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Agenda

Economic Outlook
Dan Burke, Senior Portfolio Mgr, Goldman Sachs Asset Management

202010 Credit Union Trends & Key Issues
G! DNRGOK {OGNFGS3IE& F2NI HIJ
Chip Filson, President, Callahan & Assoctatgsisor@creditunions.com

Jay Johnson, Executive Vice President, Callahan & Associates
jjohnsor@creditunions.com

oFinding Growth Opportunities
Phil Hunt, CFO, KEMBA Financial CU (OH)
Mark Decello, VP of Business Development, KEMBA Financial CU (OH)
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Today everyone Is looking for a
growth strategy

nd

\ow!
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st Dan Burke, Senior Portfolio Mgr.
Goldman Sachs Asset Management

Economic Outlook:

Al NBE 6S KSFRSR FT2NJ |
A When will employment pick up?
A How will the Fed respond?
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Positive Impact on GDP from the Fiscal Stimulus
and Inventory build up will decline

Growth (Real GDP)

Annual Percent Change
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Inflation will drift lower

Inflation (Core PCE)

Percent Change, year ago
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The Fed will continue to hold rates
steady

5 — Fed Funds Rate

2006 2007 2008 2009 2010 2011
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QUESTIONS?

If you have a question or comment,
please use the chat box.




The Long View:

Lessons from the 2008 -2009 Great Recession

Only three (3) institutions were reliable providers of credit
RdZNA Y3 O0KS FAYEFYOAIFT YIF NJ ¢

1. U.S. Government (Treasury, Federal Reserve, guarantees
2. Berkshire Hathaway (Warren Buffett{soldman Sachs,

CAFTFIyeQas | I NI Sé 51 gARaz
3. The Credit Union Movement
2008 $254B originated
2009 $272B originated up 7%
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O7A xEIT 1T AOGAO
dependent on the kindness of
OOOAT CAOO87EAT O
system went into cardiac arrest
In September 2008, Berkshire
was a supplier of liquidity and

AADPEOAI Ol OEA

Warren Buffet, Berkshire Hathaway

Sponsored by 2009 Annual Report

A __dAuanan,

IIIIIIIII
SSSSSSSS




How Credit Unions were able to respond:

Different by Design

A Strategic Public Role: Countercyclical bylesign
A Organizationally: Cooperatives by design
A Regulatory: Unified Structure by desigrn
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The State of the Credit Union Movement:
Preparing Your 2011 Growth Strategy

A Credit Union Performance
I Spread is back as the primary earnings opportunity
I Asset quality continues to improve, provision expense declines
I Capital levels are stable

A Key planning issues
1. wS3dzE F GA2YyQa AYLI OU
2. NCUSIF premium levels
3.¢CKS TRGIFIYyGlI3aS 2F G5AFFS
A The most miraculous comeback so far in 2020
regulatory miracle
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Credit unions are gaining new members, with
share growth primarily from existing members

Share Growth and Member Growth

For all U.S. Credit Unions as of June 30
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Loan & share growth rates have slowed

Data for all US Credit Unions as of June 30

12.0% - 12-Month Loan and Share Growth
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Credit unions are awash Iin liquidity
due to slowing loan growth
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The gap between the average loan and
Investment yield continues to widen
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Net interest margin widens over last five

quarters

Data as of June 30, 2010 for all U.S. credit unions
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The operating expense ratio Is at Its
lowest level In more than five years
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Data as of June 30 for all U.S. Credit Unions
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Net interest margin now covers the daily cost of
doing business, the reverse of past years
O3DOAAA EO AAAEDG
Operating Expense Ratio vs. Net Interest Margin

3.5% - Data as of June 30, 2010
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Asset quality shows continuing
Improvement since year -end 2009

2.00% Delinquency & Net Charge-off Ratios  1.83%
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Quarterly provision expenses are at their
lowest level In eight quarters

Data for all US Credit Unions as of June 30, 2010
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The coverage ratio continues to rise as the
allowance account increases and delinguency
declines

120%
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Managing Through the Cycle: ROA
Improves

Data as of June 30, 2010 for all U.S. Credit Unions
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Capital ratio has increased with credit unions
allocating an increasing percentage to the ALL account

Data as of June 30, 2010 for all U.S. Credit Unions
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Credit union performance at mid -year
030011 C AT A )IE¢

A Earnings up versus 2009 as core business
components improve: interest margin,
expense management & asset quality

A Credit unions are liquid and eager to support
members and communities

A Lending opportunities exist even in a
challenging environment
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challenge and opportunity

Growing Loans
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Credit cards & business loans have
provided the best growth opportunities

1st Mort.

Other RE

New Auto

Used Auto

MBL

Credit Card

Total Loans
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12-mo. Growth as of June 30, 2010 for all U.S. credit unions
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Bank rates moved from 13.1% to
14.7% over the past year

Credit-Card Rates Climb

Levels Hit Nine-Year High as New Rules Limiting Penalty Fees Help Fuel Rise

Sponsored by:

By RuTH StMoN

Interest rates continue to
tumble for the U.S. Treasury,
companies and home buyers
alike. But for a large portion of
381 million U.S. credit-card ac-
counts, borrowing rates have
been moving only one way: up.

And average rates are likely
to climb further soon. New
credit-card rules that took effect
Sunday limit banks’ ability to
charge penalty fees. They come
on top of rule changes earlier
this year restricting issuers’
ability to adjust rates on the fly.
Issuers responded by pushing
card rates to their highest level
in nine years.

In the second quarter, the av-

erage interest rate on existing
cards reached 14.7%, up from
13.1% a year earlier, according to
research firm Synovate, a unit of
Aegis Group PLC. That was the
highest level since 2001.

Those figures look especially
stark when measuring the gap
between the prime rate—the
benchmark against which card
rates are set—and average
credit-card rates. The current
difference of 11.45 percentage
points is the largest in at least
22 years, Synovate estimates.

By comparison, the spread
between 10-year- Treasurys and a
standard 30-year fixed-rate
mortgage is just 1.93 percentage
points, near historical averages,
according to mortgage-data pro-

vider HSH Associates.

The moves are driven by a
combination of forces. The
Credit Card Accountability Re-
sponsibility and Disclosure Act
of 2009 has given card issuers
less flexibility to raise interest
rates as they wish. At the same
time, issuers are still dealing
with credit-card delinquencies
that remain above historical lev-
els. “The rules have changed and
the goalposts of risk have
changed,” says Paul Galant, chief
executive of Citigroup Inc.’s Citi
Cards unit,

Banks used to boost rates in
a hurry on borrowers who fell
behind on payments or other-
wise turned out to be surpris-

Please turn to the next page

Pricey Plastic

The gap between interest rates
Americans are being charged
on their credit cards and the
prime rate has been widening.

16%........... Average interest rate
8o

Source: Synovate
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A limited opportunity?

a!a e2dz f221 2dzi
0KAY]1 UKS 0dzaAyS:

- Chip Rossi, Bank of America Credit
executive for Card Products

Wall Street JournalAugust 27, 2010
Sponsored by:
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Credit Card $ Balances Continue to Rise
Data as of June 30 for all U.S. Credit Unions
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Value In borrowing today

Nobody Doesn't Like Sara Lee's Bonds

Sara Lee Corp. sold 3800 million of bonds split between five-year and 10-year notes, saying it

would use the proceeds to refinance a substantial chunk of the 31 billion in higher-interest debt
it has maturing next year.

zelped the company price the

The company has said it would buy back 6.25% bonds due Sept. 15, 2011.

Sara Lee treasurer Shalabh Gupta said the plan was to bring the deal before Labor Day, when
other 1ssuers wouldn't be in the market and after filing its annual results as of Aug. 27.

"We had to refinance and there is always a risk of what happens if we get closer to [the
maturity] and the markets are shut down,” he said. "The 10-year Treasury rallied 10 basis

points, which was a good move in our favor.” The last issue Sara Lee brought in the U5, was in
2003.

Challenge: Helppur members
refinance with lower rates éALLAHAN
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Value In borrowing today

Opt-In To Overdraft NOW Locate Branch or ATM Contact Rates Subscribe

.
(BelVOIr For Everyday People. For Life. Search our site m

Federal Credit Union

T

orEaral N o owiRateNLowlRPayments!
» Iforgot my password " “ ‘ & j‘ \ M /M m M
T, .' i Saving you money one low rate at a time.

— + LLELY : Abnhv:Togay
Apply for a Loan . BTTHY WIS e,

$76‘6,636]

New & Used Auto Loan
FAID TO CUXcel MEMBERS

Get CUXcel Checking Today! Belvoir can help you in all life's transitions. 3 7 40/ ADR*
See the products that fit your life stage: . 0

Routing Number (RTN) _ = - . o i
S evies =l co W Gyevanseco | aoveearies | | ——— "o
256078569 i

Home | Site Map | Privacy Policy | Disclosures | Fee Schedule | Forms *APY = Annual Percentage Yield

Sponsored by | *APR = Annual Percentage Rate

Federally insured by the NCUA.
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Finding Growth Opportunities

Phil Hunt1 CFO As of Jun el2mad Growth
Mark Decello, BUSINESS | assets  $582M 13.5%
Development Loans  $387M 14.3%
KEMBA Financial Credit UniGRares  $473Mm 14.1%
Gahanna, OH Members 57,900 9.3%

Branches 9
ROA 0.41%
Net worth/Assets 11.1%
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http://www.kemba.org/index.html

| 60 - AOEAOY 4E

Advantage
A The Economy

A Opportunities
A Back to Basics

A SEG / Business Development
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Growing Loans

A Opportunist
A Credit Cards
A 10 Year Fixed Mortgage

A Bank Name Change
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Member Value

Rate Comparison

How does KEMBA rate against the rest? Dare to compare!

&KEMP“} CHASE QO (@ Huntington

303 s FIFTH THIRD BANK-
(APY)*

(2 PNCBANK

Savings 0.22% 0,01 - 0.50% 0.05% - 0.15% 0.35% 0.05%

Checking 0.22% - 0.35% 0.01% 0.05% - DEO% ¢ ~010%  0.01%-0.20%

Money Market 0.25% - 0.50% 0:01-0.02% 0.05% - D.60% 0.05%-0.15%  0.10% - 0.40%

3 month Certificate 0.35% 0.10% D.10% 0.05% - 0.1

6 month Certificate 0.45% 0.20% 0.15% 0.06% - 0.25%

12 month Certificate 0.65% 0.20% 0.20% - D.21%

24 month Certificate 1.15% 0.75% 0.50% - 0.54%

36 month Certificate 1.45% 0.76% 0.75% 0.90% - 1.10%

B0 month Certificate 2.35% O5% 1.23% - 1.28% 1.15% - 1.35%

Credit Cards 7.99%"* -
(variable rate] 13_99%*“

Home Equity =] as low as

Line-of-Credit 3.50% =

*APY=Annual Percentage Yield. **APR=Annual Percentage Rate. Source: Huntington.com, 53.com, PNC.com, rate-watch.com and Chase.com as of
August 20, 2010. Rates are subject to change. Everyday Savings, Checking. and Money Market accounts are variable rate preducts. $1,000 minimum
required to open KEMBA Money Market account, $500 minimum required to open KEMBA Certificate and obtain stated APY. KEMBA IRA Certificates
require $250 minimum to open. Early withdrawal penalties apply for KEMBA Certificates. Tiered rates for applicable KEMEBA deposit products only
apply when you maintain an average daily balance required for each interest rate. Fees may reduce earnings. KEMBA loan rates vary based on credit
score and are subject to approval. For loan products, other terms, conditions, and fees may apply. KEMBA funds federally insured by NCUA and
privately insured by ESI

There has never been a better time to belong to Central Ohio’s largest Credit Union.
You can belong if you live or work in Franklin, Delaware, Logan, or Madison County. Join today!

555 Officenter Place * P.O. Box 307370 * Gahanna, OH 43230
614.235.2395 @ fax 614.338.3542 » 800.282.6420 * www.kemba.org
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A Different Approach

A A longterm view
A Profitable Growth
A Top quartile performance

ATry— Learn— Adjust—a | I y3 A
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QUESTIONS?

If you have a question or comment,
please use the chat box.




Regulatory Reform: A Threat
or Opportunity?
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REGULATIONOURHFUTURBS VERY
BRIGHT
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Your Credit Union

As of June 30, 2010

Assets $1.556B
Loans $1.386B
Members 133,651
Sponsored by: Net Worth / Assets 8.13%
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https://www.tdecu.org/

What TDECU Did

TDECU

Your Credit Union

Personal Insurance

Investments About Us

Deposits | Branch Services | Rates & Fees | Loans | Calculators

View Your Accounts

i Protect your checking account

OPT IN TO COURTESY PAY ‘.

Login
Find ATMs & Locations
i ATMs :-.:';_l.-.:;g pt.':lnr'.-" m{_ ooty

* Branches & Service Centers

A9aulof AG&KSR | RSRAOI G XHierY,l
2, 3 segments
AwWSOAEASR YSYOSNI 0SYSTAG YSa
A Set discA:ipIinved marketing campaign Witb goglsi )
Sponsoredg:é( OSYOKYFINJaéuv YR RSIR{AY
//% Created new service features
6'0-0/:
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“Courtesy Pay can help
you handle all of life’s

unexpected events!”

A TDECU COURTESY PAY

WHAT WOULD
HAPPEN IF...

« A family memberneeds
medical care in the middle
of the night!

« Your car breaks down?

« Your A/C unit stops cooling
in the heat of summer?!

« You need to go out of

town for an emergency
hurricane evacuation?

HOW COURTESY PAY WORKS

MEMBERS WITH COURTESY PAY

« Have access to
emergency fundsat
most ATMs

« Protect their credit
ratings with this service

« Enjoy peace
of mind

« Are assured
their transactions
will be covered

MEMBERS WITHOUT COURTESY PAY
» Risk bouncing checks
» Canbe charged
merchant NSF fees if
their transactions do
not clear

need because their

is denied

» Risk embarrassment

» May not get what they

debit card transaction

COST COMPARISON

Let’s say your starting account
balance is $575 and a rent check for

$6001s posted for payment.

WITH COURTESY PAY:

You'll be charged a $25 Courtesy Pay
fee and yourrent is PAID!

WITHOUT COURTESY PAY:

You'll incur a $25 NSF fee from
TDECU and a merchant fee between
$25-8150. Your rentis UNPAID! Plus
there’s the potential negative impact
to your credit rating and risk

“of embarrassment.

You vz your debi cord, ATM If funds are not ovailoble and You wil be charged a 525 fee Mo charge to sign upand no

card, oewrite a chedk from your you've exhausted your other for each transaction covered by monthly fee for the prvlege of

cherking occount overchuft resourcss, Courtesy Py Courtesy Poy. using this servie.

will alow yow frosoction
clear your occount up to $500.
WHAT IS COURTESY PAY? 1S COURTESY PAY A LOAN? HOW LONG DO | HAVE TO REPAY
Courtesy Poy is cne of ths mony bensfits of yow psrsend. Mo The radit urion is allowing you o overdrow your THE OVERDRAWN AMOUNT?
checking account. Tha sanvica will provide up to 600 accoust up o your Courtesy Pay kit os o non-controctual — You bove up to 30 days o poy any overdrows omaunt,
Courtesy Pz tn qualfied checking occurtswhich have courtesy. This disraficaory senvice con be withdrownat— induding Courkesy Pazlfm Howewsr, depending cn the
besn opened kx ot bast 80 doys and mantaineadin geod  any tima by the creditunion. sitotion, we can osk forrepoyment ot asy time. Ay deposits
standing. you mhwilﬁmhagm o m&un bome fist
IS THERE A MONTHLY FEE?
HOW WILL COURTESY PAY BENEFIT ME? Na. The cnky time you o ossessed o fea & when you WILL THIS AFFECT MY CREDIT RATING?
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axpanses, orrun short on cash betwaen poydays. lastead of which wa sk you to do within the meuirad 30 days.
rehuing chscks unpaid, TOECU wil outomaticoly pay them, 15 THERE A CHARGE FOR COURTESY PAY?
upto yeur Coutesy Poy lmit Thers 50 stondord Couresy Poy fo of $25 peritemwhan DO | HAVE TO APPLY FOR THIS SERVICE?
you overdrow your chacking account. The advomigeis that Yoo must tal us if you want us 1o cover ATH and oretime

HOW DOES COURTESY PAY DIFFER FROM youwil Mﬂn\hgh pay afez to the merchant. debit tronsoctions. Wa may, however, o ematicoly covse
OVERDRAFT PROTECTION? chcks, ACH items, ond reuring dekits using owr stndard
1 you hov estoblished ovardraft prtection from your HOW WILL | KNOW WHEN MY ACCOUNT Courkesy Poy progrom, which daes not mequire your
sovings or Cosh Siush [ne of cedit, we wil dwoys poyfhe 1S OVERDRAWN? offimotive cnsent.

averdroft by this methed before using Courkesy Pay.

HOW DOES COURTESY PAY WORK?

When we receivs an item for paymsnt foe which theea o
insuffiient funds in yeur ocroust, we pay itup o your
Courtasy Poy mi, inchading the Courtesy Pay changs, s0 you

hove o e retadchck chrgs Frmthomihant,

We wil moi you olsthr otfying you wh t
oy
adhising you of y | il you bring your
account 1 0 pesitive bobnce:
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Your Credit Union
800.839.1154 * TDECU.org
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/| OOAT | Ad O3 OO0l
A Overdraft optins grew; new sigups offset loss of existing

users

A Actual revenue in August is up over July (no revenuecloss
probably a gain}- $600K/month?

A New member service sign up at ATM / POS if CU has
member cell phone number

A Competitive advantage grewothers just raised fees

RESULT: GREATER TRANSPARENCY
REQUIRED BY THE REGULATION
woneoreaty  GIVES THE MEMBER CONTROL AND

/\\ CREATES AN INCOME OPPORTUNITY.
@Z QALLAHAN
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NCUSIF Assessment

How much?
How long?
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Two Premium Needs

1. Corporate
2. NCUSIF O
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Corporate CUs have Stabilized in 2010

A Share balances are up over the past year
A Earnings are positive

A Capital ratios are stable

There were no liguidity, institutional credit or
settlement crises in credit unions. Every corporate
even those with negative capital, is serving their

Sponsored b

members routinely.
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The Retall Corporate CU System (26)
as of May 2010

Assets
Loans
Shares
Capital
Capital (w /o Wescorp)
Members
ROA
Core Capital Ratio
“CAIECap Ratio (w/o Wescorp)

CORPORATE

EER
(LR

Financial Analysis Software for Credit Unions

May-10
$75.0B
$2.5B
$76.8B
-$3.8B
$1.2B
10,923
0.42%
-6.54%
0.42%

May-09
$77.5B
$3.1B
$80.2B
-$1.3B
$2.5B
11,391

r
-0.20%
" 4.75%

0.79%

12 mth Grow th

-3.13%
-19.21%
-4.29%

N'M
-38.97%
-4.22%

N'M

N'M
-55.81%

Total OTTI Expensed = $11.8B éALLAHAN
IBAASSOCIATES =




NCUSIF potential Corporate

premiums
$6.4B Corporate Losses

No Share Growth

A $749B insured shares(@ 15 bps premium= $1.12B

I Premium = 5.7 years @ 15 bps to pay down if no insureq
share growth

6% Average Annual Insured Share Growth
A 10 bps premium for 7 years = $6.3B

Sponsored by:

@Z g:ALLAHAN

IIIIIIIII I¥AASSOCIATES =
SSSSSSSS




Second premium: NCUSIF
Operations
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More CUs are returning to profitability in
2010

Data as of June 30, 2010 for all U.S. Credit Unions

% of CUs that are Unprofitable
60% -

50.4%

50%

40%

30%

20%

10%

0%

Y-E 2005 Y-E 2006 Y-E 2007 Y-E 2008 Y-E 2009 M-Y 2010
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The total assets of credit unions well -capitalized
has measurably increased since year -end 2009

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

Data as of June 30

m 4Q 2009
m1Q 2010
2Q 2010

2.5% 3.1% 3.1%
B

% of CU Assets by Net Worth Ratio

10.8%

- 6.1% 6.1%

Less than 6%
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26.8% 90.8% 90.8%
. 0

6.0% - 6.99%

{2dNDSY /FffFKIyQ&

Over 7%
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#53) & UAAOI U O1 AOo EI
continues to grow above cash losses
2006 z June 2010

$500 -

$400 -

$300+

$200-

$ Millions

$100-

$0 ($2.7)

-$100-

2006 2007 2008 2009 Jun-10

Sponsored by:

/\\ B Provision Expense less Cash Losses
co-0oP Q-fA
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NCUSIF Loss Reserves now exceed the total

capital gap in CUs with <7% net worth
2006 z June 2010

$1,200 -

$1,066.7

$1,000-

$800 -

$600 -

$ Millions

$400 -

$200 -

$0 -
Sponsored by: 2006 2007 2008 2009 Jun-10

A\

co-oP

. Source: NCUA g:ALLAHAN
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Historically low rates are
iImpacting NCUSIF portfolio yield

YIELD COMPARISONS
JUNE 30, 2010

Percent
8.0

7.0 -
6.0 -
504
4.0
3.0
20 1 _.
1.0 -

U-ﬂ T T T T T T T
Jun-08 Sep-08 Dec-08 Mar-09 Jun-09 Sep-09 Dec-09 Mar-10 Jun-10

— - - 30-Year Bond == NCUSIF Yield - = =90-Day T- Bill
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A4 EA . AAA A O Al 0O/ PAO
NCUSIF

A Extraordinarily low interest rates lead to reduced interest income;
I 2% x $10B in assets = $200M ($390M in 2008; $188M in 200

Ab/ ' 1 Q& I RYAYAAUNI GAQGS Oz2ad 0
to cover growth in retained earnings & any loss provision
adjustments.

A 0.2-0.3% retained earnings adjustment for share growth of 6%:
6% of $1.6B = $97M

Conclusion: Some minor premium (5 bps) as long as
NCUSIF yield remains below 2%
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Different by Design:
The Regulatory Advantage and
Challenge
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# OAAEO 51 EITT00
Reqgulatory Structure
A Chartering, supervision, liquidity and
Insurance are housed in one structBICUA

A Common insurance fund evolved after 75
years of existence

A Depositbased, not premiunrbased, insurance

A Time is critical to cooperative success both fo
capital growth and business decisions

A A history of honoring examiners who helped
the industry grow

Sponsored by:
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4 EA AAOEO 1 & AOA/
and soundness
A Qualityof the members

A Their credit management
A Willingness to use collaborative resources

Al oAt AGOE (2 GFr1S GKS
earnings targets
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AEA AEAI T AT CAq O/
our estimates z the positive forecasts

a¢KS g2NAU 2F UKS AYL)
YFEN)] SG&a Ad 0SKAYR dzi«
- Richard Fuld, Lehman Brothers CEO, April 15, 2008

a¢KS O2N1IEZ2NIGS ONBRAL
FAYSX!Iff 2F UGKSAN AY
extremely highly rated and those investments
O2YUAYdzS (2 LISNF2N) P

- NCUA Board Member, June 2008
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AEA AEAI T AT CAq O/
our estimates z declaring negativity

aLd FAYQU 6KIFU ¢
dSua ez2dz Ayuz U
82dz 1y26 TF2NI ad
az2odpg

- Mark Twalin
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Surprise! Good news!

Financial Times
August 30, 2010
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