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l. INTRODUCTION

This year — 2009 — holds special significance liert).S. credit union system: It is the
100" anniversary of the existence of credit uniondim Wnited States; it is the 75
anniversary of the Federal Credit Union Act; anig ithe 7' anniversary of the
formation of CUNA.

But 2009 marks another important anniversary ag welthe ten-year anniversary of
the publication of the report of CUNA’s Small Crednion Task Force. The Task
Force, appointed in 1998 by then-CUNA Chair Nangyde, was charged with studying
small credit union challenges and with recommendiegtive approaches that could be
employed to help ensure the future viability ofsemaller institutions.

The 1999 Task Force report contained five key renendations for the CUNA Board:

1. Adopt a small credit union policy statement to digastablish CUNA'’s support

for small credit unions.

2. Provide a “call to action” to small credit unionsceuraging them to seek out and
take advantage of the many programs already iremadikely to be introduced
in the future.

Embrace a list of solutions to the challenges fasimall credit unions.
Recognize that the need for small credit unionsffier a sufficient range of
technologically-based services stands above arsthnd encourage the system
to seek solutions to this challenge.

5. Establish a permanent Small Credit Union Committee.

o

The Task Force presented its summary report t€thseA Board ten years ago - in the
autumn of 1999. And the CUNA Board adopted thekTawce report and appginted a
permanent Small Credit Union Committee at the CUAthual General Meeting.

The substantial operational challenges faced byl emealit unions have been magnified
by the recent U.S. financial crisis and resultingreemic downturn. Current Committee
members see this ten-year anniversary as an inmpap@ortunity to review the
assumptions in the Committee’s “founding documemd to suggest potential changes
to the outlook, attitudes and recommendations aoedan that document.

" During its first meeting in February 1999 the T&skce faced the task of defining “small” creditam

The Task Force ultimately determined that no peecig-off was appropriate. “Smallness” it was
recognized could not be defined by a particulaeass member size, but instead by operations and
outlook. The Task Force noted, however, that “ostrtases small credit unions would reasonably be
considered those with assets below $20 millionot éonvenience, this threshold also was initiatipated

as a guideline for the Small Credit Union Committée 2005 the Committee recommended increasirg thi
threshold to $35 million and this change was appddyy the CUNA Board.

-3-



Il. IMPORTANCE OF SMALL CREDIT UNIONS

Overall, 70% of the nation’s 8,000 credit unions ‘@mall” with assets of $35 million or
less. Half of all U.S. credit unions have lessta6 million in total assets. Members of
CUNA'’s 2009 Small Credit Union Committee confirneth999 Task Force view that
smaller credit unions should be maintained as lal&ieomponent of the credit union
system.

Distribution of U.S. Credit Unions
By Mid-Year 2009 Asset Size

Less than $10
Mil.

0,
$1 Bil. + 40%

2%

$100 Mil. to $1
Bil.
16%

$10 to $20 Mil.
15%

$20 to $35 Mil.

$35 to $100 11%

Mil.
16%

The recent U.S. financial crisis and resulting ernit downturn have placed obvious
and unprecedented strains on the credit unionmysteyet it is important to note that
supporting small credit unions does NOT imply priogpup otherwise unhealthy or
grossly inefficient institutions. In fact an exaration of recent operating results reveals
small credit unions tend to have higher capitabsathigher asset quality, and similar
expense ratios compared to their larger countespart

Operating Expense Ratios
(Percent of Average Assets)
2004 to 2008 Averages

3.98 3.96 3.98 4.02 4.03 383

< $10 Mil $10-$20 Mil  $20-$35 Mil  $35-$50 Mil  $50-$100 Mil  $100-$250 > $250 Mil
Mil

CU Asset Size Group




It is true that efforts to preserve small creditoms come at a cost but, as described
below, many of those costs could be justifiablyr@odespite current system strains.

Preservation of small credit unions benefits ndy timose institutions and their members,
but it also benefits the entire credit union movatn8ince benefits accrue to all credit
unions from the existence of smaller credit uniahe,Committee believes that all
elements of the credit union movement should bengito continue to explore ways to
devote time, energy and resources to support,ta@sgisnurture smaller credit unions.

Key arguments for this support continue to incltiteefollowing:

1. POLITICAL STRENGTH AND UNITY. Credit unions enjoy special,
legislatively mandated role in the financial seegéndustry. This role derives
from credit unions’ operation as not-for-profit,ndecratically-controlled financial
service cooperatives. Maintaining the legislativenighate to play this special role
requires political strength and unity. The existenf a viable, healthy small-
credit-union component of the credit union movemenital to the continued
political strength of credit unions. Before stabel éederal legislatures, there is
strength in numbers. Elected officials need to meany voices. Small credit
unions add to the wealth of politically active valeers, with over 55,000
volunteers. Those who would do harm to credit nsiseek to drive a wedge
between smaller and larger credit unions. “Dividd aonquer” strategies will be
less successful when small credit unions are heakimd when larger credit
unions are (directly and indirectly) more involviedsupporting and assisting
smaller credit unions. A united credit union movemenade up of credit unions
of all sizes, is essential to credit unions’ conéid political strength.

2. THEIR MEMBERS LIKE THEM. There are nearly 13 milianembers in credit
unions with assets under $35 million. These membatee the service and
benefits of membership they derive from their dredion. They provide access
to high quality, personally delivered financial\gees that many members would
not otherwise have. Members receive valuable filghecucation and advice
from small credit unions.

3. MEMBER CHOICE. There are unique features availétden smaller credit
unions: the sense of belonging to a small, clodefined group; greater
opportunities for volunteering, more routine acdessianagement and the Board.

4. PHILOSOPHICAL ROOTS. Many small credit unions beéghat small credit
unions are the unique focus of credit union phipdgoin action. While
Committee members believe that credit union phpbsas just as alive and well
in large as in small credit unions, they also be&ithe movement’s philosophy is
uniquely manifested in smaller credit unions.



5. SOURCE OF ALL CREDIT UNIONS. Today’s credit unioofall sizes were
once small. In fact, a total of more than 400 ttredions that started 2006 as
“small” institutions with total assets less tharb$8illion, had grown “up and
out” of the small asset designation by mid-year®0Many of today’s successful
large credit unions also received special assistarien they were small, without
which they may not be around today.

6. DEMOCRATIC MODELS. Small credit unions offer propionately more
members an opportunity to volunteer and participatee democratic
governance of a credit union. There are more tBa@0® volunteers in credit
unions with assets below $35 million.

7. HELPING OTHERS IS CREDIT UNION PHILOSOPHY IN ACTIQNDne
tenet of credit union philosophy that operatedatdredit union level is “people
helping people.” The movement level version of $&he philosophy is “credit
unions helping credit unions.” More generally, “peoatives cooperate” is one of
the key cooperative principles. Helping smalledir unions is an opportunity to
put this philosophy into action.

8. PRESERVING CREDIT UNION CHARTERS. A credit unionacter is a
valuable commodity. It is difficult to start umaw credit union, so extreme care
should be taken to preserve credit unions alreadyperation.

9. DIVERSIFICATION OVER CONCENTRATION. A credit uniomovement that
continues to be made up of a large number of dvrgitutions ensures that the
movement will remain flexible enough to respondutoire challenges.
Concentrating all credit union resources in a fastitutions will produce a
system that is less robust and able to adjusttamaging world. Just as a
financial portfolio is less risky if all of its eggare not placed in one basket, the
credit union movement will be less risk prone, bimtncially and otherwise, if it
remains diversified by size and type of credit mnid large number of consumers
remain un-served by credit unions. Maintainingdheersity of choice among
credit unions will help the movement continue toesyl the word to the public,
and provide a more appealing image of the creddrumovement as a whole.

10. SUPPORT TO SPONSORS. There are a number of snedlitcmions that are
“single sponsor” credit unions. It is importantttii@ese credit unions survive
because they provide valuable service to the sp@rsbits members.



. SMALL CREDIT UNION CHALLENGES

The 1999 Small Credit Union Task Force identifiey kredit union challenges by
commissioning a series of focus groups of smatedit unions and by soliciting ideas
from state league staff. The results of thoseisgidlong with a similar & updated
review conducted with the 2009 Small Credit Uniaon@nittee members are
summarized in the table below.

Small Credit Union Challenges

1998 Small CU
CEOs

1998 League
Contacts

2009 Small CU
Committee
Members

First Tier Issues

Need to offer a wider
range of services

Need to offer a wider
range of services
Management & staff
limitations

Volunteer limitations

Compliance & the
volume of regulationg
Too much back-officg
redundancy & lack of
collaboration

Lack of succession
planning

Corporate CUs:
stabilization costs
and future access

Second Tier Issues

Staffing

Marketing
Education/training for
staff & volunteers
Regulatory compliance
FOM overlaps
Operating expenses

Education/training
for staff & volunteers
Competition among
CUs

Strategic planning
Succession planning
Operating expenses

Difficulty in

attracting &

retaining qualified
volunteers
Inadequate marketing
Pressures to broader
service offerings

Third Tier Issues

Increasing loan volume
Attracting & retaining
good volunteers
Bankruptcy & asset
quality

Examiners

Lack of time

Aging membership
Succession planning
Loss of sponsor suppor
Strategic plans

Lack of contact from
system

Lack of national
branding campaign

Employee benefits
Marketing

Lending issues
Member acquisition
and retention
Decreasing sponsor
support

Growth

Attracting &
retaining qualified
employees

Inability to provide
competitive salary &
benefit packages
Lack of high-quality
strategic planning
Lack of standardized
policies, documents,
training

Poor web presence

There are significant differences in the views asrime. The most striking of these are:
1) An obvious shift in the level of importance g#d on the various perceived

challenges and

2) The inclusion of corporate stabilization comseas a high-level concern.



First-tier issues in 1999 focused on breadth ofipod offerings and staff/volunteer skills.
The 1999 Task Force reviewed the issues and costliindit there were three overriding
challenges facing smaller credit unions. All thriéeyas noted, did not apply equally to
all small credit unions, but the Task Force belgetreey would have to be addressed by
any actions the movement takes to improve the tiondiand operation of smaller credit
unions.

The three overriding challenges, it was thoughtewke underlying cause of many of the
more specific challenges. The three overridindlehges were:

1. The need to offer a wider range of servicegspecially technologically based
ones, and the difficulty of doing so. In order toy, a small credit union must be
able to meet basic savings, loan and transactieedsnof members. Through
time, these needs become more complicated (for pheaisavings accounts to
share draft accounts to ATM access to bill payiagyl require more technology
to provide. Keeping up is especially difficult femaller credit unions.

2. Lack of economies of scaleA common element of many of the small credit
union challenges has to do with operating expeasdsesource limitations, i.e.,
the lack of economies of scale. Lack of scale egoes also underlies credit
union staffing problems. A very small staff doe$ aklow specialization, and
creates special difficulties when a staff membebisent.

3. Lack of interest in growth. This, it was noted, did not apply to most smadidit
unions, but the Task Force believed that a sigaificcumber of small credit
unions were reluctant to undertake the changesthatecessary for growth.

The landscape has changed dramatically since tsle H@ce Report was published in
1999. Today, most small credit unions offer a wialege of services and operating
expense ratios vary little across credit uniontasige groups. In the wake of the
financial crisis, credit unions of all sizes sudgeseem more relevant. Anemic growth
has been replaced with relatively fast growth. iRetance, U.S. bank loan portfolios
declined by 7% in the year ending September 2009sinall credit unions experienced
4% loan growth in the same period. Further, mestbprgrowth at small credit unions
has outpaced population growth (albeit modestlyhepast year.

Today, the overriding small credit union challenges different. They now include:

1. Regulatory burden. This is widely regarded as the number-one cancésmall
credit unions and was mentioned as a key challbggearly every member of
the 2009 Small Credit Union Committee. Today, awaz-quarter of U.S. credit
unions are operated by three or fewer full-timeiegjent employees and over
one thousand credit unions (about one in seven)@eeated by one or fewer full-
time equivalents. These dedicated individuals wonnlg hours, helping to
improve the lot of working Americans. Yet the dif post-crisis regulatory
initiatives and the constant drumbeat of changexisgting regulations



significantly hamper the effectiveness of theseviidals and threaten their
ability to continue to provide service. Simple ©bes, like the quarterly call
report changes take employees off task for sigamfiperiods of time. While
policy makers discuss the theoretical issue of timpto fail” regulations have
small credit unions worried that policy makers gesn as “too small to save”.

. Back-office redundancies and lack of collaboration This issue was cited by
one-half of Committee members. Recent substantatases in operating
expense ratios have moderated in 2009 as savifigesndramatically increased.
Nevertheless, small credit unions recognize thatrdversal is likely to be short-
lived. Small credit union survival hinges on th@lity to spend more time
interacting with members and less time mired in-oore tasks such as payroll,
accounting system management, and data processing.

. Succession planning This challenge has less to do with small credion
dedication to the succession planning process amd to do with the
increasingly obvious difficulty in finding qualiftepeople who are willing to
work long hours for (relatively) low pay. The stdntial difficulty in finding
qualified directors willing to accept the growinghk of oversight responsibility
magnifies this challenge.

. Corporate credit union issues Small credit unions are (not surprisingly)
extremely apprehensive about their ability to libarburden of the significant
costs associated with corporate stabilization effoAnd they are very concerned
about the NCUA's willingness to do everything is ffower to avoid permanent
depletion of corporate capital. They likewise vyahat small credit unions will
lose access to the system solution that has génseaVed them well and fear
that reliance on outside, non-system entities matlonly drive up costs but
ultimately drive small credit unions out of busises



V. SOLUTIONS TO SMALL CREDIT UNION CHALLENGES

The 2009 Small Credit Union Committee identifiedwsmber of challenges facing
smaller credit unions.

The Committee acknowledges that a substantial abhaussources at leagues and other
organizations such as CUNA, CUNA Mutual, corporaeit unions, and the National
Federation of Community Development Credit Unioasated to addressing the needs of
smaller credit unions.

The Committee encourages smaller credit unionse& sut and take advantage of the
many programs already in place. The Committee rtbshe primary responsibility for
addressing the challenges of small credit uniosts neith small credit unions
themselves. No amount of assistance or support dtber credit unions or other credit
union support organizations will serve any purpasiess the small credit union involved
is willing to take actions on its own to seize tpportunity and thrive and grow. Larger
credit unions and other organizations can playpgpsting role, but outside assistance is
no substitute for internal initiative.

The Committee also renews the call for state atidmal organizations to continue to
support initiatives that serve smaller credit usiofll elements and levels of the credit
union system have a role to play in supportingcthr@inuance and viability of smaller
credit unions. As enumerated in the preceding@edf this report, all elements of the
system have a stake in the health of smaller creuns.

The Committee, like the Task Force, stresses thtt and federal regulators play a very
important role in the viability of smaller credimmions. Most of the suggestions that
follow do not apply to actions by regulators. Howewegulators have a crucial role to
play in fostering a regulatory environment in whgrhaller credit unions can thrive.
Therefore, after the list of suggestions for therall credit union movement, the Task
Force presents a few specific recommendationsfyulators.

The Committee did not find any “silver bullet” stikns that will magically address all
the problems that smaller credit unions face. Hawew did identify a number of actions
that if taken by various levels of the credit unlmovement will assist smaller credit
unions to thrive and grow. The Committee hopesrép®rt will serve as a call to action
to the credit union movement to begin or contingative solutions to the problems
small credit unions face. The Committee’s suggastiollow:

1. Share the burdens The responsibility for assisting smaller creditans does not
rest with any single element of the movement, alstie involved.

2. Expand and streamline outsourcing for economies afcale.Because of their
size, small credit unions do not enjoy the scatmemies that the largest credit
unions do. One way for small credit unions to iaseeefficiency is to purchase
operational services from larger firms that do grgoonomies of scale. These
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larger firms could be other credit unions or othendors. Examples of services
that might be outsourced for greater efficiency dega processing, credit card

processing, share draft processing, loan centalis;enters, collections, shared
branches, WEB site development and maintenance, etc

In addition, system entities should seek ways teate, support and otherwise
ease the process for small credit unions to estalllUSOs. Committeeembers
see the value in CUSOs providing collaborative ises/& believe that this
construct will be a significant contributor to fotusuccess. For example, getting
together to develop standard policy language astsimaring arrangements will
become more the norm in the future. Establishe@QG&are likely to expand
through collaboration to provide compliance offsseaudits and other services
that we are now paying for on a piecemeal basisowitthe power of scale to
negotiate pricing.

Encourage larger credit unions to continue to assismaller credit unions.
There are many ways that larger credit unions e $maller credit unions.
These include such things as mentoring programsatam of used equipment,
fill-in staff for vacations and training, accesddoge volume purchases,
assistance with marketing, planning, meetings,tétevever, large credit unions
should be particularly sensitive to the needs ddlbanedit unions in providing
such assistance. The Task Force found that manly amdit unions are
suspicious of offers of assistance from other ¢naadiions, believing the offer
instead to be the initial steps of a merger ingaston. When approaching smaller
credit unions, larger credit unions should be gniflabout their intentions. It is
important that the larger credit union is trulyargsted in helping the smaller
credit union. The relationship that develops betwte smaller and larger credit
union must be one of trust, not fear. Larger credions should realize that they
too can benefit from mentoring relationships. Baraple, specialized staff from
a larger credit union has the opportunity to pgéte in and learn about a much
wider range of activities when assisting a smaltedit union.

Form peer networks Small credit unions should routinely meet withittpeers

in their local communities. They should establisgular meeting dates, such as
breakfasts. They can also operate e-mail suppoupg: Focus group participants
who are involved in such groups reported enormanetits in terms of
information exchange, practical ideas, and oppdrasifor group buying
activities. Many of the specific needs identifigddmall credit unions can be met
through peer networks. Often the best source atadwe deal with an issue is a
similar size credit union that has already deatlbwhe same problem.

Facilitate recycling and reuse of equipmentLarger credit unions should look
for opportunities to make their used equipmentlabé to smaller credit unions.
Local and state level organizations should assidilitating such transfers with
information exchanges and training assistance.
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6. Look for and exploit group buying opportunities. Small credit unions should
try to take advantage of group-buying opportuniigh their peers to reduce per-
unit costs. This will require coordination of affe, and will often entail
accepting generic items.

7. Continue to promote small credit union price discouts. The current economic
situation is putting unprecedented strain on statenational organizations, and
on other vendors that serve small credit unionse Committee is deeply
concerned that progress on sized-based pricingentuist in an effort to maintain
bottom lines. Further, all entities are encouraigeseek additional opportunities
to provide services where smaller credit unionslpag per unit, or at least no
more per unit, than larger credit unions. Suchqgoesi will only be possible for
some services, where the marginal cost of prodacifonore units is very low,
such as educational programs for example. Theredanall credit unions should
not expect such pricing on all services. Neverthgléhere are some opportunities
to implement such pricing.

8. Produce basic operations, policy, and compliance maals for small credit
unions. These manuals could be joint projects of smallitredons and state and
national organizations, and could be made availabteupdated on the Internet.

System providers are urged to work on shared camgd assistance for small
credit unions. Compliance consultants could visiak credit unions once per
year to review compliance policies and operati@nsafsmall fee.

We urge simplified compliance summaries, highligbtthe necessary elements
for small institutions. Many Committee membersitren the InfoSight web-
based compliance solution as a particularly ugefull InfoSight, which links to
CUNA's E-Guide, is offered by roughly 25 state leag as a dues-based service
that is widely available to smaller institutions.

9. Provide low-cost hardware and software to small créit unions. The presence
of a minimum level of hardware and software in eswiall credit union will
greatly facilitate the delivery of certain produatsd services on a cost-effective
basis. With fairly simple computer, communicati@amsl printer hardware and
software, many products and services such as lmdsionation, ALM modeling,
forms, education and training, and transactionsdbasrvices can be delivered to
small credit unions very efficiently.

10. Consider small credit union shared branchingExplore the feasibility of small
credit unions making their locations available &ole other's members for basic
counter transactions, to increase accessibilityeanmburage member growth.

11.Preserve charters wherever possibldRecognize the gravity of loss of each and

every credit union and look for ways to minimizegb losses. When merger is
deemed unavoidable, encourage smaller credit unoojasn other small credit
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unions, to preserve uniqueness and provide gropplorunities to other small
credit unions.

The Committee intends the above suggestions ty applarious elements of the
credit union movement. State and federal credibusupervisory authorities also
have a key role to play. The Committee offers tiwing suggestions to the
regulators:

1. Simplify compliance with regulations for small credt unions. The Committee
recognizes that most laws apply to credit unionalicfizes, but efforts should be
made to spare smaller credit unions from havingdde through volumes of
material to determine whether or not they are &éi:cRegulators should seek
opportunities to exclude smaller credit unions fr@gulations wherever doing so
would not create any material risks to the systeegulators should reduce undue
reporting requirements where there is little ridlso, communications from
regulators shouldlearly provide guidance on whether or not the credit union
need consider the issue.

Similarly, regulators should seek ways to ensussr@rer consistency. Many
times credit union compliance dramatically variesf year to year and examiner
to examiner creating undue stress and confusiosnfall credit union staff.

2. Work to preserve the corporate system & ownershipriterests. NCUA should
continue to look for ways to minimize the costsoassted with corporate
stabilization efforts and should specifically exjglavays to avoid permanent
depletion of corporate capital. Regulatory acsbould balance safety and
soundness concerns with the fact that many of &tiemis smallest credit unions
— if forced to rely on for-profit sector solutionsnay find that non-system entities
will drive up their costs to the point that the\sees become unaffordable. These
second-order effects, while less obvious, coulseraidditional and arguably more
complex safety and soundness concerns.

3. Make mergers a last resortln resolving problems at smaller credit unions,
regulators sometimes recommend that the credinuisieek a merger partner.”
This alternative should be pursued as a last regwoeh liquidation is the only
alternative. Small credit unions facing operatiatifficulties should be provided
every opportunity to address and correct thosécditfes and thereby provide
needed services to their members. There may be tivhen the Board of a small
credit union decides that its members will be Isested by a merger with another
credit union. Examiners should permit but not emage such decisions.

Although some mergers are unavoidable, the NCUAafescredit union
regulators should make the bid process for menmgere transparent. Most
importantly, small credit unions should be givegual access” to merger
opportunities and regulators should actively sagkand identify smaller credit
unions that have an interest and ability in beireggar partners.
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V. RECOMMENDATIONS '

The CUNA Small Credit Union Committee has seveeabmmendations to the CUNA
Board. They include the following:

1. Seek ways to foster improvements in credit unidiciehcy.

a. Encourage small credit unions to create or enterdantractual business
alliances to achieve economies of scale that wilress (a) the regulatory
compliance burden, and (b) inefficiencies assodiati¢gh back-office
redundancies.

b. Explore the possibility of testing a Desjardinskstyodel (i.e., many
small credit unions sharing one large back officedee if it can be as
successful here in strengthening small credit iamit has been in
Canada.

2. Increase and improve communication.

a. Small credit unions want to be “involved in the gersation”. In this
regard, we urge CUNA leadership to establish atshoarterly phone
program for small credit unions on hot topics oliges. These topics
could “wet one’s desire” to register for upcominghinars that could be
highlighted in such presentations

b. Further, we seek additional ways for credit uniohall asset sizes to
come together in dialog sessions for critical issue

c. Committee members acknowledge the logistical diffies of gathering
large numbers of small credit unions on a single bat argue that this
obstacle can easily be overcome with regionalioall-

3. Help identify and develop a pool of small creditamleaders of the future
including future CEOs and board members.

4. Encourage for-profit arms of trades to keep snraltlit unions in mind and to
seek ways to expand small credit union price distou

" To be considered during the Board’s February 2@&6ting.
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Appendix |

CUNA Small Credit Union Committee Activities

CUNA'’s Small Credit Union Committee, formed in 19@@erates with the following
statement of purpose:

The success of smaller credit unions is vital ®ftiture of the credit union
movement. The committee will be comprised cha¢fbfficials from smaller
credit unions and will track issues affecting sntaéldit unions. The committee
will also promote unity between credit unions ¢fsates and strive to defend
against any and all threats to their cooperativet-for-profit, democratic
structure.

Although there is no precise measure of “Smalle tbommittee will use $35
million in assets as a rough definition, recogngzthat factors other than size
may determine the characterization of a “small” dreunion.

Since its inception in 1999 the Committee has ldakethis statement of purpose in
guiding its activities. Some of these activitinsluded:

Participated in a variety of studies aimed at imprg small credit union
operations including Filene Research Instituteisgidn “thriving” small credit
unions.

Conducted periodic surveys of state credit uniagle services and outreach to
small credit unions.

Explored, in conjunction with CUNA Mutual Group gtipossibility of providing
group insurance programs to small credit unions.

Authored a “Unity Statement” to deter those seekindivide the credit union
system.

Conducted regular face-to-face meetings with NCt& &ind Board members to
ensure small credit union concerns regulatoryfralel other key issues.
Explored a variety of initiatives to provide discwed pricing to small credit
unions.

Explored franchising and other initiatives in afodfto help small credit unions
increase efficiency.

Explored, with assistance of CUNA Mutual Groupirezhent and succession
planning programs.

Studied open-end lending programs with an eye gmamng small credit union
loan-to-savings ratios and improving efficiency.

Studied the possibility of establishing data preoes standards.

Evaluated financial performance reporting and aased software programs.
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Appendix Il: Recent Small Credit Union Operating Results

Small Credit Union Profile

< $35 Mil Credit Unions Asset Groups - Sep 2009

Demographic Information Sep 09 2008 2007 2006 2005 < $5Mil $5-$10  $10-$20 > $20 Mil
Number of CUs 5,517 5,686 5,959 6,199 6,515 2,014 1,053 1,124 1,326
Assets per CU ($ mil) 13.2 12.0 11.0 10.5 10.3 2.1 7.3 14.4 33.6
Median assets ($ mil) 8.3 7.6 7.0 6.8 6.6 1.8 7.3 14.1 30.1
Total assets ($ mil) 72,596 68,148 65,468 65,315 67,282 4,177 7,716 16,171 44,531
Total loans ($ mil) 41,359 40,639 40,884 40,970 40,293 2,197 4,087 8,666 26,410
Total surplus funds ($ mil) 28,877 25,238 22,306 22,162 24,935 1,936 3,473 7,030 16,438
Total savings ($ mil) 61,992 57,810 55,252 55,277 57,435 3,436 6,503 13,737 38,315
Total members (thousands) 12,704 12,805 13,189 13,556 14,006 1,262 1,726 2,895 6,822
Growth Rates
Total assets 9.0 6.7 2.5 0.0 0.1 3.6 5.5 7.2 10.8
Total loans 4.3 2.0 2.1 4.2 6.3 -1.6 -0.1 15 6.5
Total surplus funds 17.1 15.8 3.0 -7.7 -9.0 10.3 13.3 15.6 19.4
Total savings 9.8 7.3 2.2 -0.9 -1.0 4.8 6.6 8.3 114
Total members 1.0 0.0 -0.2 -0.1 -0.1 0.3 0.4 0.3 15

% CUs with increasing assets 75.7 71.2 50.4 36.9 38.4 61.4 77.8 83.7 89.1
Earnings - Basis Pts.
Yield on total assets 504 570 611 573 517 509 503 497 507
Dividend/interest cost of assets 140 189 209 174 131 114 125 130 149
Fee & other income * 146 109 111 103 94 93 114 140 158
Operating expense 392 422 417 403 381 406 398 400 387
Loss Provisions 53 50 35 33 37 42 51 48 57
Net Income (ROA) after Stab Exp * 4 19 61 66 61 -29 -24 -6 16

% CUs with positive ROA * 53.7 72.3 85.8 87.4 85.6 49.1 50.1 55.5 61.8
Capital adequacy
Net worth/assets 13.1 14.0 14.6 14.3 13.6 17.0 14.8 14.0 12.0

% CUs with NW > 7% of assets 96.6 98.0 98.6 98.5 97.9 96.9 95.3 97.2 96.5

Asset quality
Delinquencies (60+ day $)/loans (%) 1.88 1.73 1.56 1.40 151 3.12 2.43 1.81 1.71
Net chargeoffs/average loans 0.77 0.68 0.54 0.52 0.61 0.82 0.88 0.73 0.76
Total borrower-bankruptcies 29,366 22,147 19,080 15,978 42,968 3,938 3,246 6,305 15,877
Bankruptcies per CU 53 3.9 3.2 2.6 6.6 2.0 3.1 5.6 12.0
Bankruptcies per 1000 members 2.3 1.7 1.4 1.2 3.1 3.1 1.9 2.2 2.3
Asset/Liability Management
Loans/savings 66.7 70.3 74.0 74.1 70.2 63.9 62.8 63.1 68.9
Loans/assets 57.0 59.6 62.4 62.7 59.9 52.6 53.0 53.6 59.3
Long-term assets/assets 19.2 19.1 16.2 15.4 15.2 4.9 10.2 15.7 23.3
Liquid assets/assets 26.1 25.2 24.9 24.0 25.1 37.9 32.0 28.7 23.1
Core deposits/shares & borrowings 55.7 56.7 58.3 62.1 66.7 78.8 68.6 60.0 50.0
Productivity
Members/potential members 8 8 8 9 10 20 14 8 6
Borrowers/members 40 40 40 40 40 32 37 40 43
Members/FTE 412 411 422 431 441 347 474 433 404
Average shares/member ($) 4,880 4,515 4,189 4,078 4,101 2,722 3,768 4,746 5,617
Average loan balance ($) 8,056 7,931 7,712 7,576 7,148 5,421 6,382 7,579 8,968
Employees per million in assets 0.43 0.46 0.48 0.48 0.47 0.87 0.47 0.41 0.38
Structure
Fed CUs w/ single-sponsor 18.0 18.2 18.6 18.8 19.3 27.1 20.1 12.6 6.9
Fed CUs w/ community charter 11.6 11.3 10.8 10.4 9.6 5.0 8.3 14.7 215
Other Fed CUs 34.0 33.8 33.8 33.8 33.8 33.6 36.1 35.9 313
CUs state chartered 36.5 36.7 36.7 37.0 37.3 34.3 35.5 36.7 40.3

Earnings, net chargeoffs, and bankruptcies are annualized.

Due to significant seasonal variations, balance sheet growth rates are for the trailing 12 months.
US Totals include only credit unions that are released on the NCUA FOIA file.

*Credit Unions did not uniformily report stabilization expense or reversals of the expense.
Therefore some income and expense ratios are not comparable to previous periods.

Use extreme caution when coming to conclusions from this data.

Source: NCUA and CUNA E&S.

CUNA
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Appendix lll;: State League Small Credit Union Initiatives

The 1999 CUNA Small Credit Union Task Force Repedognized the critical role played
by state credit union leagues in supporting smeddit unions. Committee members
recognize and applaud state leagues for this stippor

In 2002 and again in 2007, the Committee survelege sredit union leagues in an effort
identify small credit union assistance effortsat&tlevel responses were made available to
each credit union league to assist those inter@stadopting specific initiatives and to
otherwise help with information sharing and progr@denelopment.

The 2007 survey found that roughly one-half of cegping leagues defined “small” credit
unions as those with $10 million or less in ass#@86 use $20 million or less in assets as
their working definition. In contrast, as notedlegyy CUNA’s Small Credit Union
Committee uses $35 million as a working definition.

Three quarters of responding leagues indicatedthlegtpromote or distribute CUNA and/or
CUNA Mutual small credit union materials. These@nials included the CUNA Small
Credit Union Staff Salary Survey Report, CUNA Mut8anall Credit Union Connectivity
Toolkit, various Filene Research Institute survagd reports, CUNA “Keys to Success”
Reference for small credit unions and the like.

In addition, all but two responding leagues indechthey had at least one small credit union
contact person on staff (though league small comtgpically have many other duties).

The survey specifically examined five broad areaducation and Training (5 items);
Technology and Equipment (3 items); OperationsRladning (7 items); Administration and
Communication (4 items); and “Other” initiativeA summary of the most common state
league initiatives appears in the chart below.

Most Common Small CU Initiatives

(Percent of State Leagues Reporting Various Small CU Initiatives in 2007)

Established a SCU "resource center" on the league web site
Implemented Size-Based Pricing

Co-sponsor NCUA SCU workshops

Coordinate larger-CU donation of new or used equipment to
SCUs

Provide SCU subsidies for training/education (e.g., reduced-
cost seminars, books, etc.)

Provide SCU grants for training/education (e.g., free seminars, 79%
books, etc.) 0

Provide free or reduced-cost annual planning session 79%
assistance to SCUs 0

Conduct training/education events specially tailored to SCUs 86%
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