedness for borrowed money of the Corporation.

On February 10, 1986, the Corporation 1°SU8d $250 million principal

amount of aubordinated Floating Rate nNotes Due 2001 (the "Notes").

The riqhts of the holders of the Notes to receive distributions or

payments in the event of the Corporation's liquidation are: (a)

senior to the rights of holders of the Corporation's Common Stock and _
the Series A, 8 and C Stock, (b) on a parity with the rights of

holders of the Corporation's subordinated notes and (¢) subordinate

to the rights of holders of the Corporation's senior notes as well as

all other unsecured and .unsubordinated indebtedness fer borrowed

money of the Corporation.

Submission of Matters to a Vote of "Security Holders.

3 .
The Annual Meeting of Stockholders of the Corporation was held on
March 27, 1986.

In addition to' the election of Directors and ratification of the
selection of independent auditors, the following matters were

- submitted to a vote of the Stockholders of the Corporation:
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Arfzr]Ps of Organization to 1nc*ease and cnanqe tne authorized shares
of the Coggoration's Common Stock from 40,Q8R,000 shares, par value
$4.50 per\@are, to 100,000,000 shares, pa alue $2.25 per share,
and to change each outstanding share of Common Stock, par value $4,50
per share, into two shares of Common Stock, par value $2.25 per
share, in order to effect a two-for-one stock splil.

"

Affirmative votes representing 14,960,224 shares
Nenative votes representing 261,833 shares
Abstentions representing 227,012 shares

(i)  Management proposal to approve the 1986 Stock Option Plan of the
Corporation and its subsidiaries.

Affirmétive votes representing 14,939,960 shares

Negative votes representing 229,006 shares
- Abstentions representing ™ 280,103 shares

(i11) Management’proposal to approve the amended and restated Bank
of Boston Corporation and Its Subsidiaries Management Incentive Plan.

Affirmative votes rep}esenting 14,947,230 shares

Negative votes representing 213,392 shares
Abstentions representing 288,447 shares
(iv) Stockholder proposal, opposed by the Board of Directars, to have

Stockholders recommend that the Board take the necessary steps so
that future outside-Directors shall not serve for more than six years.

Affirmative votes representing 544,563 shares
Negative votes representing 13,938,557 shares

Rhstentions zepresenting 965,949 shares

Item 6. Exhibits and Reports on Form 8-K.

(a) Exhibits.

4(a) - Certificate Of Vote Of Directors Establishing A Series Of A
Class Of Stock, filed November 14, 1985 by the Corporation
with the Office of the Massachusetts Secretary of State with
respect to the Series C Stock.

~ 4(b) - Form of Stock Certificate representing the Series C Stock.

4{c) - Indenture relating to the Debentures, dated as of January 15,
1986, betwecn the Corporation and Bankers Trust Company.
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(b)
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Cated as of Meoruary 10, 1%84, uolweoen trw Corporatlion ann

isank' Trust Company. .

11 - Computation of Earnings Per Share.

Current Reports on Form 8-K.

Since the commencement of the first quarter of 1986, the Corooration
has filed or amended the following Current Reports on Form 8-K:

(1) On January 3, 1986, the Corporation amended a Current Report
on Form 8-K, dated Wovember 25, 1985 and filed pursuant to the
Securities Exchange Act of 1934 (the “exchange Act") for the
purpose of filing with the Commission certain information
concerning the Corporation's acquisition of RIUT. Tnis
Current Report contained information pursuant to Items 2 and 7
of Form 8-K. TYhe following financial statements of RIMT were
filed: Consolidated Statements of Condition - December 31,
1984 and 1983, Consolidated Statements of Income - Years Ended
December 31, 1984, 1983 and 1982, Consolidated Statements of
Changes in Financial Position - Years Ended December 31, 1984,
1983 and 1982, Consolidated Statements of Changes in
Stockholders' Equity - Years Ended December 31, 1984, 1983 and
1982, Consolidated Statement of Condition - Seplember 30,
1985, Consolidated Statements of Income - Nine Manths Ended
September 30, 1985 and 1984, Consolidated Statements of
Changes in Financial Position - Nine Months Ended September
30, 1985 and 1984, and Consplidated Statements of. Changes in
Stockholders' Equity - Nine Months Ended September 20, 1985
and 1984. The following pro forma financial statements werc
filed: Pro Forma Analysis of the Effects of Projected Purchase
valuations and Adjustments on Net Income of the Corporation
for the Three Months Ending December 31, 1985 and the Five
Years Ending December 31, 1990, Pro Forma Combined Condensed
Balance Sheet as of September 30, 1985, and Pro Forma Combined
Condensed Statements of Income for the Year Ended December 31,
1984 and the Nine Months Ended September 30, 1985,

>

(1) On January 23, 1986, the Corporation filed a Current Report on
Form 8-K pursuant to the Exchange Act for the purpose of
filing with the Commission certain historical financial
information for the year ended December 31, 1985. This
Current Report contained information pursuant to Item 7 of
Form 8-K. The following financial statements and consolidated
statistical information of the Corpouration were filed:
Financial Highlights - Years and Quarters Ended December 31,
1985 and 1984, Consolidated Balance Sheet - December 31, 1985
and 1984, Consolidated Statement of Income - Years and :
Quarters Ended December 31, 1985 and 1984, Consolidated
Stetement of Changes in Financial Position -~ Years Ended
Occember 31, 1985 and 1984, and Consolidated Statement of
£hanges in Stockholders' Equity - Years and Quarters Ended
December 31, 1985 and 1584.
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Form 8-K pursuant to the Cxchange Act for the purpose of

f g with the Commnission certain forma financial
inTormation concerning the Corporatiun's acquisitions of RIHT
and Colonial Bancorp, Inc. This Current Report contained
information pursuant to ltem 7. of Form 8-K, The following pro

‘forma fimancial statements were filed: Pro Forma Analysis of

the Effects of Projected Purchase-valuations and Adjustments
on Net Income of the Corporation for the Five Years Ending
December 31, 1990 and Pro Forma Comhined Condensed Statement
of Income for the Year £nded December 31, 1985.

- -

e

=]

33

ovmnimuie 4 T




ca ¥ .

Pursuant to the recuifigents ot the Securities ?xv'mr»c‘c‘. nf 1934, the
Registrant has duly caustio”this Report to be sianed on [1\@enalf hv the vndersicoes |
thereunto duly authorized. .

BAN OF BOSTON CORPORATION

—
——

/s/William L, Brown
William L., drown
Chalirman

/5/81an L. McKinnon

Alan L. McKinnon -

Executive Viee President,
Comptroller and Treasurer

N

May 14, 1986
Date
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