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Contact:
dflaherty@figpartners.com
Office - (404) 601-7225
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Mr. Flaherty joined FIG Partners in September 2011 and has 10+ years of experience in the
community banking industry. Prior to joining FIG Partners, Mr. Flaherty worked in the investment
banking divisions of Sterne Agee (Atlanta, GA) and the Carson Medlin Company (Tampa, FL),
providing corporate finance and investment banking services to Southeast-based community
financial institutions. Mr. Flaherty’s experience includes advising community banks on strategic
options, capital planning, sell-side mergers, buy-side mergers and provided numerous types of bank
valuations including closely-held, going private, core deposit intangible and goodwill impairment
valuations. Mr. Flaherty has participated in 51 M&A transactions, representing over $1.1 billion in
deal value, 28 capital offerings and completed more than 150 bank valuations in his career. In April
2017, Mr. Flaherty became one of eleven partners at FIG.

Mr. Flaherty received a B.A. in Economics from Tufts University, an M.B.A. in Accounting and
Finance from the University of Tampa and is a CFA charterholder. Mr. Flaherty holds the Series 7,
24, 63 & 79 FINRA licenses. Mr. Flaherty, a New England native, grew up in Fairfield, CT and is a
graduate of Fairfield Prep.

Recent Transactions

. Common Stock follow-on of $40M by First Bank (Hamilton, NJ) as a co-manager — May 2017
. Acquisition of State Bank by Trona Valley FCU (Green River, WY) for $5.7M — April 2017
. Branch purchase of $31M in deposits by Salisbury Bancorp (Lakeville, CT) from ES Bancshares (New Paltz, NY)

. Common stock offering of $8.5M for Highlands Bancorp, Inc. (Vernon, NJ) — December 2016

. Common stock offering of $5.0M for First Colebrook Bancorp, Inc. (Colebrook, NH) — November 2016

. Sale of Island Bancorp, Inc. (Edgartown, MA) to Independent Bancorp, Inc. — October 2016

. Common stock offering of $9.5M for Gold Coast Bank (Islandia, NY) — June 2016

. Private placement of $5.0M senior/subordinated debt for First Colebrook Bancorp, Inc. (Colebrook, NH) — March 2016
. Private placement of $10.0M subordinated debt for Two River Bancorp (Tinton Falls, NJ) — December 2015

. Sale of Community Guaranty Corporation (Plymouth, NH) to BNH Financial- November 2015

. Private placement of $7.5M subordinated debt for Highlands Bancorp, Inc. (Vernon, NJ) — Sept 2015

. Sale of American Bank of Huntsville (Alabama) — August 2015

. Sale of Canon Bank Corporation (Colorado) to Glacier Bancorp — July 2015

. Sale of Lenox National Bank (Lenox, MA) to Adams Community Bank — April 2015

. Private placement of $5.0M subordinated debt for Highlands Bancorp, Inc. (Vernon, NJ) — May 2014
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Recent Loan Sale Highlights:

S65.6 million in transaction value

16 transactions totaling more than
$270 million since trading platform
launch

Ricardo Diaz joined FIG Partners in 2010 and has 23 years of financial
services and investment banking experience. Ricardo helped launch the
firm’s fixed-income division and leads the FIG team responsible for fixed-
income sales and trading, advisory and capital markets. Prior to joining
FIG, he was a Founding Partner of Vertical Capital Solutions, a valuation
and advisory firm in the structured products market. Before that, he was
a Managing Partner and Founder of Angel Oak Capital Partners, a hedge
fund investing in fixed-income securities. Earlier in his career, he was
Managing Principal and Founder of Terminus Asset Management
Company; Managing Director in the Principal Finance Group at SunTrust
Robinson Humphrey; Portfolio Manager at AIG Sun America Life
Insurance. He also worked in Fixed-Income Capital Markets at both
Merrill Lynch and Bank of America. Ricardo received his Bachelor of Arts
degree in Economics and Political Science from Northwestern University.



Executive Summary

) The credit union industry is trending with many new strategic initiatives:

6.

Operating environment for banks and credit unions
Switch to risk based capital

Balance sheet strategies

M&A Activity

Potential for Alternative Capital Sources

Increased Commercial Lending

If these trends continue to gain momentum, credit unions will operate more

closely to that of commercial banks and it would put the long term credit union

benefits in jeopardy (i.e. tax exemption)
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I. Operating Environment For Banks and Credit Unions




Looking at All Financial Institutions
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Market Share is Growing

Total Assets - In Trillions.

$16.86

mmm U.S. Banks =e=_U.S. Credit Unions

PP PP PR R DS DIETFE RS EON DD

L™ Sources: FDIC, NCUA and CUNA.



Market Share of Financial Institutions — Is Bigger Better?

Big Banks Increasingly Dominate
Market Share of Total Assets

100%

90%

80%

70%

Largest 100 Banking Institutions

(1992 market share = 41.1%; Sept 2016 market share = 75.1%)

60%
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20%
10%

0%

92 93 94 95 96
L™ Sources: FDIC, NCUA and CUNA.
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Credit Unions (1992 market share = 5.6%; Sept 2016 market share = 7.1%)
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Market Share of Financial Institutions — By the Numbers

Market Share of Assets in
Large Financial Institutions

Large Banks = 95.4%

Large CUs =
4.6%

The credit union tax exemption has
nothing to do with credit union size — it is
based on the credit union unique not-for-
profit cooperative structure.

Nevertheless bankers urge taxation of
large credit unions by describing them as
growing quickly and dominating the
market.

The facts however reveal another case of
grossly misleading banker rhetoric:

* Billion dollar US banks now control
$15.6 TRILLION in total assets —a 95%
market share of large financial
institution assets

e Assets in billion dollar US banks grew
by $1.5 trillion in the past two years.
That two-year growth total is 89%
greater than the current total assets in
all large CUs.

L > Sources: FDIC, NCUA and CUNA. As of September 2016. Large financial institutions are here defined as those with $1 billion or more in total assets.
| ]

10



Current Credit Union Trends

L™ Sources: FDIC, NCUA and CUNA.



National Credit Union Trends — General Overview

Key Observations:

Number of institutions is declining
Balance sheets are growing

Asset quality continues to improve
but for how long?

Institutions are becoming more
leveraged with less liquidity

Yet margins are declining

12



Credit Union Overview — Graphical Trends

= Key Observations:

Loan and Savings Growth Trends Liquidity Trends

Growth Rates (%) Loans-to-Savings Ratio (%)

= Very steady growth

= What are the risk factors for credit
quality going forward?

2 01z 23 3094 205 206 Mar
2M7

201 2012 2013 24 2015 206 Mar
207

oloan Growih  mSavings Grown

= How are institutions positioned for

Credit Risk Trends Interest Rate Risk Trends -
rising rates?

Asset Quality (%) Long-Term A5sets as a Percent of Total

= How will institutions improve

H ' HHHHHHH earnings?

E==150+ Dy Dollar Delinguency [right) —e— Mat Chargeads (i) M2 23 M4 EMS 26 Mar2nT
Earnings Trends SOWEHC}' Trends
ROA Trends -

bp of Average Assets Het Worth Ratic Profile (%)
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Welcome to Risk Based Capital

Asset Yields and Funding Costs

Asset Yields and Costs
bp of Average Assets

338 336 40 1

2011 2012 23 2014 215 2)E Mar
2017
BAssat Yislls  minterest Cost of Assats

Interest Margins & Overhead

Income and Expense Components
bp of Average Assets

F11 57510 955304

2011 212 13 2094 2015 2016 Mar
T

mOperating Exp. {bp) mMet Interest Margin (op)

Membership Growth Trends

Membership Growth (%)
41 42

2011 202 2013 i B 2015 2016 Mar2017

Interest Margins

Het Interest Margin
bp of Average Assets

2

2011 22 a3 2014 2015 2018 Mar 2017

Moninterest Income

Fee & Other Moninterest Income
bp of Average Assets

145

154 138
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Borrower Bankruptcies

CU Bankruptey Profile

2011 12 2013 204 25 2016 Mar
AT

E==1PerCU right] —#— Per 1,000 membars %)

Sources: FDIC, NCUA and CUNA.

Key Observations:

Margins are tight

Consumers continue to seek
credit union membership

Fee income continues to be
important

How will interest costs respond
to rising rates?



National Results By Assets Size

= Key Observations:

= Most credit unions are less S200
million

= Yet CUs >S1B control large majority
of assets

= ROA improves with asset size

= All assets sizes are >10% net worth
ratio

L™ Sources: FDIC, NCUA and CUNA. 15



First Quarter 2017 — Results By Asset Size

= Key Observations:

= All categories go up by asset size

= Bigger institutions grow faster, have
higher liquidity risk exposure, better
credit profiles, more interest rate
risk exposure, more earnings and
less solvency

= ROA trends upwards but still strong
across the board

L™ Sources: FDIC, NCUA and CUNA. 16



Credit Union / Bank Comparison

Key Observations:

There are more credit unions
than banks (barely)

Yet significantly less assets

Much lower number of
branches per CU, surprising

CUs are growing faster (much
faster)

Asset quality is weaker at banks

CUs have more employees

17



Credit Union / Bank Comparison

Credit Union and Bank Comparisons . Kev Observations:

Loan and Savings Growth Trends Liquidity Risk Trends

Ratio of Teal Loans-to-Total Savings (%)

Growth Rates

= Significant gap between growth
rates at banks and credit unions

2.8

TED

= Charge offs are the same but more
Savings Loans delinquencies at bank (more risk?)

mCred?Unions  @Eanks mCredit Unions  @Banks

Credit Risk Trends Credit Risk Trends .
= Banks are more profitable
Total Delinquency Ratio (%) Net Chargeoffs as Percent of Avg Loans
1.57
1.43

136

0.58
0.50
.81 0.83
2ms e Mar 17 2015 201E Mar 17
BCredi Unions  BEanks mCreditUnions  @Banks
Earnings Trends Scolvency Trends
ROA Trends Met Worth Ratio (%)
bp of Average Assets e
105 105 104 1 111
75 T8 T 103 105
10.7
2015 2018 Mar 17
2015 2018 Mar 17
mCredit Unilons o8 anks mCredi Unions oBanks

Sources: FDIC, NCUA and CUNA.



Employee Trends

Salary and benefits trends at credit unions vs. banks and thrifts*

Median credit union salary and benefit expense/avg. assets (%)
= Median bank and thrift salary and benefit expense/avg. assets (35)

21

20

5883588355835 883588385583858835883858835883858835
2006 | 2007 | 2008 | 2008 | 2010 | 2011 2012 | 2013 | 2014 | 2016 2016 2017

Datacompiled June 12, 2017.

Based on regulatory Tilings.

Banks and thrirts include commercial banks, savings banks and savings and loan associations:

* Salary and benefits for all officers and employees of the institution include gross salaries, wages, overtime, bonusas, incentive

compensation and extra compensation; social sscurity taxes and state and federal unemployment taxes paid by the institution;

contributions to the institution's retirement plan, pension fund, ESOP, and profit-sharing, employee stock purchase and employee savings
lans.

galary and benefits expense as a percentage of average assets for banks and credit unions is measured quarterly on a last-12-months basis.

Excludes corporate credit unions.

Source: &P Global Market Intelligence

= Key Observations:

Growth in aggregate employees at US credit unions vs. banks & thrifts since Q1°06 (%)

m—e Growith in CU employ ees m——Growth in bank and thrift employees
35

30
25

0

Pt L R il B R s B N s B N Al s R i s B A i B B il B R s B N Al B T AL N R
oooooooooooooooooooCooQoooooCoCoooCoCCcoooooooo
2008 2007 2008 2009 2010 201 2mz 2012 04 e 2016 2017

Data compiled Juna 12,2017

Based on regulatory Tilings.

Banks and thritts include commercial banks, savings banks and savings and loan associations.

Credit union employeas defined as employees that work more than 26 hours per week.

Excludes corporate credit unions.

Bank employees defined as the number of Tull-time equivalent employeas on the payroll of the bank and its consolidated subsidiaries as of
the report date, rounded to the nearast whols numbar

Source: S&P Global Market Intalligence

= Employees are gravitating toward credit unions — attracting talent?

= Expenses are declining at both

L™ Sources: FDIC, NCUA and CUNA.




Il. Risk Based Capital




Welcome to Risk Based Capital

What is the Risk-Based Capital Rule?

It is a finalized rule from NCUA that would require a second, complex calculation of the capital level of a
credit union. Unlike the simple leverage ratio (net worth to assets), this new ratio involves many variables
to be factored in the calculation.

What effect does the final RBC rule have on credit unions?

To be considered well-capitalized by the NCUA, credit unions will have to have a minimum RBC ratio of
10.5%, as well as a net worth to assets ratio of 7%. If credit unions fall below either one of these, they may
be subject to regulatory action to improve the ratio which is deemed too low.

What is the main concern with the RBC rule amongst credit unions?

While the concept seems straightforward, these decisions made locally cannot be “scaled up” to a single
national formula appropriate for every credit union. One commentator stated, “It’s obvious that neither
man nor model can adequately assess a given asset’s risk under all circumstances before the fact.” Or said
more succinctly: One size does not fit all.

It will also fundamentally change the way every credit union thinks about capital and superimpose a
financial screen on every asset a credit union might consider holding, especially loans. As such, it will
mean reduced value for members and impose bank-like thinking when offering products and services.

e

e a
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Financial Impact of Risk Based Capital

= Historically — a credit union’s capital position was a function of earnings and size

= Now capital position should demonstrate risk within the CU

= Highest risk weighted assets — equity investments, noncurrent loans, real estate loans > 20% assets

and commercial loans >20% assets

= Lowest risk weighted assets — government securities, share secure loans

Capital Ratio Analysis

CU#1 CU #2
Net Worth 21,000 21,000
Total Assets 250,000 250,000
Net Worth Ratio 8.4% 8.4%
Risk Based Capital 21,000 21,000
Risk Weight Assets 200,000 230,000
RBC Ratio 10.5% 9.1%

\

L

b e

CU# 2 is deemed
riskier despite the
same net worth

22



Strategic Implications for All Credit Unions

L

b e

Should help the NCUA identify riskier institutions and provide better guidance as to which CUs may
be in a position of weakness

Allows regulators to get comfortable with diverse loan books — no longer does a CU just do auto or
residential loans

Should protect stronger credit unions from paying higher NCUA insurance fees since the new capital
analysis will prevent failures

More sophisticated regulations should protect both consumers and members

Will create a systematic shift in 2019 — who is prepared, who will be caught in a weak capital spot
and could force some mergers

This is a capital analysis similar to banks
Does it pave the way for robust commercial lending in the industry?

Does it pave the way for 3" party investment in the credit union industry?

23



lll. Balance Sheet Management — Whole Loan Sales




Whole Loan Sales

Whole loan trading volume continues to grow for residential mortgage, small
balance commercial and consumer loans

Loan portfolio sales amongst banks, credit union, lending institutions, principal
real estate companies, insurance companies and money managers

Buyers and sellers include financial institutions of all sizes

Increasing amount of volume over the last 3 years

Most trades happen through brokers and generally trade at a premium
Management of risk exposure

Nothing in banking happens quickly

25



Reasons to Pursue Whole Loan Sales

= Reasons to Sell Loans:

Concentration issues related to CRE and increased regulatory scrutiny

Robust origination platforms that generate more loans than a bank can hold on balance sheet
Acquired undesired loans in a merger transaction

Not enough capital on the balance sheet and inability to access capital

Exit a market that may not be performing up to expectation or outside of existing footprint
Clean up the portfolio in anticipation of a sale of the Company

Generate fee income

= Reasons to Buy Loans:

Low loan demand and low-loan-to-deposit ratios

Enhanced yield targets may be achieved through purchasing loans rather than incurring the
cost of origination (i.e. mortgage)

Excess capital that needs to be leveraged
Entrance into a new market

Diversification 2



Examples of Whole Loan Sales

[~

Loan Type Seller State Buyer State Trade Amount
Residential Jumbo ARMs WA TX 9,500,000
Construction Loan Participation CA CA 3,000,000
Residential Second Liens MD MI 4,900,000
Auto Loans TX WA 25,000,000
Residential Jumbo ARMs NY GA 83,000,000
Residential Conforming Loans OH IL 19,200,000
Residential Jumbo ARMs GA TX 12,700,000
CRE Whole Loan CA CA 9,000,000
Residential Conforming Loans OH Ml 15,000,000
CRE Participation MA NJ 25,000,000
Residential Mortgage Loans GA GA 11,000,000
Residential Mortgage Loans GA GA 10,000,000
Residential Mortgage Loans GA FL 13,000,000
CRE Whole Loans CA CA 6,000,000
Consumer Solar Loans uT GA 23,000,000
CRE Participation MA NJ 5,000,000
CRE Whole Loan CA CA 6,000,000

27



IV. Credit Union M&A Update




Highlighted Credit Union Mergers

| Sl
=« Source: NCUA
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Recent Credit Union Merger Activity

Quarterly credit union merger statistics

Marging credit union total assets ($B)*

80 -
70
&0
B0 -

40 -

No.of mergers

an

20

10

=== No.of mergers

Q1 Q2 Q3 Q4
2014

@1 Q2 Q3 EI4|EI1 Q2 Q3 Q4
2012 | 2013

Datacompiled May 2, 2017.

Includes mergers approved Trom Jan. 1, 2012, through March 21, 2017.

* As oT marger approval.

Sources: SEP Global Market Intelligance; Mational Credit Union Administration
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Source: SNL Financial
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Why Do Credit Unions Merger?

Credit union merger approvals by type, January 2013 to April 2017
B Mo. of mergers
800 -
626

LUV

G600 -

500 S

G040 -

300

200

138
100 -
&7 35 38 2 "
&4 &4
Expandad Poor financial Lack of growth Lack of Inability to  Loseddeclining Poor Comversion to Conversion to
SErvices condition SpGnEar abitain fimld of managament or margar with or margar with
aupport officiala meambearahip FISCU MFICU

Data compiled May 35, 2017,
Analysis includes credit union mergers approved by the NCUA from Jan. 1, 2013, through April 30, 2017,
FISCU = fedaerally Insured state-chartered credit union
MFICL = non-federally insured credit unian
MCLA = Mational Credit Union Administration
Source: 5&P Global Market Intelligance; NCLUA

Source: SNL Financial

]
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Largest Recent Credit Union Mergers

Largest credit union mergers
Ranked by merging credit union's total assets
Total Total Combined r
assets assets assets approval

Surviving credit union City, state ($M)* Merging creditunion City, state ($000)* ($000}* period

Mergers approved in Q1'17

Pentagon FCU Tysons, WA 20,6557 Walor FCU Scranton, P& 2276 20,883,276 January 2017

Mortheast CU Portsmouth, NH 1,111.4 OceanCommunities Biddeford, ME 1601 1,280,674 January 2017
FCU

Community Choice CU  Farmington Hills, M1 866.1 Michigan Community Jackson, Mi 1668 1,021,804 January 2017
cu

MIDFLORIDA CU Lakeland, FL 26468 Martin FCU Orlando, FL 12000 2,766,880 January 2017

Pentagon FCU Tysons, VA 20,666.7 Augusta Metro FCU Augusta, GA 114.8 20,770,447 January 2017

Mergers approved in 2016

California CU Glendale, CA 1,605.7 Morth Island San Diego, CA  1,245.3 2,861,026 December 2016
Financial CU

Pentagon FCU Alexandria, VA 10,4604 Belvoir Federal CU Woodbridge, VA  324.0 19,784,475 February 2016

Warran FCLU Cheyenna, WY E73.2 Community Financial Broomfisld, CO 2202 B02,382 January 2016
cu

Telhio CL Columbus, OH 5256 Chaco Credit Union Hamilton, OH 180.3 766,817 August 2016
Inc.

Pentagon FCU Tysons, VA 20,6557 Miramar FCLI San Diego, CA 1736 20,829,278 December 2016

Datacompiled May 2, 2017.

* At marger approval.

& Bum of surviving credit union and merging credit union total asset=

Sources: 3&P Global Market Intalligence; Mational Credit Union Administration

Source: SNL Financial
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Recent Credit Union Merger Activity

Operating credit unions by region Number of credit union mergers by region
Mo. of credit unions 2012 2013 2014 2015 2016 2017  Total
Midwest 78 gg g 87 52 15 410
Mid-Atlantic 45 48 44 44 &4 o 234
Region (%) Southeast 4B 34 43 33 33 B 195
West a5 a7 24 az 33 2 173
= Midwest (29.5%) Southwest 25 3z 29 21 18 B 131
_ _ Northeast 17 19 13 15 16 B 86
W Mid-Atlantic (18.5%) | 1) 246 258 262 232 196 &4 1,238

» Southeast |:1?.-ﬁ%:| Data compiled May 2, 2017.

Based on merging credit union region.
Sources: S&P Global Market Intelligence; Mational Credit Union Administration

B Southwest (15.6%)

" West (12.3%) = Number of mergers has declined since

2014

m Mortheast (B.6%)

Data compiled May 2, 2017.

Includes operating credit unions as of March 31, 2017, within S&P Global
Markeat Intelligence’s coverage.

Sources: S&P Global Market Intelligence

= Midwest largest CU presence and

represented in merger activity

[t Source: SNL Financial 33



V. Alternative Capital Sources




Credit Union Capital Structure

Capital for credit unions is driven by profitability as retained earnings and ALL are the

primary pieces of capital

Creates a difficult dynamic for credit union —if a CU gets in trouble, it can’t raise capital

but rather it must merge with a stronger CU or receive help from the NCUA

No ability to fix itself or improve circumstances quickly = risk for the industry
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Alternative Sources of Capital

= Common equity — unlikely to work for credit union and would have to come from

members

= Preferred Equity — also unlikely (consider that preferred equity is available to mutual

banks which are often compared to credit union in ownership structure)
= Trust Preferred Securities — unlikely since we haven’t seen these since the mid-2000s
= Debt Instrument — most likely solution if alternative capital opened up
= Unlikely to be convertible
= Must be subordinate to all other forms
= Uncertainty around all terms (coupon, maturity, etc.) since no precedents

=  Would sacrifice some retained earnings through coupon payment — 6-10%



r o=

Alternative Sources of Capital - Principles

[ |

Cooperative Ownership Structure:

Alternate capital must have no effect or potential effect on the cooperative ownership structure of
credit unions. The ownership of the credit union must remain in the hands of the members of the
credit union, regardless of whether they have provided any alternate capital. In the event alternate
capital is provided by nonmembers, it can confer no ownership rights. Thus, common stock must be
ruled out as a source of alternate capital for credit unions. And of course, without common stock, no
debt or hybrid instrument could be convertible to common stock.

Governance:

Alternate capital must have no effect or potential effect on the ability of member-elected boards to
govern their credit unions. Governance must continue to be driven by one member, one vote with no
special or additional voting rights for providers of alternate capital. In the event alternate capital is
issued to nonmembers, it can confer no governance or voting privileges, either at the time or issuance
or conditional on the future operations of the credit union. Thus, covenants in subordinated debt or
hybrid agreements that provide governance rights to investors in certain situations (such as a
deterioration of the financial condition of the credit union) cannot be permitted.

Tax Exempt Status:

Alternate capital would need to be authorized and implemented in a way that has no adverse effect on
the tax exempt status of credit unions. This would in part be accomplished by meeting the previous
two criteria on ownership and governance. The preservation of the tax exemption would best be
reinforced by a statement in the enabling legislation that such capital does not in any way change the
tax exempt status of credit unions.
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Alternative Sources of Capital — Required Characteristics

Protection

Alternate capital must provide real protection to the National Credit Union Share Insurance Fund (NCUSIF). Any source of alternate
capital must be unambiguously junior to the claims of the share insurance fund. It must also be of sufficient maturity to serve as
capital. Finally, to achieve the highest status as capital, some forms may need to have non-cumulative dividends.

Disclosure.

Investors in credit union alternate capital must be completely and totally aware of the risks of the instrument. This is not only fair to
investors, but also it strengthens the value of the capital in protecting the NCUSIF. To the extent investors are not really aware of
their risks, the more difficult it is to pass losses on to the instrument, i.e., the less protection would it provide to the insurance fund.
Any loss to an investor in an alternate capital instrument might come as a major disappointment, but it should not come as a total
surprise. This requires simple and clear disclosures to investors of the risks of investing in alternate capital, with particular care to
distinguish between uninsured alternate capital and insured share certificates.

Suitability

Credit union alternate capital must be “suitable” to the investors that purchase it in the case that the investor is not an institutional
investor, for example a member. Suitability requirements go beyond disclosure. An investment is suitable to an investor if he or she
has sophisticated investment knowledge, and/or experience investing in similar types of instruments and/or sufficient net worth so
that a substantial loss on the investment would not unduly harm the investor. A suitability requirement might obligate a credit union
to determine whether the purchase of a subordinated capital certificate is appropriate for a member.

Practical.

Alternate capital must be practical for credit unions to acquire. Some of the capital instruments currently available to depository
institutions are only appropriate for very large firms. There must be vehicles for smaller credit unions to reasonably gain access to
alternate capital if they wish to. This could take the form either of offering “retail” capital instruments to members, or conducting
joint offerings in the capital markets in partnership with other credit unions.

Optional
Alternate capital should be optional for credit unions. For those credit unions willing and able to operate with only retained earnings,

there should be no requirement that they also acquire alternate capital.
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Financial Impact of Alternative Sources of Capital

Increased growth for credit unions

More protection for the NCUA insurance fund

Likely more services for customers as CUs become larger
More industry risk as credit unions stretch to leverage capital
Less CU to CU mergers

More bank acquisitions

Better capital ratios
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Strategic Impact of Alternative Sources of Capital

= Non-members now have ownership

= Debt servicing issues in times or hardships — could see forced bankruptcies or CUs

diminish retained earnings capital in order to service debt

= Does this put tax exempt status in jeopardy since CUs would now have access to capital

markets??
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V. Commercial Lending




Commercial Lending Rules Easing For Credit Unions
NCUA Amends MBL & Commercial Lending Rule

On February 19, 2016, the NCUA Board unanimously approved a final member business lending rule that amends Part
723 of NCUA's Rules and Regulations regarding the ability of federally-insured credit unions to make Member Business
Loans (MBLs). The majority of the rule is effective January 1, 2017, while the personal guarantee requirement is
eliminated 60 days after the rule's publication in the Federal Register.

The rule removes the prescriptive underwriting criteria and personal guarantee requirements of the current
regulation, thereby eliminating the current waiver process. Instead, the rule allows credit unions to implement a
principle-based risk management policy related to its commercial and business lending activities. Addressed as part of
NCUA's regulatory modernization initiative, the final rule:

1. gives credit union loan officers the ability, under certain circumstances, to not require a personal guarantee;

2. replaces explicit loan-to-value limits with the principle of appropriate collateral and eliminating the need for a
waiver;

3. lifts limits on construction and development loans;

4. exempts credit unions with assets under $250 million and small commercial loan portfolios from certain
requirements; and

5. affirms that non-member loan participations do not count against the statutory MBL cap.

This rule comprehensively overhauls the way that NCUA approaches commercial lending, from both a regulatory and
supervisory perspective. Currently, Part 723 considers commercial lending as synonymous with the member business
lending definition under the Federal Credit Union Act (FCU Act). The final rule, however, will expand Part 723's scope to
apply to commercial loans as newly defined under the proposal. The rule will also delineate which loans are subject to
the statutory MBL cap and those which are subject to certain safety and soundness policy and infrastructure
requirements.
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NAFCU Position on Member Business Lending

“While recovery from the financial crisis remains fragile, credit unions have the capital to
help America's small businesses thrive. However, due to the outdated member business
lending cap, their ability to help stimulate the economy by providing credit to small
businesses is hampered. Removing or modifying the credit union member business lending
cap would help provide economic stimulus without costing the taxpayer a dime. In addition,
it is worth noting that officials at the Treasury Department and NCUA have expressed
support for lifting the MBL cap. Several outside groups from all sides of the political
spectrum have also endorsed the legislation including the Consumer Federation of America
(CFA) and Americans for Tax Reform (ATR).

NAFCU has a strong history of supporting credit union member business lending and has
testified before the Senate Banking and House Financial Services Committees on the
importance of this issue. NAFCU would also support alternatives to a straight member
business lending cap lift such as raising the minimum loan amount that would count against
the member business lending cap.

We are committed to pursuing all legislative avenues to maximize the possibility of this issue
being considered moving forward.”
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Impact of Revised Commercial Lending Rules

= Continued growth for credit unions

= Credit unions with existing commercial lending expertise are positioned to outperform

peers under the new regulations
= Buying a bank for commercial lending expertise has become more attractive
= Credit unions can attract a new pool of human resource talent
= Credit unions can market to a new pool of customers
= Management of commercial lending concentrations

= |ncreased risk for credit unions

44



Impact of Revised Commercial Lending Rules

Credit unions outpacing banks in business loan growth (%)

YO growth in credit union member business loans
= == == Y growth in credit union loans and leasas

YO growth in bank business loans

== == YOY growth in bank loans and leases
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Datacompiled May 31, 2017.

Based on regulatory Tilings.

Bank business loans and bank total loans include commercial banks, savings banks, and savings and loan
associgtions.

Total bank and thrift business loans = the sum of commercial real estate loans secured by nontarm, nonresidential
properties construction and development loans, multitamily loans, commercial and industrial loans, agricultural
production loans and rarm loans

Credit union member business loans = loans, lines of cradit or letters of credit, including any unfunded commitments,
where the bomower usas the proceeds for commercial, corporate, business investment property or venture or
agricultural purposes

YO = year-over-year

Source: 5& P Global Market Intelligance

At the end of the first
qguarter of 2017, U.S.
credit unions had a
total of $62.72 billion
in business loans
outstanding. That
represented 15.2%
year-over-year growth.
By comparison, banks
grew business loans by
6.2% but had nearly
$3.92 trillion at the
end of the most recent
guarter.



Conclusion




Concluding Thoughts

= The credit union industry is evolving and becoming more sophisticated
= Credit unions continue to be an integral part within the US financial systems
= Recent initiatives are present some fairly major changes within the industry

= What is the consensus amongst peers — are these events outliers or is there a uniform

belief to trend this way
= Are we risking our identify by acting more like banks?

= Could the credit union industry merge with the banking industry?
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