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ComMPANY
PROFILE

Flagstar Bancorp, Inc., is the holding
company for Flagstar Bank, FSB, a federally
chartered stock savings bank founded in 1987. We
are the largest independent savings
institution headquartered in Michigan. Our
common stock is traded on the Nasdaq Stock

Market under the symbaol “FLGS™.

Through our bank branches and e-commerce
distribution channels, we attract deposits from the
general public. We utilize these deposits, along with
other funds garnered from the secondary market,
to originate or acquire residential mortgage loans
on a nationwide basis. We are one af the largest
home mortgage lenders in the United States.
Additionally, but to a lesser extent, we praovide
warehousing lines of credit on a nationwide basis,
and originate commercial real estate loans, consumer
loans, and non-real estate commercial loans within
our Michigan retail market area. We also service a

significant volume of mortgage loans on homes

located throughout the United States.
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Letter to the

Thomas . Hamn‘innd
Chairman of the Board
Chief Executive Officer

Mark T. i—lémmond
Vice Chairman of the Board
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STOCKHOLDERS

President

Dear Stockholder:

1999 was a ground breaking year filled with strong asset growth, geo-
graphic expansion, and an acceleration of our mission to become the
leading full service community bank in Michigan. We accomplished a full
41% increase in our total assets and a 54% increase in our retail deposit
base. We initiated our retail deposit branch expansion into the Metro-
politan Detroit area. We began construction of our new national head-
guarters on a 25 acre site in Troy, Michigan. We further expanded our
technology leadership with our full-scale entrance into the e-commerce
marketplace with our three Internet web sites, “flagstarbanking.com”,
“flagstar.com” and “bankave.com”. We also began to roll out our much

anticipated new loan origination system.

During the year our assets increased from %$3.0 billion on December 31,
1998, to $4.3 billion on December 31, 1999. Associated with this asset
growth was an equally impressive increase in deposits from $1.9 billion
to %$2.3 billion. During the second quarter we issued 2.3 million shares
of preferred stock securities through a trust subsidiary. This sale al-
lowed us to increase regulatory capital to the Bank by $75 million with-
out diluting any common stock shareholders. We utilized this capital to
support the increase in earning assets which has and will continue to

increase our asset size and net interest revenue.

For the year 1999, we continued to post strong profitability ratios. We
recorded net earnings for 1999 of %$2.75 per share-diluted, a decrease
of 5.2% from the corporate record of $2.90 per share-diluted reported
in 1998. This was accomplished even though our mortgage origination
volume fell 22.8% in 1999 from 1998 due to a less favorable interest
rate environment. Under the circumstances, we still continued to out
perfaorm our industry peers with a 21.37% return on average equity and

a 1.05% return on average assets.



Although we enjoyed a very profitable year, there was a sharp rise in interest rates after the
second quarter. This rise in interest rates required us to abruptly adjust our mortgage banking
origination staff to reflect the decline in residential mortgage originations particularly with re-
gards to refinancing activity. The income decrease associated with maortgage activity was offset

by an increase in earnings reported in our retail banking operation.

The Board of Directors authorized dividends after each quarter which allowed our stockholders to
share in our success. The current dividend rate is a 2.3% return on the year-end stock price and
equaled 14.5% of 1999 earnings. Our stock price ended the year at $17.25, down 34.9% during
1999, but still up 32.7% from the initial public offering in May 1997. Our stock price at the end of
the year was disappointing; however, it was down less at the end of the year than that of most
Detroit area publicly traded banks and thrifts. During 1999, we repurchased over 800,000 shares
of our common stock under a board approved repurchase program. The shares were acquired at
an average price of $14.95 per share. This program was authorized to extend into the year
2000. Stockholders’ equity grew from $163.9 million on December 31, 1998, to $185.7 million on

December 31, 1999. The current book value of the common stock is $14.41 per share.

Our management team thanks you for the confidence you have placed in us. We will continue to
implement our growth oriented business plan and to geographically expand our retail market-
place during the year 2000. We will continually strive to maintain high profitability levels and to
deliver exemplary customer service. We will also continue to invest in emerging technologies and
to expand our Internet presence.

Thank you for your continued support.

National Headquarters ¢ Troy ¢ Michigan

Anticipated Occupancy Fall 2000
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FINANCIAL
HIGHLIGHTS

At or For the Year Ended December 31,
1999 1998 1997 1996* 1995

[In thousands, except share data)
Net earnings $38,421 $41,063 %21,772 $17,023 515,476
Earnings per share — basic $2.83 $3.00 %$1.70 $1.51 $1.37
Earnings per share - diluted %2.75 %2.90 %1.68 %1.51 %1.37
Total assets $4,310,039 $3,046,445 %$1,901,084 %1,297,226 %1,045,094
Retail deposits %$1,274,351 $828,163 $509,106 $411,841 $337,172
Stockholders’ equity $185,714 $163,852 $126,617 $78.,468 62,445
Mortgage loan originations %$14,550.258 %18.852.885 %7.873,099 %6,791,665 %5,195,605
Mortgage loans serviced for others $9,519,926 %11.,472.211 $6.412,797 $4,801,581 $6,788,530

Return on assets 1.05% 1.45% 1.29% 1.53% 1.63%
Return on equity 21.37% 28.77% 20.69% 24.68% 29.42%

kS The 1996 earnings reflect the one time SAIF assessment of $3.4 million [($2.2 million after tax) paid in September, 1996. Without

this assessment, earnings would have been $19.2 million and return on average equity, return on average assets would have been
27.87% and 1.73%, respectively.
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CoMMuNITY
LENDING

Flagstar Bank is proud of our commitment to lend in the communities in which we operate. We
are a leading home mortgage, consumer and construction lender, and we are also a strongly

emerging commercial lender.

Our retail loan portfalio is becoming more diversified and the loans are of exceptional quality. Our
retail loan portfolio will continue to grow as we continue to expand and serve our customers

within our Michigan market place.

Mortgage Lending

Flagstar Bank has provided consumers in our retail market with a wide VariEtl__] of
mortgage financing OptioNS since 1987. We continue to be one of the leading
retail mortgage lenders in the state with residential loan originations in our retail market area

totaling over %1.0 billion in 1999.
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Our staff of over 200 loan officers are willing to meet applicants virtually anywhere and at anytime,
setting Flagstar apart from other Michigan financial institutions. In addition to convenience, our

competitive prices and quick response origination technology are the reasons consumers look to

Flagstar when shopping for a home maortgage.

Consumer Lending

As our community banking operation and retail market area have grown, our retail customer
base has increased. We have been able to increase and diversify our loan portfolio, by offering a
greater number of new loan products to these new customers. These financing instruments

include the full spectrum of COMNSuUIrner loan products. During 1999, we provided consumer
loans, home equity loans, and second mortgage loans which totaled over %75 million.

Construction Lending

In conjunction with our position as a leader in the mortgage lending area, we have worked with a
large number of the new home builders in our retail market area. During 1999, we provided the
financing for over $8] MillioN to our retail customers for new homes constructed. Our lending

programs are individually structured to provide our customer with the most satisfying building
experience possible.

Commercial Lending

In late 1997, in order to fully service the business community in our retail market area, we
opened our commercial lending department. Our group of commercial lenders service the small to
mid-sized business professionals in southern lower Michigan. During 1999, we lent over $94

Mmillion within our retail market area.

Page 9

Document:Preview ® O M oy § «, PREVIDUS PAGE  STATUS: PAGE IN PLAY MODE NEXT PAGE »




MORTGAGE
BANKING

The members of our management team have been active in the mortgage banking business
since 1968. Flagstar Bank has been a major force in the mortgage marketplace since its
incorporation in 1987. We have continued to grow this segment of our business operation every
year. We have business relationships with over 4,000 mortgage companies, banks and credit
unions across the United States. These relationships are serviced by our national sales force and
supported by our 9 regional offices and 7 satellite offices strategically located across the country.

Our wholesale operation consists of two production channels; broker lending and correspondent

lending.

R

[o Regional Offices

[0 Satellite Offices
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We can always be counted on to be amongst the largest mortgage lenders in the country. Our
acknowledged success in the national mortgage banking scene is predicated upon our delivery
af a high level of customer service, our position at the forefront of technological advances in the
industry, our extensive product line we offer customers and our competitive pricing. These four
key components have allowed us to continue our origination of mortgage loans in all 50 states

during 1999.

Wholesale Lending
In 1999 we continued our leadership in this channel of business by providing over $7.4 blIIiDI‘I
in funds for mortgage closings to our mortgage broker partners. We completed the year as

the 11*" largest wholesale lender in the United States.

Correspondent Lending

As a relatively new channel of business for us, we purchased nearly $E.D bl"an of
mortgages from the many mortgage companies, other banks, and credit unions with whom we
have a business relationship. We completed the year as the 15" largest correspondent lender in

the United States.

4 I
Warehouse Lending Mortgage Loans
Originated s 18,853
In order to close a mortgage transaction, a mortgage company will lin thousands) .
at times borrow the required funds from a warehouse bank or lender. $14.550
We entered this business in 1994 and went national with this loan .
offering in 1996. Our ability to provide the transaction financing for $7.873
our correspondent customers has further enhanced our relationship $6.792 -
with them. At year end, we had extended credit lines to 119 525 - I
correspondent lenders totaling $335.8 million of which $46.2 . .
million was drawn and outstanding at year end. .95 9 ‘97 ‘98 ‘99
\_ J
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TECHNOLOGY
LEADER

Flagstar Bank has always prided itself as being on the CUtLTINg EdgE of emerging
tEChﬂDngl__]. We have been involved in many “pilot programs” offered by the various

government agencies involved in the secondary mortgage market. We have opened an OIl-
line Internet banking site for our customers who have a deposit relationship with us.
We provide on-line mnrtgage applicatiDnS to consumers through our Internet web
site. We have also developed a business to business website that in the future will allow our over
4000 mortgage brokers and bank customers to conduct business with us electronically,
eliminating Virtualll_.] all PAapeér in what has historically been an extremely paper-
intensive transacticln We also began to roll out our much anticipated new loan origination system.
These al:e luEE a few of the instances where we have deployed current generatlun technology to

.\,..-

lmprﬂﬂ‘@;ﬁl{ﬁﬂ%ﬁsﬁ and provide the extra step in customer service.

We believe the Internet pmvu:les us an exc - opport unltl__| to

bankave.com.




—
m.ﬂagstar.cnm

This site is offered to the public as an informational tool to provide the consumer with an
overview of our products and services. This site has links to our
banking site and also provides an interactive loan application section for potential retail
mortgage customers. This site also provides access to our business-to-business

applications.

T
@.flagstarb anking.,com
This site offers our customers an INteractive aon-line banking program which
provides checking account, certificate of deposit processing, account transferring, and bill paying

capabilities.

bank ave.com

This site offers an avenue under which consumers can acquire high rate certificate of deposits

on-line. Participating member banks, including Flagstar Bank, bid for the consumers’ deposits.
This allows for the best execution for the consumer and enhanced access to funds for the member

banks.
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LoAN
SERVICING

Mortgage loan servicing involves the collection and distribution of customers’ mortgage payments
to investors on a fee basis. It also entails the collection and payment of property taxes and
hazard insurance premiums on behalf of those same customers. We have always managed
and serviced a large portfolio of mortgage loans for other investors and at year end 1999
we serviced a total of $95 billion. Tthe right to service a mortgage loan, in most
circumstances, acts as a natural hedge against a rising interest rate environment, providing

more net revenue to offset decreases in loan origination income caused by higher interest

= _A

rates.
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