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Topics for Today

Update on the condition of California CUs as
of Q2, 2009

Observations on the financial crisis and its
impact on the economy

The Obama regulatory reform plan

California issues: budget, AB33, furloughs



CA Credit Unions

What Do the Latest Numbers Show?



in Billions

Total Assets of State Chartered Credit
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Loan Portfolios (in billions)

Slow but continuing shift to real estate and business loans. Real
estate loans represent over half of the entire loan portfolio at Q2-09.
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Quarterly Net Worth Trend

Net worth ratio recovered somewhat to 8.84% at Q2-2009, from 8.41% at Q1-2009, as
a result of NCUSIF Stabilization Fund Implementation in June 2009.
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Note: Enactment of the Stabilization Fund passed back the 0.69%
NCUSIF impairment previously recognized by credit unions and
reduced the NCUSIF premium liability from 0.3% to 0.15%.




Net Worth Ratio Breakdown

Twenty-four credit unions are subject to Prompt Corrective Action (NW less than 7%)
at 6/30/09, compared to thirty-four at 3/31/09, and six at YE 2008.

Q2-2009 Q1-2009

NW Ratio # of CUs % of Total # of CUs % of Total
less than 3.99% 5 3% 4 2%
4% - 4.99% 2 1% 3 2%
5% - 5.99% 5 3% 7 5%
6% - 6.99% 12 7% 20 10%
7% - 7.99% 39 22% 36 19%
8% and over 118 65% 115 62%
Total 181 185

Note: NW Ratio calculated based on optional total assets election, if used. NW
improved at Q2-09 as a result of implementation of the NCUSIF Stabilization Fund
which enabled the stabilization costs to spread over several years.




Delinquent Loans to Total Loans

Delinquency surged over 2% at Q2-2009, mostly driven by faster deterioration in the real
estate portfolios.
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Loan Delinquency by Type

Real estate delinquency represents 64% of total reportable delinquency, up from 49%
at YE 2008, and 37% at YE 2007.
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Delinquent Loans / Total Loans by Quintile*
State Chartered Credit Unions

As of June 30, 2009

Lessthan  $10to $50t0  $100to  $500MMto  $1 Billion

Asset Size S1OMM  $50MM - $100MM*™  $500MM  §$1Bilion andMore Total
# of Credit Unions 24 45 19 53 20 20 181
FistQuinle 67 64 15 43 36 39 55

Second Quintile 34 2.1 11 2.3 1.8 2.6 2.3

Thd Quinfle 23 13 06 16 14 18 15
FouthQuinle 14 06 04 12 12 13 10
FithQuinle 06 0. 04 06 08 03

Tt 34 23 11 23 18 22 21

* Quintiles of equal sizes are created by dropping off first the highest then the lowest ratio in each group until the number of institutions is divisible by 5.
** Due to the small population in this category, the number of institutions was divided into four equal sized groups



Asset Quality Trends

Credit risk has elevated. Loan defaults over 2 months have reached the S1B level, an
increase of 12% since last quarter. Net charge-offs ratio has also accelerated to 1.92%.
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Net Charge-Offs / Average Loans by Quintile*
State Chartered Credit Unions

Annualized year-to-date through As of June 30, 2009

Asset Sz Lessthan  $1010 $50t0  $100t0 $500MMto $1 Billion
$10MM  $50MM  $100MM™  $500MM  $1 Billion and More  Total
# of Credit Unions 24 45 19 53 20 20 181
First Quintile 2.8 3.6 2.3 3.3 3.7 37 36
Second Quintile 15 1.3 1.3 24 2.0 25 21
Third Quintile 04 08 0.6 1.7 1.3 19 1.3
Fourth Quintile 0.1 05 0.1 1.2 09 12 07
Fifth Quintile 0.0 0.1 05 05 05 0.1
Total 16 1.2 1.3 2.1 19 19 19

* Quintiles of equal sizes are created by dropping off first the highest then the lowest ratio in each group until the number of institutions is divisible by 5.
* Due to the small population in this category, the number of institutions was divided into four equal sized groups



Loan Loss Reserves to Delinquent Loans

Coverageratio improved to 110% as credit unions continued to

increase loss reserves to account for rising delinquency.
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Loss Reserves / Delinquent Loans by Quintile*
State Chartered Credit Unions

As of June 30, 2009

Lessthan  $10to $50t0  $100to  $500MMto  $1 Billion

Assel Size SIOMM  $50MM - $100MM™  $500MM  $1Bilion andMore  Tota
# of Credit Unions 24 45 19 53 20 20 181
FirstQuintle 2433 0 233 73 2202 2533w
Second Quintle 1278 2223 1774 1754 1509 1529 1699
Thrd Quinle 634 831 1119 1356 1195 1141 1163
FouthQuinfle 401 492 716 915 066 940 739
FithQuinile 275 253 5.9 617 547 341

Total 527 748 1647 1086 1146 1094 1099

* Quintiles of equal sizes are created by dropping off first the highest then the lowest ratio in each group until the number of institutions is divisible by 5.
* Due to the small population in this category, the number of institutions was divided into four equal sized groups



Real Estate Loans / Net Worth by Quintile*
State Chartered Credit Unions

As of June 30, 2009

Asset Size Lessthan  $10to $50t0  $100to $500MMto  $1 Billion
$10MM  $50MM  $100MM** $500MM  $1Bilion and More  Total
# of Credit Unions 24 45 19 53 20 20 181
FirstQuintle 2040  670.2 582.0 645.2 8536 10629 7432
Second Quintile 704 3406 385.9 480.6 7299 6119 4854
Third Quintile 00 2247 201.1 3471 583.1 530.7 3079
Fourth Quintile 00 1335 96.4 2464 483.6 3552 1711
Fifth Quintile 0.0 40.9 112.7 248 4 2343 -118.1
Total 859 2500 317 366.8 5436 4986 4743

* Quintiles of equal sizes are created by dropping off first the highest then the lowest ratio in each group until the number of institutions is divisible by 5.

** Due to the small population in this category, the number of institutions was divided into four equal sized groups



Real Estate Delinquency

CA state charter real estate delinquency accelerated to S680M, up 27% from last
quarter. Approximately 45% of the real estate defaults were 15t deeds adjustable rate,
followed by 36% 15t deeds fixed rate, and 19% other real estate loans.
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HELOC delinquency ratio rose considerably to 1.5% in 2007
dueto Cal State 9 CU. Cal State 9 represented 6% of all the
HELOC's, and over 60% of the HELOC delinquency dollars as
of year-end 2007.
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MBL Delinquency and Losses

Reportable MBL delinquency totaled $102M, reflecting a 65% increase since last
quarter. Business loan losses are still relatively low, but may worsen unless the
delinquency trend is reversed.
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CA State Chartered Indirect Lending
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Earnings Performance

Elevated loan losses and extraordinary expenses relating to NCUSIF and Corporate capital
impairments continue to negatively impact earnings. Almost 80% of CA state charters have
negative earnings at Q2-09, an improvement from 90% at last quarter mainly due to lower NCUSIF
liability.
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Quarterly Earnings Trend

CA state charters posted $350 million net loss YTD. While losses have narrowed since
last quarter as a result of lower NCUSIF related liability, escalated loan losses continue
to hamper earnings potentials.
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Credit Union Examination Trends
as of 6/30/2009
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Number of Problem Credit Unions
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Outstanding Enforcement Actions

as of July 2009
Effected Pending | Proposed | Total
LUA 21 7 3 31
C&D 7 12 4 23
Total 28 19 7 54

LUA - Letter of Understanding and Agreement
C&D - Cease and Desist
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Credit Union Mergers Since 10/08

* Application Pending

Disappearing

Surviving

E1 Financial CU

NuVision Federal Credit Union

Pacific Coast CU

Financial Partners Credit Union

Community Trust CU

Self Help Federal CU

Steinbeck CU

Golden 1 CU

Yamaha Employees FCU

California Agribusiness CU

Cityside FCU

Southland CU

American River HealthPro CU

SAFE Credit Union

Alisos Credit Union

Camino Federal Credit Union

US First CU

Golden 1 CU

Printing & Publishing Employees CU*

Printing Industries CU*

WestWorks CU*

CU of Southern California*

Comunidades FCU*

Water & Power Community CU*
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Observations on the financial crisis
and its impact on the economy

 Recap the causes...
— Easy money fueled a boom in home prices

— Households stopped saving and got overextended
on mortgages and other forms of consumer credit

— Corporate governance and risk management
failed at too many Fls, notably the largest

— Regulators missed the build-up of leverage & the
concentration in mortgage finance in the system



Chart 9: Savings ratio (% of disposable income)

Source: Thomson Datastream
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Chart 10: Household debt-to income ratio (%)

Source: Thomson Datastream
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Economic Outlook

CA unemployment rate in June '09 was 11.6% -- up
from 7.1% a year ago. Probably going higher.

House prices may have bottomed out in worst
markets. Outlook is darker for other areas. Prime
mortgage delinquencies likely to continue rising.

History shows that economies behave far worse in
the aftermath of a financial crisis — a protracted
workout (i.e., slow recovery) is likely.

Deleveraging is going on everywhere except in
government sector.

Massive monetary and fiscal stimulus is being
applied to counteract private sector deleveraging.



CRE Property Values to Drop Sharply

Peak-to-trough Declines of 36% Expected for Office Sector
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Figure 1.20. U.S. Loan Charge-Off Rates: Baseline
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Figure 1.30 Commercial Bank Loan Charge-0Offs

(in percent of fofal loana)
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Adjusted Monetary Base
Aerages of Daily Figurss, Ssasonally Adjushed
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The fiscal deficit year to date reached nearly $1.1 trillion in June 2009
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Short Run vs. Long Run Issues

Unwinding the stimulus without cratering the
economy or reigniting inflation will be a challenge.

Getting regulatory reform right will be a challenge.

What will Congress do about TBTF? The Obama plan
doesn’t fix this problem.

Future of the dual chartering system and state vs.
federal balance of regulation is unclear.

Future of housing finance is, so far TBD.
Whither credit union regulation?



Impact on DFI

Living with furloughs (or not) & trying to manage
the case load

Dealing with NCUA in a difficult environment
Thinking about lessons learned

Awaiting the fate of AB 33
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