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The COVID-19 Recession and its Impact on Credit Unions
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Thank you to our sponsor

CUNA Mutual Group remains committed to helping
your credit union protect your members’ financial

futures. cu HA

e provided more than $145 million to the ;‘2 M UTUAL
movement over the last 5 years GRUUP

 protect nearly 30 million consumers

* relationships with 95% of credit unions in the U.S.

For more resources, go to:
cunamutual.com/strongertogether.



https://protect-eu.mimecast.com/s/hIaSCnR7KF74484f9LsuJ?domain=cunamutual.com

i

Dennis J. Sullivan, Chairman
& Host for Today’s Webinar
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Presented by
Timothy Harrington,
CPA

Tim Harrington is a Certified Public
Accountant who has consulted with credit
unions since 1992. Since 1996, Tim is
President of TEAM Resources, a firm that
provides consulting, strategic planning and
training to financial institutions from coast-
to-coast. He is the author of the popular
lending software Lenders Tax Analyzer© and
the books Eisenhower on Enlightened
Leadership and A Credit Union Guide to
Strategic Governance. Tim is a faculty
member of three national credit union
schools on finance, governance and
management, and has spoken to hundreds
of thousands of directors, executive
management and staff throughout North
America.




Think Long!
Act Short!

Preserve Capital!




VWhat Are
Our Potential

Financial
Issues”?

Deposits

* A flight to safety will cause Deposits to rise
e Control balances or it can hurt Ratios
e Manage Net Interest Margin during this time

* Loan volume will drop
¢ Loan income will drop
* Loan losses will rise

e ALL: You’'re going to need to add, but how much
and how soon?

* Pressure from low interest rates — loans and
investments

* Lower NIl

e Higher Provision for Loan Losses



Per CUNA
Mutual
Economist’'s

Forecast

Key Ratios

2019 2020

2021

Capital to Assets 11.39 10.50 9.75
Loan Quality-Misery Index 1.26 2.12 1.85
Loan to Share 84.40 76.60 73.40

Spread Analysis

Asset Growth

8.10

10.00

Yield on Assets 4.04 3.25 3.00
Cost of Funds 0.89 0.50 0.50

Net Interest Margin 3.15 2.75 2.50
Operating Expense 3.19 3.05 3.03
Provision for Loan Losses 0.43 0.75 0.85
Non-Interest Income 1.40 1.25 1.28

ROA 0.93 0.20 -0.10

7.00

Loan Growth

6.50

2.00

3.50




Preserve Your Capital Position (6 teroensne .

History of Capital to Assets Ratio
National Averages
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Deposits

Generally, during
recessions, members
turn to credit unions to

safeguard money.
The Flight to Safety

®

LEADERSHIP
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Strategies as Deposits/Assets Rise

Rising deposits, if they are unwanted and unneeded, can weaken
your financial stability
Growing Assets without growing Capital causes the Loan to
Share Ratio to drop

In a low interest rate and low loan demand environment,
there’s no place to put the deposits. If priced wrong, and
volume’s too great, profit can be challenged.

Unless vou have the knowledge and capacity to leverage them with
decent yield investments




If Assets Grow, and Capital Doesn’t, NW Ratio Slides

Assets/ Capital and the Capital to Assets Ratio
in the Great Recession: All CUs
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CONVENTION GROW

EARNING ASSETS

Loans

hvesments

NON-EARNING ASSETS

Buiihg . Equpmentet.
NCUSFDepost

Oterfdsses

Total
Assets

Today: $10/8100
10.00% Capital Ratio

EARNING ASSETS

Loans

hvesimens

NON-EARNING ASSETS

Buiting .Equpmentet.
NCUSF Depost

OterAssek

Capital to Assets
Ratio Can Decline if
Assets Rise

Even if Capital
increases as a dollar
amount

Later: $115120
9.17% Capital Ratio




https://forteamresources.com/products/free-downloads/ @556?5??.‘1‘!’ e

Fill in white cells, do not change gray cells

$372,727.799

$ 42,325,156




Scenario Projections over the Next Several Years @) LEADERSHIP 2ieoi.
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- (CU) LEnvERSHIP .
Net Interest Margin @

Some will want deposits and can manage an increase
Others will NOT want deposits

It may be wise to drop deposit rates soon and far:
1. To earn a slightly larger NIM and contribute to profit or blunt losses
2. To deter unwanted deposits

13



- LEADERSHIP 253005
The Flow of Net Interest Margin @

Negative GAP means Assets reprice faster than Liabilities

4% Yield on Assets typically drops more slowly than COF
O
F Y
Decﬁningm}‘\/
NIM widens
3%

IF YOU CAN Risi p

DROP YOUR N;:;"g rates,
o DEPOSIT RATES narrows

O

Cost of Funds
1/2%

14




Per CUNA
Mutual

Economist’s
Forecast

Key Ratios

2019

@) LEADERSHIP 25590,

2020

ENT N GROW.

2021

Capital to Assets 11.39 10.50 9.75
Loan Quality-Misery Index 1.26 2.12 1.85
Loan to Share 84.40 76.60 73.40

Spread Analysis

Yield on Assets 4.04 3.25 3.00
Cost of Funds 0.89 0.50 0.50
Net Interest Margin 3.15 2.75 2.50
Operating Expense 3.19 3.05 3.03
Provision for Loan Losses 0.43 0.75 0.85
Non-Interest Income 1.40 1.25 1.28
ROA 0.93 0.20 -0.10
I EN N
Asset Growth 8.10 10.00 7.00
Loan Growth 6.50 2.00 3.50




At time loan is made:

Earning Asset Yield 4.04%
Your COF at time of loan 0.89%
Net Interest Margin 3.15%
Effect on
N et I N -te re St After rates drop: Poor Well
. Earning Asset Yield 3.00% 3.00%
Margln Your COF at time of loan 0.80% 0.20%
Net Interest Margin 2.20% 2.80% '
4
P4




(CU) Lervensnp .
What You Want to Avoid

Attracting too many deposits
At too high a rate

You end up with a double whammy

1. More deposits which increase your Assets and decrease your
Capital to Assets Ratio

2. More high-priced deposits that can boost your Cost of Funds
causing your Net Interest Margin to suffer

17



What Can You Do?

Create strategies to slow deposits if that's what you need.

1. Lower rates rapidly and significantly to make deposits less attractive
2. Establish "Action Triggers”

A. 1sttrigger: lower rates again if you have room
B. 2nd Put a moratorium on certain deposit types, e.g.

A. Stop selling CDs
B. Discourage adding more to MMA accounts

C. 3" trigger: Find other financial institutions who may need deposits and direct
your member to deposit there as a service to the member (and the CU)

Even with these strategies, you may find it challenging to reduce the inflow of
deposits. 18



One Credit Union’s Survival Method in the Great
Recession When Loan Losses Caused Capital to
Plummet

Capital to Assets Hatio in a Rec ession

Assets $2.0 Bl
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12.00 -
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Reduced Assets to $1.2 Bil
000 . __ Doubling the Capital to Assets Ratio
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12/31/19 again $2 Bil and 15.00% Capital Ratio &@) SCRTEAT T



In a Severe Circumstance, Reduce Assets (©J:semsne sz

Fill in white cells, do not change gray cells

10.00% 5.00%
$ 372,727,799
$ 25,000,235




Know What is
Happening with Your
Loan Portfolio

You need to know what is
occurring in your loan
portfolio.

Good news or bad,

iInformation is key for

management and the
board.

DDDDDDDDD

EEEEEEEEEEE




Goal is to move from
being...

Reactive
to
Proactive

And be ready to ‘respond’




Replace Lagging Indicators with Early Indicators

Delinquency and Charge-off ratios are of Little help.

They are Lagging Indicators

You will need Leading or Early Indicators




|dentifying Loan Portfolio Early Indicators

HIEAT
(I SLEEP
EAXRAY
E3REPEAT

@ LEADERSHIP 253005.



Develop a Process to
Know What is Happening

* Create task forces/teams of staff members

* Develop a process to monitor Early Indicators
Daily, Weekly and monthly

Create Member Care teams to reach out
and stay in touch

Help members as much as possible
without hurting their credit union

Look for those early
Indicators



Early Indicator.
Late Pays

Track percent of portfolio with Late
Payments

* Parse by loan type
* Look for emerging negative trends

* Pre-emptively contact member

HIEAT

= SLEEP
EXRAY
E3REPEAT




Work your Late Payments late fee? Can we
« A paper: Make ‘soft calls’ at day 10 transfer the funds for
« C and lower: Day 27

TASK FORCE CALL PROJECT @

&Y

—d rly Indicator. ‘Do you realize that if

Late Pays you make your payment
today you can avoid a

you?

LEADERSHlP sssssssssss

4.00%

3.50%

3.00%

2.50%

2.00%%

1.50%

1.00%

0.50%

0.00%

3.26% 3.31%
2.85%
2.58% 2.65%
2.18% 2.24%
1.19%
0. E?% 0.80%

WEEK2 WEEK3 WEEK4 WEEKS WEEKG6 WEEK7 WEEKE8 WEEKS WEEK10 WEEK 11 WEEK 12

WEEK 1

LOANS WITH LATE PAYMENTS: MORE THAN 2 DAYS LATE

3.56% 3.40%

27




Early Indicator
Trends in Force-Placed
Insurance

Track Trends in Force-Placed Insurance
(CPI)

* |f cash is short, where will members cut?

* |f notice arrives that insurance has
lapsed, what choices do you have?

* Repossess the vehicle
« Add force-placed insurance
* Pre-emptively contact member

HIEAT

= SLEEP
EXRAY
E3REPEAT




—arly Indicator

Trends in Force-Placed Insurance

4.50%
4.00%
3.50%
3.00%
2.50%
2.00%
1.50%
1.00%
0.50%
0.00%

sep

oct

nov

dec

B Series1

2.96%

3.21%

3.66%

3.86%
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HIEAT

= SLEEP
EJXRAY
E3REPEAT

Early Indicator:
Change in Borrower’s Payment
Pattern

If your system allows:

* Monitor borrowers’ payment patterns. Changes in
that pattern may represent a change in a borrower’s
financial condition

* Eg. Borrower consistently paid by the 28", now
payments are arriving between the 2" and 10" of the
following month.

* Pre-emptively contact member




HIEAT

= SLEEP
EJXRAY
E3REPEAT

Watch List:
High Value Loans

EG. Create report of Vehicle Secured Loans Exceeding
100% at Origination

Set a threshold, eg. Loans > $40,000

Use NADA or Kelly Blue Book to obtain the current
values and see how ‘upside-down’ the loan is today

Link to member’s credit score, now and at origination

For borrowers whose FICO has migrated downward or
payment pattern has changed, put on watch list

Pre-emptively contact member




High Balance Auto Loans

VWatch List: At-Risk Loans

Borrower Orig Orig Orig | Current |Current|Orig |Current |FICO Orig |Current Risk Action
Date |Balance| Value |Balance| Value |FICO|FICO |[Migration|]LTV |LTV

Rachel Green 2019 42,000| 46,000 36,000 38,000| 668 664 -4 91% | 95% low none
Maonica Geller 2016 39,000| 35,000( 30,000 29,000| 714 698 contact
Joey Tribbiani 2017 58,000| 58,000f 51,000 658 678 none
Chandler Bing 2018| 69,000| 60,000f 61,000 725 707 contact
FPhoebe Buffay 2018 49,000| 47,000 42,000 702 640 contact
Ross Geller 2019 69,000| 65,000 61,000 723 725 watch

CONVENTION GROW.

@

LEADERSHIP 25205
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Monitoring
Modifications

Track number and amount of
Loan Modifications and
TDRs (troubled debt
restructures)... EVEN IF
THE LAW DOESN'T
REQUIRE IT




If delinquencies did this,

@ LEADERSHIP Expen

was there something that predicted it?
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Loan Modifications or TDR trends
will often foretell coming delinquency problems

1 68 288

Bdensionsd odicatons 1 Dollas




Loan Modifications and TDRs

Make sure all modified loans are
segregated from and reported

Monitorin J separately from the non-modified
portfolio

M O d Ifl Catl 0 n S * Once a loan is modified, all bets are off

regarding the borrower or loan behavior
e This loan is no longer just a New Car or

Mortgage loan

e |t is now an ‘impaired’ loan

e The purpose is to not fool yourself by hiding
them among all other loans




Monitoring Real
Estate Portfolio

In-house Mortgage/HELOC analysis
* Obtain current FICO score of borrowers

» Test for FICO migration from lower risk to
higher

» Obtain current value of collateral

» Contact borrowers who are leaning toward
greater risk. Work preemptively with them

« With HELOCs, be ready to reduce or close
lines with greater risk

@ LEADERSHIP Pscoven.

37



@

Monitoring Real Estate Portfolio

Mortgage Loan/Home Equity Trends

Borrower Orig Orig Orig | Current | Current|Orig |Current |FICO Orig |Current
Date |Balance| Value |Balance| Value |FICO |FICO Migration|LTV |LTV

Haney Specter 2009 125,000] 165,000 68.000| 110,000| 668 664 4 6% | B2%
[Rachel Zane 2016| 325,000] 350,000 a8%
Louis Litt 2015| 87,000] 110,000 58%
Jessican Pearson 2018) 225000) 275,000 97%
Micheal Ross 2019 475,000] 525,000 111%
Donna Paulsen 2014 235,0001292,000) 200,000]| 275,000( 723 T3%

med

[ Action

none
contact
none
contact
contact
watch

May add to the ALLL due to risk identified in this report

If a member is high risk, reach

out. Be sure to contact them and

LEADERSHIP 25205

CONVENTION GROW.

work with them.

38




Find ways to keep borrowers In their loan

* Be proactive in helping members manage:
* Consider a 3-month Skip-a-pay
* Followed by 3 months of Interest Only
* Develop solution ideas
* Reach out to borrowers, etc.

AIEAT
(I SLEEP
EAXRAY
EJREPEAT



Your ALLL Is
Going to
Rise

Z f =

The historical period should resemble
the period you are entering — 2020 will
be more like 2008-2010.

Consider using the historical data from
those years to develop your ALLL



Monitoring Current
Credit Card Portfolio

Look for this troubling
combination:

* Increasing use of credit line
* FICO migration to lower score

* Negative change in payment
pattern

Be ready to contact the member
pre-emptively

(cu) rescemste

DISCOVER.
EEEEEEEEEEE
GROW.



Monitoring Current
Credit Card Portfolio

* Look at mechanism used to
establish borrower’s credit
limit (per card and total
unsecured)?

* |s mechanism still viable in
the current economic times?

* It may be important to reduce
or cut-off the credit limit to
protect the credit union




Generate as Much Income as Possible

1. Get crazy about mortgage refinancing
A. Hold if you can. (interest income)

B. Sellif you can’t. Find a good outlet and sell as much as possible for as
high a rate as possible (non-interest income)

2. Ask every department to suggest budget cutsof %

A. Let them know that just because something was budgeted in 2020, it
doesn’'t mean you will get it

3. Furlough staff who will qualify for unemployment?
A. Some CU staff are earning more furloughed than employed

4. Don'’t cut Marketing!!!

A. But make every dollar count...Loans, Loans, Loans; Digital, Digital,
Digital.



Generate as Much Income as Possible

1. Slightly reduce Courtesy Pay charge but increase eligibility and
limits (wisely)
A. Higher volume and income will likely ensue (non-interest income)

B. Consider something like Chime

A. For long-term members, no fee is charged for the first $100 overdrafted. A
|.  Hall Pass on smaller overdrafts

2. Do whatever you can to encourage Debit card usage
1. Instant issue/digital issue
2. Cash back program?

3. Periodic drawings on debit transactions to win $500

44



Consumers will still borrow. Make sure they borrow
from you!

1. Spend money to market three things...Loans, Loans, Loans

2. While caution is essential, loan diversity can improve yield:
A. Broad credit quality spectrum
B. Broad product spectrum

3. Mortgage Refi’'s — if you can hold mortgage in your portfolio
A. Look at 5/1, 7/1, 10/1 or some other shorter-term options

4. HELOC and Home Equity

A. Perhaps as consolidation loans (but understand your local market values)

5. Digital marketing, digital marketing, digital marketing

@) LEADERSHIP
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@) LEADERSHIP 25200,

Remove every obstacle to borrowing.

O ~wbh -~

Fast on-line automated approvals for qualified borrowers

Put utton on home page

Shorten loan application to 5-7 questions (to conditionally qualify)
Follow-up with call from incented closer

Follow up on every abandoned loan application
A. Ask only name, email and phone number on first screen.
B. Have incented lending salespeople monitor and call quickly

Don’t ask for any document you don’t absolutely need

. Reach out to members with pre-approvals for every loan they

qualify for py



cuNexus

*Great
-screening

pre

*Perpetual loan

approval

*Approve, fund
and insure in 10

seconds
* Trackable
marketing
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“Smooth
Seas do not
make good
sailors.”




@ LEADERSHIP 2550l

Get a free copy of our
Capital Growth Calculator

at the link below:

Capital Growth Calculator
Solve for Projected Capital to Assets Ratio

Five Year Projection
12/31/2019

ANTICIPATED ASSET GROWTH RATE

ROA ANTICIPATED

TOTAL ASSETS

TOTAL CAPITAL

% INCREASE IN CAPITAL
(SAME AS NET PROFIT NEEDED)

“%INCREASe IN CAPITAL
ACTUAL CAP/ASSETS "% 11.36%

PROJECTED CAPITAL TO ASSETS RATIO

https://forteamresources.com/products/free-downloads/

12/30/2020

10.00%

0.20

b 782,728 %

1.85%

10.51%

Fill in white cells, do not change gray cells

12/30/2021'

7.00%

0.10

$372,727,799 $410,000579 $ 438,700,619

bo42,325156 F 43107884 § 43532235

424,351

0.98%

9.92%



Control Growth
Preserve Capital!
yper-focus on New Loans
Generate Revenue
Reduce Non-Essential Costs




Think Long!
Act Short!

Preserve Capital!
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Timothy Harrington, CPA
President/CEO

Timothy P. Harrington, Inc. dba

520-290-5721
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Bl www.linkedin.com/in/timothypharrington1
& www.TimothyHarrington.net/blog.htmi
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CLUMA Mutual Group is the marketing name for CUNA Mulual Holding Company, a mulual insurance holding company,
its subsidiaries and affiliates. Life, accident, health and annuity insurance products are issued by CMFG Life Insurance
Company and MEMBERS Life Insurance Comparny, Corporale headquarters are located in Madison, Wis.
CORP-3050967.1-0420-0522 & CUNA Mutual Group, 2020 All Rights Reserved.



