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Executive Summary

» FICU loan growth is expected to outpace share growth for the seventh consecutive year in
2007, however, by a smaller margin than in 2006.

* Unsecured credit card loans expanded by 11 percent for all of 2006 for FICUs, with Regions
IT and V (17.5 and 13.5 percent, respectively) leading the way.

* ROA for FICUs in Region II was 1.03 percent for 2006, well above the 0.82 percent figure
for the nation as a whole.

» Share certificates were the principal factor driving share growth the over the course of 2006,
growing 23.8 percent and accounting for 154 percent of total share growth. Share certificates in
Regions II and V expanded the fastest, growing by 28.0 percent and 25.9 percent, respectively.

* New auto lending increased at a 5.4 percent pace in 2006. Regions II and V led the way
(11.3 and 8.4 percent, respectively), but Region IV saw only a marginal uptick (0.8 percent) in
their new auto lending.

» First mortgage real estate loans grew by 10.1 percent for all regions in 2006, outpaced by
other real estate loans, which expanded by 15.0 percent. First mortgages continued to be the
bulk of the share of FICU loan growth, although the weakened housing market has seen a slight
decline in overall real estate loan growth.

+ Anticipated rising energy costs are likely to place a constraint throughout the country, but
particularly in Region I, where energy costs are higher overall. Coupled with weakened con-
sumer spending, home depreciation and high debt burdens are causes for a precipitous economic
outlook. Region IV also cites rising crop prices due to the drought as a source of concern.

*  The number of FICU members declaring bankruptcy was down 65.2 percent in 2006 to
119,087, from 342,681 at year-end 2005. Loans charged off due to bankruptcy were down 38.8
percent. These decreases are largely explained by the bankruptcy legislation passed in October
2005 with a rush of filings to get in under the old law.

* Asset quality increased in 2006 as the delinquency ratio for all FICUs dropped from 0.73
percent at year-end 2005 to 0.68 at the end of 2006. The charge-off ratio also experienced a
similar drop, falling 0.09 percent to 0.45 percent. Much of this can be explained by the extreme
decrease in bankruptcy filings and loans charged-oft due to bankruptcies.






NCUA Region One

NCUA Region I (Northeast) consists of the states of Connecticut, Maine, Massachusetts,
Michigan, New Hampshire, New York, Rhode Island, and Vermont. As of December 31, 2006,
there were 1,422 federally insured credit unions in the Region, with total assets of $112.9 billion
and a total membership of 13.5 million.

Lending

Loans in Region I during 2006 grew 3.0 percent to $76.4 billion, nearly 2 percent less than the
pace for all federally insured credit unions (FICUs). During 2006, loan growth was concentrated
in real estate products, and to a lesser extent, light vehicle loan products. While the Region’s cred-
it unions experienced a relatively strong demand for first mortgage loan products, home equity
lending expanded by double digits once again. In 2006, first mortgage lending expanded by 6.9
percent, while other real estate loan demand (home equity/second mortgage) grew by 12.0 per-
cent. At the end of December, real estate loans comprised 60.2 percent of all loans in the Region.
Light vehicle loan portfolio growth slowed sharply in 2006. New light vehicle lending expanded
by 4.4 percent after growing by over 17 percent in 2005. Uncertainty in interest rates, forward
buying, and aggressive financing and incentives from the vehicle makers have constrained loan
growth in 2006. Used light vehicle loan demand rose by less than 1 percent during 2006.

Unlike all FICUs, credit unions in Region I did not experience as strong of a demand for unse-
cured lending. Credit card lending rose by 5.6 percent, while non-credit card unsecured lending
expanded by 3.8 percent. Finally, the Region’s credit unions experienced strong demand for mem-
ber business loans during the first half of this year. Member business loans outstanding grew by
22.9 percent to over $3.3 billion.

According to NAFCU’s April 2007 Flash Report, near term expectations for loan demand in
Region I were slightly more favorable for all four loan categories. The responding credit unions
felt that new and used light vehicle loan growth would be sluggish, including indirect vehicle
lending. There was also anticipation of an acceleration in member business loan demand, but
unsecured lending is expected to remain flat in 2007. As expected, the near-term prospects for
real estate lending were less favorable, especially in home equity lines of credit as housing prices
have stalled or even dropped in some areas.

Member Shares (Savings)

In 2006, share growth in Region I was 3.1 percent, 1 percent lower than the share growth experi-
enced by all FICUs. As with many FICUs, the Region’s share growth during 2006 was concen-
trated in share certificates and IRA/KEOGH accounts, which rose by 24.7 percent and 6.8 percent
respectively. As many credit unions have chosen not to significantly increase the dividend rates
of share drafts and money market shares, there was a net outflow of 7.8 percent and 5.4 percent
respectively during 2006. Regular shares also saw a decline of 6.9 percent last year. Many cred-
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it unions promoted CDs with maturities of one to five years to help fund loan demand. Other cred-
it unions increased their borrowings from the FHLB and/or their corporate credit unions, and other
credit unions chose to sell a portion of their first mortgage loan portfolio. In addition, some cred-
it unions engaged in loan participations, while others promoted Web-based share accounts similar
to those offered by ING financial corporation. In 2006, non-member deposits increased by 17.5
percent, well above the growth rate of all FICUs, but remain a very small part of total savings.
Many of the Region’s credit unions expect share growth to continue to remain weak over the near-
term. However, according to the April Flash Report, the responding credit unions indicated that
they believe share growth in 2007 will increase modestly from the pace in 2006. During this year,
the strong loan demand, coupled with weak share growth, caused the loan-to-share ratio to
increase to 80.8 percent from 78.5 percent in 2005 and 73.1 percent in 2004. The loan-to-asset
ratio at the end of 2006 was 67.7 percent compared to 65.8 percent in 2005 and 62.1 percent in
2004.

Earnings and Asset Qualit

During 2006, the credit unions in Region I had an ROA of 0.69 percent, down from 0.79 percent
in 2005. This is significantly less than the December 2006 ROA of 0.82 percent and a 2005 ROA
of 0.85 percent figure for all FICUs. While the Region’s credit unions’ loan and investment yields
were on par with the average for all FICUs, the Region’s cost of funds was lower than all FICUs.
However, the credit unions in Region I generated substantially less non-interest income than the
average for all FICUs and, as a result, had a lower ROA compared to all FICUs.

The asset quality in the Region was mixed in comparison to the asset quality of all FICUs during
the first half of this year. The delinquent loans-to-total-loans ratio in the Region was 0.75 percent
compared to 0.68 percent for all FICUs, while the net charge-offs/average loans rate of 0.42 per-
cent in the Region was lower than the overall FICU net charge-off ratio of 0.45 percent. During
2006, member bankruptcies were not a problem in Region I, as both the number of members fil-
ing for bankruptcy and the loan amounts subject to bankruptcy decreased significantly. Total
number of bankruptcy filings in the Region declined 60.1 percent to 17,966, while loan amounts
subject to bankruptcy fell to $143.8 million compared with $360.6 million as of the end of 2005.
In addition, more and more of the Region’s credit unions are engaging in member business lend-
ing which adds risk to their balance sheets. While credit unions tend to be risk-averse and tend to
conservatively manage their balance sheets, overall asset quality could deteriorate modestly as the
yield curve becomes more normal.

Competition and Credit Union Operational Concerns for 2007

In Region I, credit unions are seeing tough competition from regional banks, particularly for mem-
ber business and indirect light vehicle loans. Bank of America, Citizens and Berkshire Bank are
formidable competitors now for loans, while Flagstar Bank, People’s Bank, and TFC Bank have
been very aggressive in pricing deposits. Because of this, the competition for credit unions is very
stiff for savings, particularly share certificates. This, and rising short-term interest rates, has
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increased the costs of funds for many of the Region’s credit unions. However, many of the cred-
it unions in Region I are focusing on operational efficiencies and growing non-interest income in
order to counterbalance this and the margin compression as of lately.

Member Concerns and Economic Conditions in 2007

When asked to assess their members’ confidence/sentiment, the majority of the Region’s credit
unions indicated that their members were cautiously optimistic about 2007. Many members cited
intense competition for new money, while others cited the tight rate spread as a major concern, the
slowing real estate market, low share rates, and tight local labor market conditions. Various reg-
ulatory and legislative concerns are also on the minds of credit unions in Region I, namely increas-
ing the member business lending cap. While most members felt the economy will continue to
grow at a decent pace, there are concerns that consumer spending could weaken due to the slow-
down in home appreciation and the debt burden of some members.

The overall economic and financial conditions throughout Region I remained steady at the end of
2006. However, pockets of weakness remain, particularly where manufacturing makes up a large
portion of the local economy. In addition, the Region’s economies are suffering from high ener-
gy costs. In Michigan, the economy continues to suffer from the financial troubles of the light
vehicle and parts manufacturers. In Connecticut, Maine, Rhode Island, and Vermont, the
economies are in relatively good shape. In Massachusetts and New Hampshire, the economic sit-
uations have improved, but the reliance on high tech and defense industries continues to create
volatility. Finally, in New York, revenue generation on Wall Street is solid and in upstate the high
tech corridors are buoying the economic weaknesses of the manufacturing centers.
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NCUA Region Two

NCUA Region II (Mid-Atlantic) consists of six states (Delaware, Maryland, New Jersey,
Pennsylvania, Virginia and West Virginia) plus the District of Columbia. The Region’s federally
insured credit unions (FICUs) have about 15.4 percent of the total assets of the nation, up by 0.1
percent from 2005. There were 13.0 million members in this Region at the end of 2006, up by
296,388 (2.3 percent) from the end of 2005. These percentages mirror the regional economy
where the gross state product is about 13.7 percent of the U.S. gross domestic product. Regional
production is more concentrated in government, professional services, and healthcare industries
than the average concentrations found nationwide.

Lending

Region II FICUs generated loan growth of 12.8 percent during 2006, more than the national aver-
age of 7.9 percent. Over the course of 2006, other real estate loans supplied 37.0 percent of loan
portfolio growth, closely followed by first mortgage real estate loans at 30.5 percent. Combined
real estate secured lending (first mortgages and HELOCs) accounted for over two thirds of the
gain.

Looking forward to 2007, Region II FICUs anticipate higher loan growth for new vehicle loans
than do FICUs in other regions. Conversely, Region II FICUs expect used vehicle lending to mod-
erate somewhat over the next 12-month period. Real estate loan expectations are slightly more
negative than other FICUs nationwide.

Total auto loans in Region II advanced by 7.7 percent during 2006, compared to the rate of all
FICUs of 3.2 percent. Region II new auto loans led the way, rising 11.3 percent last year, while
used auto loan portfolios increased 4.0 percent.

Unsecured loans (excluding credit cards) represent 3.4 percent of all FICU loans in the Region.
This portfolio segment increased 6.0 percent during 2006. Credit card loans increased 17.5 per-
cent during the same period, representing 12.0 percent of all FICU loans in the Region. The cred-
it union leadership in the Region believes that unsecured loan growth will be about the same for
2007, and this neutral view is shared by credit unions in other regions of the country.

Member Shares

Total savings/deposits reached $91.6 billion in December 2006, up $4.4 billion (5.1 percent) from
2005. Share certificates grew 28.0 percent during this year, but this was offset by a decrease in
share drafts, which declined 26.4 percent. Money market shares also rose (9.1 percent).
Combined, these highly liquid accounts contributed 95.9 percent of the increase in savings growth
for 2006. In contrast, regular shares contributed a negative 14.6 percent of the regional savings
growth, reflecting members’ preference for higher returns.
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For the next six months, Region II FICUs foresee a significant increase in share growth, and
somewhat more than the share growth expectation found in most other regions.

During the 2006 year, Region II FICUs share drafts (9.0 percent of Region II FICU shares)
decreased substantially (26.4 percent) since year-end 2005. Regular shares (34.0 percent of
Region II FICU shares) declined 2.0 percent during 2006. Money market share accounts (16.0
percent of FICU shares) reached $14.6 billion as of December 2006, up by $1.2 billion (9.1 per-
cent growth). FICU share certificates (30.0 percent of FICU shares) experienced a 28.0 percent
increase during 2006.

IRA accounts (10.1 percent of FICU shares) were a safe haven for members’ precious retirement
funds in 2006. This savings segment advanced 10.1 percent for this year compared to a national
average of 7.8 percent.

Return on Average Assets (ROA). Spreads and Asset Quality

With an increase in the gross income mainly assisted by higher interest rates during 2006, Region
II’s credit unions experienced a slight increase in consolidated ROA. At 1.03 percent (average
ROA for all FICUs was 0.82 percent), this profitability measure increased 8 basis points since
2005 for the Region’s credit unions. This is mainly due to the increase in yield on average loans
(up 30 basis points) and yield on average investments (up 73 basis points). Some FICU manage-
ment teams, however, expect a slight decrease on ROA this year due to a higher cost of funds.
Gross spreads increased by 62 basis points from 6.18 percent in 2005 to 6.80 percent in 2006. The
ROA increased among Region II FICUs despite the 57 basis point increase in cost of funds/aver-
age assets, and a 14 basis point increase in the operating expense. Changes in the provision for
loan losses/average assets (down 20 basis points) also helped improve the ROA.

Loan Loss Trends in 2006

Several FICUs in Region II indicated that their lending growth had not risen as strongly as the
regional average for the last several months, especially in the areas of auto loans. In the area of
loan quality, the 2006 Region II FICUs had a slightly lower delinquency ratio and slightly higher
charge-off ratio than credit unions nationwide. The trend in bankruptcy among Region II FICUs
follows a similar pattern as credit unions nationwide. In 2006, loans subject to bankruptcies
decreased by 40.2 percent in Region II FICUs, while nationwide the growth was a negative 61.1
percent.

The primary operational concerns for 2006, cited by our regional credit unions, included attract-
ing savings, rising compliance costs, and attracting new members. Higher loan revenue (especial-
ly from indirect auto sales) and a sanguine liquidity situation were mentioned as positives for
future performance.
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Member Concerns and Region II Economic Conditions in 2007

Credit union leadership in Region II viewed competition for loans from other credit unions and
auto dealers more competitive than credit unions in other parts of the country. For saving
accounts, banks and other credit unions were viewed as the primary competition. Several credit
unions have initiated odd-month share certificates as a means of attracting more savings. Low
unemployment, strong retail sales, and high company profits were mentioned as the general eco-
nomic conditions of the Region. In addition, several credit unions cited concerns about problems
with indirect auto lending where large growth rates were matched with rising delinquencies.
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NCUA Region Three

At year-end 2006, there were 1,734 federally insured credit unions (FICUs) in Region III
(Southeast). This Region consists of ten states which include Alabama, Florida, Georgia, Indiana,
Kentucky, Mississippi, Ohio, North Carolina, South Carolina, and Tennessee, and the territories
of Puerto Rico and the U.S. Virgin Islands. The year-end count represents a net decline of 88
FICUs in 2006, of which 50 occurred in the second half of the year. Region III now holds 21 per-
cent of all FICUs, 20 percent of all assets and 23 percent of all members. At $142 billion, total
assets rose 3.9 percent, roughly 70 basis points below the national average. Total membership in
the Region rose 1.2 percent to 19.4 million. Region III trailed the national average gain of 1.5
percent in 2006. Total employment (full and part-time employees) increased by 1,804 to just over
54,200. All the gains were in full-time employment. The 50 largest CUs in the Region hold 52
percent of all assets and 40 percent of the total membership.

Once again, two important considerations must be noted for this report. First, Region III covers
a wide expanse of geography ranging from the north end of Indiana to the southern tip of Florida.
Thus, economic and employment conditions vary significantly. Taking a high level view of bor-
rowing and savings trends, we can generalize that members are growing increasingly cautious as
the economy slows, especially in the housing and automotive sectors. Additionally, hurricane
Katrina and Rita continue to have lingering effects on results. Five states in Region III were
impacted by the 2005 hurricane season. In some cases, savings in these states remain inflated as
rebuilding is not finished due to the lack of construction resources. Insurance settlements remain
on deposit, waiting for repairs to be completed.

At year-end, Region III FICUs collectively remain in good health as they improved their net worth
ratio to 11.7 percent by generating an ROA (return on average assets) of 80 basis points. At the
same time, loan delinquencies and charge-offs fell as did the allowance for loan losses. Going for-
ward, re-igniting savings while controlling ROA erosion, as the cost of funds climb and a possi-
ble reduction in loan quality, are the primary concerns of Region III FICUs leadership.

Lending

Loan growth within the Region and nationally continues to slow. The FICUs in Region III gen-
erated a 6.2 percent loan growth in 2006. This was significantly below the 9.6 percent gain post-
ed in 2005 and 1.7 percentage points below the national average. Over the course of 2006, a total
of 661 FICUs (15 percent of assets) in the Region reported declines in loans outstanding while
396 FICUs (35 percent of assets) expanded their loan portfolios by 10 percent or more. In total,
Region III FICUs finished the year with a loan-to-share ratio of 79.3 percent. While this key
measure was up roughly 200 basis points from year-end 2005, it was 290 basis points below the
national average. South Carolina had reported the highest loan-to-share ratio at 81.6 percent and
Ohio was the lowest in the Region at 70.6 percent.
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The 181 Georgia FICUs reported the highest growth in 2006. They expanded their loan portfo-
lios by 11.6 percent, but the 206 Florida FICUs, who hold 28 percent of all loans in the Region,
accounted for 39 percent of all growth.

In 2006, real estate secured loans (first mortgages, second mortgages and home equity loans)
accounted for over 74 percent of all loan growth, despite an annual increase one percentage point
below 2005 results. Leading the way were first mortgages, up 9.5 percent for the year and sup-
plying 51 percent of all Region III’s lending gain. A total of 813 FICUs in the Region reported
originating first mortgages in 2006. The dollar amount of Region III originations were only down
2.8 percent versus a national average decline of 10.2 percent.

Looking at other real estate loans (second mortgages and home equity loans), we see member
preference has switched to fixed-rate products. Fixed-rate other real estate loan originations were
up 38 percent in 2006 and the portfolio grew 39 percent while adjustable-rate loan products
declined.

Fifty percent of leaders anticipate reduced first mortgage volumes this year. In contrast, 60 per-
cent see other real estate new loan volumes and portfolios improving. This is being offset by a
growing concern about what a decrease in the value of housing might mean for future loan loss-
es. It should be noted that the housing market is not uniformly weak across Region III. Ohio, due
to its relatively high unemployment rate, is experiencing home price depreciation as is Florida,
due to the value of homes appreciating faster than median incomes for the past few years.
Meanwhile, Georgia and South Carolina are experiencing home price appreciation.

In 2005, vehicle loans increased 9.9 percent and supplied 42 percent of all loan growth. During
2006, new and used vehicle loan portfolio expansion dropped to 1.8 percent and accounted for just
12 percent of Region III’s lending gain. Region III auto dealers report sharply lower showroom
traffic, weak new vehicle sales and extremely depressed used vehicle sales opportunities. Both
nationally and within Region III, few FICU leaders are optimistic about resurgence in vehicle
lending in the near-term. Many anticipate a slight improvement in vehicle lending results, but
believe it will continue to be a drag on overall loan growth. They continue to cite very stiff com-
petition from manufacturers discounted financing, at the point-of-purchase, as the primary reason
for this weak performance.

Indirect lending is still driving vehicle loan growth, but portfolio expansion has slowed signifi-
cantly. In 2005, indirect loans grew 26 percent and their gain equaled 75 percent of the change in
total vehicle loans outstanding. During 2006, the indirect portfolio segment was up just 3.5 per-
cent and accounted for 63 percent of vehicle gains. This much weaker performance occurred
despite the number of indirect programs increasing by 27 to 344. We see this as a reflection of
overall weakness in vehicle sales in the Region and nationally.
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Total Shares

Total shares in Region III FICUs increased 3.5 percent in 2006. Share growth continues to slow
and the gain in 2006 was just 110 basis points above the cost of funds (a proxy for internal yield
accumulation), and thus it appears new savings inflow was minimal. In addition to weak savings
inflows, the source of growth has moved to higher cost funds. During 2006, regular shares
declined 11.6 percent and share certificates (CDs) increased by 21.5 percent. The year-end aver-
age yield on regular shares is estimated at 1.41 percent, versus 3.51 percent on one-year share cer-
tificates. This likely understates the yield differential given the popularity of “odd maturity” share
certificates. The net effect of this change in savings structure is a 63 basis point increase in the
cost of funds during the year, to 2.4 percent.

The 206 FICUs in Florida held 28 percent of Region III’s total shares and generated a 4.9 percent
annual growth rate. Tennessee FICUs had the strongest growth rate, up 7.2 percent for the year.
A total of 1,024 FICUs reported share declines in 2006. These institutions held over 22 percent
of the Region’s assets. Two states (Georgia and Mississippi) reported declines in total shares.
While four out of five surveyed credit union leaders see stronger savings growth in 2007, discus-
sions with many credit union leaders suggest savings growth, or the lack of it, remains their pri-
mary concern.

Asset Quality and Operational Results

At year-end 2006, asset quality, as measured by delinquent loans to total loans ( 0.74 percent), had
improved over 2005 results and was near record lows for the Region. The ratio of net charge-offs
to average loans (0.46 percent) also showed improvement over 2005. It should be noted that both
measures rose slightly from third quarter 2006 results. We believe FICUs in the Region will see
minimal spillover from the major deterioration in sub-prime real estate lending which is occurring
nationwide. Because real estate loans make up a relatively high percentage of loan portfolios,
delinquency ratios should remain well contained. However, credit unions have been growing their
Home equity loan portfolios and those in states where home prices are declining are now exposed
to larger potential losses.

The consolidated results for the 1,734 Region III FICUs show a return on average assets (ROA)
of 80 basis points, just below the national average (82 basis points). Like the national trend, ROA
in Region III continues to erode as net interest margins tighten and expenses rise. A closer look
at the data shows 533 FICUs (holding 33 percent of the Region’s assets) had an ROA of 100 basis
points or better. Not all institutions were successful in 2006, as 188 reported an ROA of zero or
less. These FICUs held just 2 percent of the Region’s assets at year-end. Our survey indicates
most believe spreads will be the same or lower, with 60 percent anticipating lower ROAs this year.

Looking forward, we continue to see a difficult environment for credit union savings growth and
the potential for rising loan delinquency and charge offs, albeit from near record low levels.
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NCUA Region Four

NCUA Region IV (Midwest) consists of 2,468 federally insured credit unions in the states of
Arkansas, Illinois, lowa, Kansas, Louisiana, Minnesota, Missouri, Nebraska, North Dakota,
Oklahoma, South Dakota, Texas, and Wisconsin as of December 31, 2006. The credit unions in
this Region represent 29.5 percent of all federally insured credit unions (FICUs) and held $139
billion in total assets or 19.6 percent of the country’s total credit union assets. There are approx-
imately 18.8 million members in this Region, up 218,238 (1.2 percent) since year-end 2005.
Since 2005, total assets have grown 2.4 percent through 2006 and reserves and undivided earn-
ings increased 2.3 percent to a total of $16.1 billion. Shares grew $4.9 billion (2.6 percent) dur-
ing the 12-month period, while loan balances increased $4.6 billion (1.2 percent). As of

December 31, 2006 share balances totaled $117.2 billion while outstanding loan balances were
$96.2 billion.

Lending

Loan growth in Region IV accelerated in the second half of 2006, finishing the year with a year-
over-year growth rate of 5.0 percent. Down from last year’s 6.7 percent pace, regional loan
growth was also somewhat slower than the national average growth rate of 7.9 percent. Total
loans outstanding for Region IV at December 31 totaled $96.2 billion, up $4.5 billion since
year-end 2005. Loans outstanding grew in virtually every category, with mortgage lending
again leading the way. Specifically, first mortgage real estate loans grew by 11.2 percent (or
$2.62 billion) and other real estate loans grew 9.4 percent (or $1.12 billion). Under heavy mar-
ket competition, new auto loan growth was flat at $20.63 billion while used auto loans actually
fell by 0.6 percent to $20.6 billion. Despite this modest loan growth, the Region IV loan-to-
share ratio actually improved to 82.06 percent, up significantly from 74.2 percent just three
years ago, continuing the recent trend toward increased asset concentration in loans.

Several notable trends were revealed with a closer look inside the broader total real estate loan
asset category. Most notable was the divergence in the type of first mortgages granted during
2006. Fixed-rate first mortgage production contracted by 6.8 percent versus 2005 levels, with
Region IV credit unions granting $5.5 billion in 2006. That is down substantially from the
$12.9 billion granted in 2003 during the height of the refinancing boom. Alternatively,
adjustable rate first mortgage production grew at a brisk 16.5 percent pace, totaling $1.8 billion
in new production. That said, of first mortgage loans outstanding on Region IV credit unions
books, fixed rate loans continue to comprise the majority at 53.1 percent of the total. Balloons
and hybrids make up another 27.5 percent, while adjustable-rate first mortgages comprise only
7.8 percent of the category total. Consistent with history, the other real estate loans category
(home equity loans and HELOCs) made up 33 percent of total real estate loans outstanding.

While the pace of improvement in first mortgage lending moderated somewhat in 2006, rising
rates have not had as significant an impact as previously projected. The purchase money mort-
gage business has traditionally been more difficult business for credit unions to attract than the
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refinancing business. Even so, total first mortgage loans outstanding were up nearly 36 percent
over the past 36 months.

Finally, activity in member business lending continued its strong growth, albeit from modest his-
torical levels. total business loans outstanding grew by 24.7 percent, comparable to the 25.7 per-
cent national average pace. Year-end outstandings totaled $5.19 billion, up from $4.16 billion one
year earlier.

Member Shares

Shares and deposits grew slightly faster than the national average in 2006, up 4.3 percent year-
over-year. Total shares and deposits stood at $117.2 billion on December 31, 2006. Virtually all
of the growth occurred in the higher-cost share certificate category, up 19.0 percent to $35.0 bil-
lion. Regular shares contracted 3.1 percent (to $35 billion), while share draft growth was virtual-
ly flat, posting a 0.2 percent volume loss (to $14.3 billion).

Prospects for share and deposit growth for 2007 will depend in large part on the relative perform-
ance of the stock market as an alternative for members’ excess funds. Job and income growth con-
tinues to improve, which certainly could add to the credit union savings base in Region IV.
However, overall savings growth is likely to lag loan growth, putting further upward pressure on
the loan-to-share ratio.

Loan Quality

The steadily improving economic environment, coupled with sound loan underwriting, has con-
tinued to improve the asset quality picture in Region I'V. Total delinquent loans as a percentage of
total loans outstanding declined to 0.89 percent from 1.00 percent year-over-year. The net charge-
offs /average loans ratio at year end 2006 was slightly improved at 0.51 percent versus 0.55 per-
cent for the same period last year.

Investments

With loan growth continued to outpace share growth, total investments were nearly flat at $26.7
billion versus $26.9 billion at year end 2005. However, total cash and cash equivalents added
another $10.0 billion to the total, and were 15.4 percent higher than the $8.7 billion held on
December 31, 2005. This increased level of short term investment holdings is consistent with the
increase seen in the national statistics, and is also consistent with historical behavior as loan-to-
share ratios rise. The largest category of gain within the investments asset category, both in dol-
lar amount and percentage, was investments in corporate credit unions, adding 24.3 percent to
$5.2 billion. Similarly, deposits in corporate credit unions make up an additional $6.1 billion of
the cash and cash equivalents category, growing by 30.5 percent year-over-year. Added together,
corporate credit unions hold 31 percent of Region IV credit union investments and cash equiva-
lents.

Credit Union Economics Group Regional Report
Spring 2007

Page 14



Finally, even with the lack of growth in total investments, there continues to be ample liquidity to
fund future loan growth.

Earnings

Return on average assets (ROA) fell slightly in 2006, to 0.69 percent from the 0.71 percent record-
ed during all of 2005. This is well below the national average of 0.82 percent. Spread compres-
sion readily explains the persistently low ROA. Versus December 2005, the yield on average
loans increased only 37 basis points to 6.46 percent and the yield on average investments
increased 112 basis points to 4.23 percent. At the same time, the cost of funds/average assets
increased by a full 62 basis points to 2.39 percent. Operating expense and fee income metrics
were virtually unchanged versus December 2005 levels.

These factors combined to hold Region IV net interest margin/average asset ratio steady at 3.16
percent, down fractionally from 3.20 percent at December 31, 2005. Interest rates rising steadily
from the 45 year lows experienced several years ago have not helped net income as much as pre-
dicted, with more members shifting their savings from less interest rate sensitive regular shares to
higher yielding share certificates, as discussed earlier. The positive impact of rising rates most
benefited those credit unions with low concentrations of fixed rate assets in their loan and invest-
ment portfolios.

Finally, capital adequacy remained strong among Region IV credit unions. The average net
worth/total assets ratio increased significantly, to 11.63 percent versus 11.36 percent at year-end
2005. The national average stood at 11.54 percent. Total delinquent loans as a percent of net
worth fell sharply to 5.31 percent from 6.09 percent on December 31, 2005.

General Economic Conditions

Economic conditions in the Midwest continue to expand at a moderate pace, consistent with the
nation as a whole. Manufacturing activity remains solid, with increases broadly reported in pro-
duction, shipments and orders. Employment increased steadily during 2006, and is yet to show
signs of leveling off. Hiring announcements continue to outpace layoffs.

Even though manufacturing is still a key economic component to the Region’s economic health,
other sectors such as finance, healthcare, and technology have grown in importance and impact.
And the outlook for agriculture, another key sector, remains generally solid, although concerns
linger over rising energy costs, crop prices and whether the drought is finally over. While hous-
ing conditions continue to soften in most of the Midwest, impact to consumers versus coastal
regions should be muted. Thus, the Midwest will likely continue to post positive statistics that
demonstrate that the economic expansion continues on solid footing.
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NCUA Region Five

Region V consists of 13 states and two territories: Alaska, Arizona, California, Colorado, Hawaii,
Idaho, Montana, New Mexico, Nevada, Oregon, Utah, Washington, Wyoming, and the Territories
of Guam and American Samoa. As of December 31, 2006, the Region’s 1,360 federally insured
credit unions comprised 16 percent of all federally insured credit unions and held $207 billion in
total assets, 29 percent of the nation’s total credit union assets. Credit unions across the country
continue to attract new members and the credit unions in Region V saw membership increase by
279 thousand since year-end 2005, ending December 2006 with 20.9 million members. However,
over half this growth can be attributed to indirect auto lending activity. These relationships have
not traditionally led to the credit union becoming the primary financial provider for the borrower
or provided much in the way of cross-selling opportunities for other products. Total assets grew
by 5.3 percent in 2006 and reserves and undivided earnings increased 9.0 percent to a total of
$22.4 billion. Shares grew $7.3 billion (4.4 percent) over the year, while loans increased $13 bil-
lion (9.4 percent). At December 31, 2006 share balances totaled $176 billion, while outstanding
loans came in at $149 billion. The loan-to-share ratio rose from 80.7 in December 2005 to 84.6 in
December 2006.

Loan Growth

As mentioned above, loan growth in Region V for 2006 was 9.4 percent, quite a significant decline
from the 2005 growth rate of 13.9 percent. This lower percentage puts 2006 a little over one per-
cent below the 10-year average annual pace. Total loans for Region V were $149 billion at
December 31, 2006, or 72.2 percent of total assets, compared to 69.4 percent at the end of 2005.

Real estate lending continued to be the primary driver of loan growth, but at a slower pace than
recent years. Residential first mortgage loans grew by 10.4 percent and other real estate loans
grew by 17.1 percent for the year, primarily driven by real estate collateralized member business
loans. While these are relatively strong numbers, they are down from the 2005 growth rates of
13.9 percent in first mortgage loans and 24.6 percent in other real estate lending.

The volume of new real estate loans granted last year actually fell by 13 percent from the 2005
figure. Total first mortgage loans stood at $48.1 billion as of December 31, 2006. The growth rate
in fixed rate loans held on the balance sheet of credit unions grew by 7.7 percent in 2006; total
new adjustable rate loans held on the balance sheet grew by 8.9 percent. Hybrid loans grew at a
rate of 16.0 percent. At year-end 2006, ARMs and hybrids comprised 42 percent of the first mort-
gage category held by credit unions. HELOCs grew by only 0.9 percent, bringing the regional
total value of HELOCS to $12.6 billion. This growth rate is down sharply from the 19.7 percent
rate for 2005. For the Region, real estate loans made up 49 percent of total loans, which is slight-
ly higher from the figure at the end of 2005.
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Auto loans only grew 5.0 percent during 2006, a sharp decline from prior years and growth still
continues to be dominated by the expansion of indirect lending activities. The growth in indirect
loans exceeded the total auto loan growth, continuing a trend of declining direct originations.
New auto loan balances increased 8.4 percent, while used auto loans balances rose by only 2.0
percent. The rate of growth in new auto lending was considerably slower than the 26.2 percent
growth rate in 2005. Many credit unions in Region V, who aggressively built market share in 2005
by offering attractive auto lending rates through indirect lending programs, appeared to have expe-
rienced reduced demand in 2006. However, indirect auto lending remains the primary avenue for
increasing auto lending in some areas of Region V.

Member business lending activity continues to grow as credit unions expand their assistance to
members in this area. Member business loan balances, dominated by real estate secured loans,
increased to $9.2 billion from $7.4 billion at year-end 2005. While this sector still represents less
than 8 percent of total loans at credit unions, it is growing at the fastest pace of any loan sector.

Another bright spot came in credit card receivables, where outstanding balances grew by nearly
$500 million, representing a growth rate of 13 percent. This was by far the strongest performance
in over 10 years.

Credit unions have lower expectations overall on the outlook for loan growth for 2007.
Refinancing activity has declined sharply in the last few months and further declines are possible.
However, reasonably low interest rates and more aggressive marketing of hybrid ARMs should
help support purchase activity for credit unions with competitive mortgage lending programs.

Credit unions are hoping to capitalize on refinancing opportunities as some borrowers who are in
rapidly adjusting mortgage products attempt to lock in a fixed rate for a period of time.
Anecdotally, some credit unions have reported a surge in refinancing applications from borrowers
who are facing significant rate resets but are unable to refinance with the original lender.
Unfortunately, these credit unions are discovering that a majority of these applicants have either
very poor credit or are in homes with an unfavorable loan-to-value ratio.

Despite the cooling in the housing market, some credit unions, especially in Hawaii and
California, are seeing that affordability has become a significant factor for members seeking to
buy that first home or trade up. Credit unions in those areas are concerned that real estate lend-
ing could slow further due to that factor. Higher short-term rates are expected to continue to cur-
tail growth in HELOC:s.

Auto lending for new autos is expected to continue at a healthy but slower pace in 2007, and cred-
it unions expect to see continued growth in indirect auto lending as existing players increase their
activity and new credit unions enter the market. Credit unions are hopeful that the Big Three strat-
egy of focusing on pricing as opposed to financing incentives will continue.

Credit Union Economics Group Regional Report
Spring 2007

Page 18



Loan Quality

Credit unions continue to do an excellent job in managing credit risk and generally remain posi-
tive about the outlook for the rest of 2007. The delinquency/total loans ratio held steady at 0.51
percent in 2006. Net charge-offs/average loans ratio showed improvement from 0.52 percent to
0.41 percent. For those credit unions with heavy concentrations of mortgage loans, there are con-
cerns that a decline in home prices would increase delinquencies and charge-offs, especially in the
home equity lending area. But those concerns are now minor.

Share Growth

Shares grew at a 4.4 percent growth rate to $176 billion. However, balances in all transaction and
money market categories declined. Regular share accounts declined by 8.8 percent, while share
drafts declined by 4.1 percent, the first decline in ten years Money market share balances declined
by 0.8 percent. With rising interest rates, share certificate balances grew by a strong 25.9 percent,
as higher interest rates enticed members to lock in longer-term rates. With many credit unions fac-
ing liquidity and competitive pressures for savings, most credit unions have adopted the strategy
of competing aggressively for certificates while pushing back on increasing transaction accounts.
The picture is much more mixed for money market accounts where some credit unions have been
fairly aggressive on pricing the upper tiers while other credit unions have resisted the move to
higher rates.

The growth in certificates was evenly split between maturities of one year to three years and matu-
rities greater than three years. As of December 31, 2006, share certificates represented 32.0 per-
cent of total balances, compared to 27.3 percent at the end of 2005. After the initial seasonal surge
in liquidity in the first quarter, liquidity issues surfaced at some credit unions. However, the lig-
uidity of most credit unions in Region V was not a big issue. The demand generally came from
credit unions that were aggressive in the indirect lending programs. However, in the last quarter
0f 2006, the slowdown in loan demand, coupled with the emphasis on attracting term savings, alle-
viated any nascent liquidity pressures.

Borrowings

Borrowings increased sharply in 2005 but increased by a relatively small amount (9 percent) in
2006. Several credit unions are looking to the derivatives market to hedge the cost of share bal-
ances and short-term certificate issuance, although the rate increase in 2006 so far this year has
caused those credit unions to refrain from taking action. Region V credit unions generally expect
share growth will be relatively weak for the balance of 2007.

Investments

Investments declined in 2006, with total investments declining from $41.5 billion in 2005 to $36.3
billion at the end of 2006. This represented 17 percent of total assets. Holdings of federal agency
securities declined by 17 percent in 2006 to a total of $18.8 billion. Holdings of corporate certifi-
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cates fell by 3.0 percent from $12.26 billion to $11.90 billion. Investments maturing less than
one-year constituted 56 percent of total investments, while investments between one and three
years comprised 31 percent of the total. The average yield on investments increased 3.23 percent
to 3.92 percent as low yielding investments purchased in 2003, 2004 and 2005 matured and were
replaced by higher yielding investments. Credit unions should continue to see increases in invest-
ment portfolio yields as the portfolios turn over and re-price at current market yields. At the cur-
rent time credit unions are keeping the maturities of new investments short. Security investments
are being allowed to run off and new funds are being left in cash and short-term money market
investments. This benefits corporate credit unions because of the lack of credit unions alternatives
in the securities markets.

Earnings

Regional return on average assets (ROA) in 2006 slipped to 0.90 percent from the 0.93 percent
figure in 2005. This continues a long-term trend and we see no relief in the near future. The aver-
age yield on loans increased from 6.02 percent to 6.40 percent. The cost of funds/average assets
ratio rose from 1.65 to 2.30. The overall net interest margin declined from 3.31 to 3.19. Operating
expense/gross income was at 48.70 percent, down from 52.52. Fee income rose at an annualized
pace of 5.4 percent.

General Economic Conditions and Credit Union Concerns

Economic conditions in the Western Region were generally stable in 2006. The slowing in the
housing market is of concern to credit unions, but as of yet that slowdown in housing has not fed
into any significant slowdown in the general economy of the Region. Recent data shows improve-
ments in the labor market, consumer spending, commercial real estate, information technology,
service, and manufacturing industries. The most critical factor, the labor market, improved in 2006
but significant gains are not being reported, as was the case in 2005. Increased household spend-
ing, driven by the rise in home prices, resulted in gains in services, travel and home furnishings.

Home sales fell noticeably throughout the Region in 2006. Many areas are reporting home sales
that are 25 percent or more below last year. Home price increases have all but disappeared, and
a few areas are reporting declines. The central California area seems to have been hit particular-
ly hard. Some credit unions are concerned about the outlook for real estate values and the credit
implications, but most credit unions have maintained a conservative lending profile and should
weather any downturn without great difficulties. There is some apprehension, however, that a
sharp fall in housing activity might result in a general economic slowdown.

The number one concern expressed by credit union executives is the squeeze on net interest mar-
gins. While the string of Federal Reserve increases in the Fed Funds rate has ceased for the time
being, the inverted yield curve continues to drive compression of spreads. The full impact of high-
er rates has yet to be felt because retail savings rates at credit unions are dramatically lagging
changes in the wholesale market. Credit unions are finding that a more competitive funding land-
scape is impeding progress on lessening the impact of margin compression. To offset declining
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margins, many credit unions are seeking ways to increase fee income, enter new lending sectors,
and/or become more competitive in the mortgage lending area.

Through the first three months of 2007, there has been a surge in liquidity at credit unions. While
this is the usual seasonal trend, it seems more pronounced this year as loan growth has slowed.
Additionally, some of the surge in liquidity could also be due to the fact that many credit unions
are allowing maturing investments in agencies and other securities to remain in overnight invest-
ments. Most credit unions remain wary of putting long-term assets on their books at a time when
longer-term yields are lower than shorter-term and when the outlook for loan growth remains
uncertain.
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Appendix A:
NCUA Regional Financial Ratio Analysis
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Total Share Growth Rate
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Delinquencies/Total Loans
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Bankruptcies/Total Loans

Bankruptcies/Total Loans
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Appendix B: NCUA Regions

NCUA Regional Breakdown
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