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Dr. Charles Timm,
First UFCU

Board Chairman,

1936.

our Board of Directors consists of nine men and women who are elected by and from the
membership to serve three-year staggered terms. Our most important duties are to employ a Chief Executive
Officer, set major policies regarding loans, deposits, investments and our various consumer financial services
and to carefully monitor results. Your directors, then, are stewards of this organization that is owned by
you, the members.

i1 directors serve as unpaid volunteers and your Board held 12 regular meetings in 1999, plus
several special meetings. The Board is organized into five standing committees: Asset Liability Management,
Human Resources and Professional Development, Facilities Management, Legislative Action and Retirement
Plan Administration.

ds your chairman, I sincerely appreciate the dedication and the large amount of time regularly
contributed by our volunteer officers.

d major milestone in our sixty-four year history was moving in 1999 toward total membership of
100,000. That was achieved in January of 2000. This magnitude of members, and the financial business
they bring to our credit union, has taken us to total assets of $387 million at the end of 1999. Quite a trip
from the initial deposits of less than $§100 by our 11 charter members in 1936.

uour credit union now offers a full array of contemporary financial services, many of which are
conveniently available electronically. Internet Banking has been available for several years and we anticipate
introducing electronic Bill Payment later this year. To meet member demand for convenience and speed,
we have invested heavily in technology and have assembled an outstanding staff for its support.

he Treasurer’s Report, which follows, will include detailed information about financial
performance in 1999. But I must personally take this opportunity to confirm that 1999 was an extraordinary
year of growing strength in our net income and total retained earnings which represent the financial
strength of your organization.

[n 1999, your Board also began the process to select a new President and Chief Executive Officer to
replace E. Burton Eubanks, who will retire in 2000 after twenty-five years. This is Mr. Eubanks’ final
Annual Membership Meeting as President of University Federal Credit Union. His retirement date will be
more formally announced in coming months.

| close with my thanks for the privilege of serving as your Chairman these past two years. And on
behalf of the entire Board, I assure you that this organization is financially sound and, more important, it
nurtures within its volunteers and its entire staff a sensitivity to personal, thoughtful service to each and

Carndon~

John M. Camden
Chairman

every member.

hoard of directors

John M. Camden, Chairman
Thomas J. Ardis, Vice Chairman
Gilbert 0. Gallegos, Secretary
Mary A. Seng, Treasurer

FredJ. Scott,

William T. Guy, Jr.

Carl E. Hansen

Frank J. Peters

Marilla D. Svinicki

SUErvisory committee

Ned H. Burns, Chairman

Doris E Constantine, Secretary
George K. Herbert, Director Emeritus
Richard J. Markle

Arthur B. Martinez

principal officers

President/CEO:
E. Burton Eubanks

Executive Vice President/CO0:
Tony C. Budet

Vice Presidents:

Steve E. Kubala, Information Systems
James A. Nastars, Lending

Yung V. Tran, CPA, Finance/ CFO

Sheila J. Wojcik, Human Resources

administration

Senior Managers:

William R. Berglund, Consumer and Real Estate Lending
Michael T. Hintz, Information Systems

Alice M. Kain, Human Resources

Glenda D. Lane, Business Development

L. Vincent McConnell, Direct Delivery Systems

Ellen S. Simpson, Internal Audit

Marianne B. Spencer, Remote Delivery Systems

officers




memoersnip

Austin, Texas Area
Abbott Laboratories
American Institute of Architects, Austin Chapter
Applied Research Laboratories, UT Ausfin
Austin Area Chapter National Assoc. of Certified
Public Accountants and employees of members
Austin Association of Remodeling Contractors
Austin Board of Realtors and employees of members
Austin Chapter of the Texas Society of Certified
Public Accountants, Chapter Office employees
Austin Coca-Cola/Dr. Pepper Botfling Company
Austin Diagnostic Clinic
Austin Presbyterian Theological Seminary
and Graduate Students
Austin Software Council
Austin Surplus Lines Agency, Inc.
Austin Technology Incubator
ASAP Cargo, Inc.
Better Business Bureau, Austin
Brazos Higher Education Service Corporation
Concordia University: Faculty, Staff, and Students

Crossroads Systems

Dr. Emmette S. Redford,
Served on the Credit Commattee
during the early years of

the Credit Union

Episcopal Seminary of the Southwest
and Graduate Students
Gold Tower Club - for members age 55 and over
Goodwill Industries of Central Texas
Harte-Hanks Direct Marketing
High End Systems, Inc.
Holt, Rinehart and Winston
Huston-Tillotson College: Faculty, Staff,
and Students
J.C. Evans Consfruction Company
J.J. Pickle Research Center
Kachina Wafer Services Company
Lone Star Infosystems
MCI Consumer Markets
Mechanical Interiors, Inc.
Mental Health Assoc., Austin Area
Microelectronics Computer Corporation (MCC)
Northwestern Mutual Life Insurance Agency,
District Office
ProEd
Resources for Living
Samuels Jewelers
SEMATECH, Inc.
St. Edward's Alumni Association, Austin Chapter
St. Edward's University: Faculty, Staff and Students
State Credit Union Commission
Steck-Vaughn Publishing Company
Texas Council on Family Viclence
Texas District of The Lutheran Church,
Missouri Synod. This includes all fulltime
employees serving the Texas District office which
is located in Austin
Texas Electric Cooperatives, Inc.,
employees who work in or are paid from
Austin, Texas (including employees
who work in Jasper, Texas)
Texas Guaranteed Student Loan Corporation
Texas Infernational Education Consortium
Texas Medical Liability Trust

Texas Society of Psychiatric Physicians, members of the

Austin and Galveston/Jefferson Chapters, and
employees and staff members of each respective
dues-paying member

Tower Records

Turner Collie & Braden, Inc.

Select Employee Groups

The following companies, organizations, associations,
colleges and universities are included in the field of
membership of University Federal Credit Union.

University Co-op Bookstore, UT Austin
University of Texas at Ausfin: Faculty, Staff and Students
University of Texas ot Ausfin:
Longhorn Foundation Members
University of Texas ot Ausfin:
Offices, Bureaus, Divisions, and Activities
occupying facilities of UT Austin and listed
in the UT Directory
University of Texas Ex-Students' Association -
Austin Chapter
University Federal Credit Union employees
and their family members
University of Texas System Office
University United Methodist Church employees
Wheatsville Co-op, employees and members
YWCA of Greater Ausfin employees

Galveston, Tevas Area

Edgewater Refirement Center

Family Health Care Centers

Galveston College: Faculty, Staff, and Students

O'Connell High School: Employees Only

Shriners Burns Insfitute

St. Mary's Hospital

Texas A & M University, Mitchell Campus

Texas Department of Corrections

Transitional Learning Community

University Area Association

University of Texas Medical Branch:
Faculty, Staff, and Students

Twylor, Tevas Area
Taylor Community - all persons who live or work

in the city of Taylor, Texas

Eighteen

directors

T]zorna, . 4 rdis
vice chairman

-

Carl E. Hansen

MaryA. Seng
treasurer

Frank J. Peters

John; M. Camden
chairman

Fred J. Scott

(ilbert 0. Gallegos
secretary

Marilla D. Svinick

William T Guy, Jr.




report

E. Burton Eubanks,
President from

1975 - 2000

is is my twenty-fifth and final annual report to the membership. I will retire this year.

dit of my previous reports have been filled with reflections of a single prior year (usually good
results; sometimes not so good) and great enthusiasm for the future. Now it’s time to place the duty for the
future in someone else’s hands. But the future of an organization never rests in only one pair of hands.
Perhaps one person has the highest duty to guide and inspire but the results never come from any one
person alone. University Federal Credit Union has a long history of dedicated, effective volunteer leadership
and a team of executives, managers and staff whose performance is unsurpassed.

d strong thread of recollection over actually a forty-year credit union career is seeing the pride
and self-confidence achieved by many members through systematic saving over a period of years. And -
the other side - the wise, careful use of personal credit to make dreams come true sooner than if we had to
wait until we could pay cash.

fnd there’s been some humor along the way. In the 60's, T ran asmall credit union in Waco. One
day a member came in with his ten-year old daughter in tow; bib overalls, blonde ponytail, cute as a bug,
He privately told me she wanted to buy a donkey and he wanted me to make her a $50 loan to pay for it.
And, he insisted I put the fear of the Lord in her that if she didn’t pay the loan I would repossess the donkey.
Well, I brought the child up to the desk, did my best to keep a straight face, filled out the loan papers and
then pointed through the window to a tree. I told her if she didn’t pay the loan, T would have to come for
the donkey, tie him to that tree and wait for someone to come along and buy him. Mercifully, she paid the
loan and I didn’t have to go out to the ranch in a pickup truck with a piece of rope. That child is probably
a grandmother by now.

n]]ut my greatest satisfaction at the close of a career is the personal and professional growth I have
seen in many, many fellow employees of the credit union. I have watched some mighty struggles to grow
in a job, promote to a better job and then reach down to help another make the same journey. We have
several employees with ten, fifteen and twenty years of service here. We have helped each other strengthen
our common commitment and strengthen the credit union’s reputation by caring deeply for the Quality of
the Delivery of Service. It's not just the product (a loan, a credit card, a checking account) but the urgency
of our commitment to the Quality of the Delivery of Service.

dnd it's urgent to know just what this statement means, the Quality of the Delivery of Service. It
means absolute devotion to our motto, Be Polite and Get It Right the First Time; you could hang an entire
career under those nine short words. It means knowing the Income Statement and Balance Sheet will take
care of themselves if we take care of the member. It means a friendly wave to someone driving off in a
brand new Pontiac. Bigdeal. That Pontiac drops $10,000 in value before you get to the corner. Anyone
can wave to someone driving away in a new car.

ar, far more important is our sensitivity to those men and women for whom life has taken an
unexpected and painful turn. Something has happened where money is needed that hasn’t been saved,
or money is desperately needed that one is not really prepared to borrow. Here is where the soul of a
credit union works its magic. Here is where we look beyond one’s financial statement, gaze behind the
surface and minister with care, concern, guidance and financial help.

Every loan does not require these skills but even one member with a distinct, critical need is a
member to whom we feel commitment. We are a financial institution but we are really in the
business of life more than the business of money.

9o, my work closes. May University Federal Credit Union’s new leadership

keep this flame alight and held high.

E e Lorilari

E. Burton Eubanks
President/CEO

Four

officers

Tony C. Budet

E. Burton Eubanks

Sheila J. Wojcik

James A. Nastars

Yung V. Tran

Steve . Kubala

Seventeen
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notes to the financial statements

" l]tE E | u ht OFF-BALANCE-SHEET RISK AND CONCENTRATIONS OF CREDIT RISK

The Credit Union is a party to financial instruments with off-balance-sheet risk in the normal course of business to meet the financing
needs of its members and fo reduce its own exposure to fluctuations in interest rates. These financial instruments include commitments
to extend credit. These instruments involve, to varying degrees, elements of credit and interest-rate risk in excess of the amount
recognized in the statements of financial condition. The Credit Union’s exposure fo credit loss in the event of nonperformance by its
members is represented by the contractual amount of those instruments.

Commitments to extend credit are agreements to lend to a member as long as there is no violation of any condition established in the
contract. Commitments generally have fixed expiration dates or other termination clauses. Since many of the commitments may expire
without being fully drawn upon, the total commitment amounts do not necessarily represent future cash requirements.

As of December 31, 1999, the members’ total lines of credit approximated $124,381,000, of which approximately $92,921,000
had not been funded. The Credit Union evaluates each member’s creditworthiness on a case-by-case basis. The amount of collateral
obtained, if deemed necessary by the Credit Union upon extension of credit, is based on management’s credit evaluation of the member.

The Credit Union may be exposed to credit risk from a regional economic standpoint, since a significant concentration of its
borrowers work or reside in the Austin, Texas area. However, the loan portfolio is well diversified and the Credit Union does not have
any significant concentrations of credit risk.

NOTB NING: Eur vALUES OF FINANCIAL INSTRUMENTS

The estimated fair value amounts have been determined using available market information and appropriate valuation methodolo-
gies. However, considerable judgement is required to interpret market data to develop the estimates of fair value. Accordingly, the
estimates presented are not necessarily indicative of amounts that could be realized in a market exchange. The use of cﬁf{erent
assumptions and estimation methodologies may have a material effect on the estimated fair value amounts.

The following methods and assumptions were used fo estimate fair value of each of the financial instruments for which it was
practicable to estimate.

Cash

The carrying amount is a reasonable estimation of fair value.
Investments

Estimated fair values for investments are obtained from quoted market prices where available.
Loans to Members

The estimated fair value of variable-rate loans is the current carrying amount. For estimation of fair value purposes, credit card loans
are considered variable-rate loans since interest rates may be changed by the Credit Union. The fair value of fixed-rate loans should be
estimated by discounting the estimated cash flows usin tKe current rate at which similar loans would be issued, however, management
has determined that the fair value of these loans would not be materially different from the carrying amount. Therefore, the fair value
of fixed-rate loans is the carrying amount. The impact of delinquent loans on the estimation ozthe fair value described above is not
con;idered to have a material effect and, accordingly, delinquent loans would have been disregarded in the valuation methodologies
used.

Members’ Share and Savings Accounts

The estimated fair value of demand deposit accounts is the carrying amount. The fair value of fixed-maturity certificates of deposit
should be estimated by discounting the estimated cash flows using the current rate at which similar certificates would be issued,
however, management has determined that the fair value of fixed-maturity certificates of deposits would not be materially different from
the carrying amount. Therefore, the fair value of fixed-maturity certificates of deposit is the carrying amount.

The carrying value and estimated fair value of the Credit Union’s financial instruments are as follows:

As of December 31, 1999 As of December 31, 1998

CARRYING FAIR CARRYING FAIR
AMOUNT VALUE AMOUNT VALUE
Financial assets:

Cash $ 28,322,062 $ 28,322,062 $ 19,981,478 $ 19,981,478

Investments:
Availablefor-sale $ 116,865,219 $ 116,865,219 $ 100,621,566 $ 100,621,566
Held-to-maturity $ 2,289,586 $ 2,265,035 $ 6,711,638  § 6,698,952
Other $ 3,091,800 $ 3,091,800 $ 1,904,400 $ 1,904,400
Loans held for sale $ 18,955,494  $ 18,955,494 $ 19,438,694 $ 19,438,694
Loans to members, net $ 198,978,881 $ 198,978,881 $ 187,263,162 $ 187,263,162

Financial liabilities:
Members’ share and savings accounts $ 338,718,835 § 338,718,835 $ 325,359,224 $ 325,359,224

Unrecognized financial instruments:

$ - $ 92,921,000 $ — $ 87,593,000

Commitments to extend credit

"ineteen ninety nine (1999) was an exceptionally strong year financially for University Federal
Credit Union, one in which earnings generated a Return on Assets of 1.19%, well above the industry standard.
On Total Revenue of $34.2 million, University Federal generated Net Income of $4.4 million, 43% more
than in 1998, enabling Net Worth to grow 20% to $26.3 million. As a result of an exceptional economy,
good underwriting, and strong collection efforts, loan delinquency and net loan charge-offs fell to just .63%
and .59% of the loan portfolio, respectively. More importantly, membership grew over 6% to just shy of
100,000, confirming University Federal continues to meet the financial needs of its member-owners and
solidifying its position as Austin’s largest locally-owned financial institution.

fhe Asset Liability Management Committee, chaired by the Treasurer and comprised of several
other members of the Board and executive management, met biweekly during the year, carefully reviewing
financial performance, market interest rates and economic conditions, deposit growth trends, the quality
and mix of the loan portfolio, and the competitiveness of University Federal’s array of loan and deposit
rates. Additionally, on a quarterly basis, the Statement of Financial Condition was carefully analyzed using
a proven asset-liability management model to ensure fluctuations in market interest rates will not
substantially impact future earnings of the Credit Union.

I]hilosophically, it is University Federal’s goal to offer competitive savings opportunities to its
members and to put as much of those funds as possible back in the hand of members in the form of loans
to buy autos, finance educations, purchase homes, and take advantage of a host of other options which
increase our members’ quality of life. As an educational-based credit union, University Federal is proud it
continues to fund more education loans to University of Texas students than any other financial institution.
Additionally, whereas only auto loans were previously priced according to the quality of each member’s
credit history, this approach was expanded in 1999 to include most other consumer loan types. While our
previous credit standards may have prevented members with past credit problems from qualifying for loans
at University Federal, forcing them to pay extraordinarily high rates elsewhere, this expanded program can
accommodate these members at competitive rates consistent with their credit histories. Because it's rare,
however, for all of our members’ savings to be loaned to other members at any point in time, the Credit
Union finds it necessary and prudent to invest the excess funds to maximize earnings. Our investment
philosophy continues to be extremely conservative, with most of our invested funds in U.S. government
agency securities with an average portfolio duration of just 2.53 years. The soundness of these investments
was confirmed in 1999 through a review by our regulator, the National Credit Union Administration, and
by our external auditor, the firm of Orth Chakler & Murnane, which specializes in credit union auditing.

Just as the Board of Directors gave considerable attention throughout 1999 to work required to
ensure a smooth year 2000 transition, the Asset Liability Management Committee positioned the
Statement of Financial Condition, established a special reserve to ensure more than adequate
liquidity, and strengthened relationships with financial partners to ensure University Federal
was fully capable of meeting the financial needs of its membership. The prospects for
economic growth in Texas and in Austin, in particular, continue exceptional and University
Federal remains well positioned to share in the prosperity as it continues its strong tradition
of service to its members.

Mary . Seng

Treasurer
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Dr. John Stockton
Fist UFCU

Treasurer,

1936 - 1941
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the Supervisory Committee’s primary responsibilities are to ensure the Board of Directors and management
team operate in accordance with National Credit Union Administration regulations and to supervise an annual,
indepenféfm certified audit of the books and records of the Credit Union.

uring the course of the year, this volunteer Committee:

[etained the services of Orth, Chakler, Murnane & Company, a Miami, FL-
based certified public accounting firm which specializes in credit union auditing,
to perform our audit as of the close of the 1999 fiscal year. A copy of this report is
on file at University Federal’s Steck branch and is available for viewing by
interestei:il members;

irected and reviewed initiatives of the Internal Audit function, ensuring its
effectiveness in assessing and addressing risk within the organization, and in

giving appropriate attention to regulatory compliance and matters requiring strong

internal controls;
Solicited and reviewed formal written responses by management to all audit exceptions and
2nd floor recommendations, ensuring resulting commitments by management were fully met;
dssessed effectiveness of the Board and management in development and execution of business
Of the contingency plans necessary to ensure a smooth transition to the year 2000;
required at least one Committee member be present at each Board
Steck Branch meeting and reviewed the minutes of those meetings in order to
remain fully informed of all critical issues; :
1999 , ”G
dttended several conferences and educational " _1.-11' ﬁ
events focused on critical industry issues and the . : w
“watchdog” role the Committee holds within the wh e
Credit Union. H‘lﬂ-'" ;l“’
the Supervisory Committee wishes to thank the ‘ c l‘ﬁ _ *j : ’,.-'J‘-;
Board of Directors, management, and staff for their ' > ".re ! |
support and cooperation during what was a very ar ‘:‘E '

prodlictive and rewarding year.

Galveston Branch
Ned Burns L
, . FoIcAY an
Opening, 1953 wl

Supervisory Committee
Chairman
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notes to the financial statements

note ﬂ VB: MEMBERS' SHARE AND SAVINGS ACCOUNTS

Members’ share and savings accounts are summarized as follows:

Weighted-Average rates As of December 31,

as of December 31, 1999 1999 1998
Share drafts 1.15% $ 88,789,839 $ 80,136,250
Money market accounts 3.15% 66,437,358 46,032,431
Shares and equivalents 2.72% 82,199,961 82,870,723
IRA shares 4.51% 14,953,987 14,361,609
252,381,145 223,401,013

Certificates:

3.40% - 4.00% $ 2,780,896 $ 3,214,461
4.01% - 5.00% 59,985,972 16,806,705
5.01% - 6.00% 20,708,399 77,272,694
6.01% - 6.85% 2,862,423 4,664,351
86,337,690 101,958,211

$ 338,718,835 $ 325,359,224

The aggregate amount of members’ share and savings accounts over $100,000 was approximately $51,274,000 and $51,422,000
as of December 31, 1999 and 1998, respectively.

For the year ended
December 31, 1999

Scheduled maturities of certificates are as follows:

Within 1 year $ 69,578,088
1 to 2 years 9,513,989
2 to 3 years 3,230,012
3 to 4 years 2,794,013
4 1o 5 years 1,221,588

$ 86,337,690
Share Insurance —

Members’ shares are insured by the NCUSIF to a maximum of $100,000 for each member. Individual Retirement Accounts carry an
additional $100,000 coverage.

" I]tE S I H : EMPLOYEE BENEFITS
Target Benefit Retirement Plan

The Credit Union has a target benefit retirement plan. Participation is limited to all employees who meet specific age and service year
limitations. Employer contributions are set by a predefined formula. Employees become Fuﬁy vested upon completion of six full years of
quolifyinglservice. The total plan expenses approximated $367,000 and $338,000 for the years ended December 31, 1999 and 1998,
respectively.

401(k) Retirement Plan

Participation in the 401(k) plan is limited to all employees who meet specific age and service year limitations. Employees may
contribute up to @ maximum of $10,000 per year to the plan. The Credit Union does not contribute into this plan.

" I]tE S E V E " : COMMITMENTS AND CONTINGENT LIABILITIES

As of December 31, 1999, the Credit Union had an unused line of credit demand loan agreement with Southwest Corporate Federal
Credit Union. The agreement is unsecured and provides a credit limit of $15,000,000.

The Credit Union also has a secured line of credit with Southwest Corporate Federal Credit Union. The terms of the agreement provide
for borrowings up to the amount of pledged securities. The total value of the pledged securities as of December 31, 1999, was
approximately $33,610,000. As of December 31, 1999, there was no outstanding balance under

this agreement.
Year Ending

The Credit Union also has an available line of credit with the Federal Home Loan Bank of Dallas.
December 31,  Amount

The terms of the agreement provide for borrowings up to the amount of pledged securities. The total
2000 $472.164 value of the pledged securities as of December 31, 1999, was approximately $60,000,000. As of
! December 31, 1999, there was an outstanding balance of $17,053,000 under this agreement.

2001 405,154 As of December 31, 1999, the Credit Union also has an unused available line of credit with Bank
2002 391,388 of America. This agreement is unsecured and provides a credit limit of $6,000,000.

The Credit Union leases certain office space and equipment. The minimum noncancellable lease
2003 378,891 obligations as of December 31, 1999, are shown to the left.
2004 378,912 The related rental expense was approximately $659,000 and $473,000 for the years ended
Thereafter _ December 31, 1999, and 1998, respectively.

$2,026,509 The Credit Union is a party to various miscellaneous legal actions normally associated with financial
g institutions, the aggregate effect of which, in management's opinion, would not be material to the
Credit Union’s financial condition.

Fifteen



| ST T 1

notes to the financial statements

As of December 31, 1999

AVAILABLE-FOR-SALE HELD-TO-MATURITY
AMORTIZED MARKET AMORTIZED MARKET
COST VALUE COST VALUE
No contractual maturity $ 8,758,041 $ 8,451,327 $ E— —
1-5 years 74,344,868 72,240,060 — —
83,102,909 80,691,387 — -
Mortgage-backed securities 36,962,068 36,173,832 2,289,586 2,265,035
$ 120,064,977 $ 116,865,219 $ 2,289,586 $ 2,265,035
note three: wowsrovevses
The composition of loans to members is as follows:
As of December 31,

1999 1998

Loans outstanding:
Vehicle $ 134,048,936 $§ 126,532,627
Unsecured 39,796,661 37,551,974
Real estate 20,760,488 21,779,923
Shares and other collateral 6,302,142 4,087,085
200,908,227 189,951,609
Deferred fees and costs 1,389,398 1,354,884
202,297,625 191,306,493
Less allowance for loan losses (3,318,744) (4,043,331)
$ 198,978,881 $ 187,263,162

Loans on which the accrual of interest has been discontinued or reduced approximated $1,313,000 and $1,582,000 as of
December 31, 1999 and 1998, respectively. If interest on these loans had been accrued, such income would have approximated

$84,000 and $105,000 for the years ended December 31, 1999 and 1998, respectively.

A summary of the activity in the allowance for loan losses is as follows:

As of December 31,
1999 1998
Balance, beginning of the year $ 4,043,331 §$ 4,122,912
Provision for loan losses 431,326 2,562,333
Recoveries 691,929 225,432
Loans charged off (1,847,842) (2,867,346)
Balance, end of year $ 3,318,744 § 4,043,331
note four: eroperryaw EQUIPMENT
A summary of the Credit Union's property and equipment is as follows:
As of December 31,
1999 1998
Land $ 1,436,426 $ 1,662,738
Buildings 6,089,134 7,425,856
Furniture and equipment 8,940,862 6,650,877
Leasehold improvements 947,310 920,351
17,413,732 16,659,822
Less accumulated depreciation and amortization (6,176,276) (6,308,536)
$ 11,237,456 $ 10,351,286
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Auditor’s

report

Independent Auditors’ Report
January 28, 2000

To the Supervisory Committee of
University Federal Credit Union

u.le have audited the accompanying
statements of financial condition of
University Federal Credit Union, as of
December 31,1999 and 1998, and the
related statements of income,
comprehensive income, members’
equity, and cash flows for the years
then ended. These financial

statements are the responsibility of
the Credit Union’s management.
Our responsibility is to express an
opinion on these financial
statements based on our audits.

We conducted our audits in
accordance with generally accepted auditing
standards. Those standards require that we plan and
perform the audits to obtain reasonable assurance
about whether the financial statements are free of
material misstatement. An audit includes
examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements.
An audit also includes assessing the accounting
principles used and significant estimates made by
management, as well as evaluating the overall
financial statement presentation. We believe that our
audits provide a reasonable basis for our opinion.

In our opinion, the financial statements
referred to above present fairly, in all material
respects, the financial position of University Federal
Credit Union as of December 31, 1999 and 1998, and
the results of its operations and its cash flows for the
years then ended in conformity with generally
accepted accounting principles.

Orth, Chakler, Murnane & Company
Certified Public Accountants
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N0te TWo: wvesrvesrs
UNIVERSITY FEDERAL CREDIT UNION

5]- H.l- [ [" [ " ]-5 " |: |: | " H " [: I H l E " " ﬂ | .I- | " " The amortized cost and estimated market value of investments are as follows:
As of December 31, 1999

GROSS GROSS
H 5 5 [TE AVAILABLE-FOR-SALE: AMORTIZED UNREALIZED UNREALIZED MARKET
COST GAINS LOSSES VALUE
As of December 31, Federal agency securities $ 74,344,868 $ - ($2,104,808) $ 72,240,060
1999 1998 Mutual funds 8,758,041 136 (306,850) 8,451,327
Cash and cash equivalents § 28,322,062 § 19981478 Mortgage-backed securities 36,962,068 15,484 (803,720) 36,173,832
$ 120,064,977  $ 15,620 ($3,215,378) § 116,865,219
Investments:
Available-for-sale 116,865,219 100,621,566 As of December 31, 1998
Held-to-maturity 2,289,586 6,711,638 GROSS GROSS
Other 3,091,800 1,904,400 AVAILABLE-FOR-SALE: AMORTIZED UNREALIZED UNREALIZED MARKET
COST GAINS LOSSES VALUE
Loans held for sale 18,955,494 19,438,694
Loans to members, net of allowance for loan losses 198,978,881 187,263,162 Federal agency securities $ 52,354,786 % 17,055 ($62578)  $ 52,309,263
Mutual funds 20,619,495 — (128,784) 20,490,711
Mortgage-backed securities 27,888,271 51,013 (117,692) 27,821,592
Accrued interest receivable 2,621,313 2,077,252 $ 100,862,552 $ 68,068 ($309,054) § 100,621,566
Prepaid and other assets 1,300,656 1,283,596
Property and equipment 11,237,456 10,351,286 As of December 31, 1999
NCUSIF deposit 3,126,044 2,706,337 GROSS GROSS
HELD-TO-MATURITY: AMORTIZED UNREALIZED UNREALIZED MARKET
l | H H | “'” ES H " I] "'I [ "'I B [H 5 ! [I] IJ |'H| Mortgage-backed securities $ 2,289,586 $ 459 ($25,010) $ 2,265,035
LIABILITIES: As of December 31, 1998
Members’ share and savings accounts $ 338718835 $  325359,224 GROSS GROSS
Accrued expenses and other liabilities 7,898,092 5,372,570 HELD-TO-MATURITY: AMORTIZED UNREALIZED UNREALIZED MARKET
Notes payable 17,133,520 27,214 COST GAINS LOSSES VALUE
Mortgage-backed securities $ 6,690,404 $ 2,783 ($15,469) $ 6,677,718
Total liabilities 363,750,447 330,759,008 Federal agency securities 21,234 - - 21,234
$ 6711,638 $ 2,783 ($15,469) $ 6,698,952
Commitments and contingent liabilities — — OTHER INVESTMENTS:
As of December 31,
MEMBERS’ EQUITY: 1999 1998
Regular reserve 5,537,140 4,017,920 Federal Home Loan Bank Stock $ 2,214,300 $ 1,026,900
Undivided eamnings 20,700,722 17,803,467 Capital shares in Southwest Corporate
Federal Credit Union 750,000 750,000
Accumulated other comprehensive loss (3,199,758) (240,986) Stock in credit union service organization 127,500 127,500
$ 3,091,800 $ 1,904,400
Total members’ equity 23,038,104 21,580,401
Total liabilities and members’ equity $ 386,788,551 $ 352,339,409 The Credit Union maintains deposits at Southwest Corporate Federal Credit Union which normally exceed federally insured limits.

Included in the deposit with Southwest Corporate Federal Credit Union is a restricted capital share base which is required for member-
ship. This amount was $750,000 as of December 31, 1999 and 1998.

The amortized cost and estimated market value of investments by contractual maturity are shown below. Expected maturities may differ
from contractual maturities because issuers may have the right to call or prepay certain obligations without call or prepayment penalties.

Proceeds from the sale of investments classified as available-for-sale approximated $16,163,500 for the year ended
December 31, 1999. Gross gains of approximately $5,100 and gross losses of approximately $93,500 were reclizeJlfor the year

ended December 31, 1999.
Thirteen

The accompanying notes are an integral part of these financial statements.
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NOTR ONE: sionricanT ACCOUNTING POLICIES
Organization

University Federal Credit Union (the “Credit Union”) is a cooperative association organized in accordance with the provisions of the
Federal Credit Union Act for the purpose of promoting thrift among, and creating a source of credit for, its members.

Financial Statements

The preparation of financial statements in conformity with generally accepted accounting principles requires management to make esti-
mates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities as of the
dates of the financial statements and the reported amounts of revenues and expenses for the periods then ended. Actual results could differ
from those estimates. Estimates that are particularly susceptible to change relate to the determination of the allowance for loan losses and the
fair value of financial instruments. The significant accounting principles and policies used in the preparation of these financial statements,
together with certain related information, are summarized below.

Comprehensive Income

Effective January 1, 1998, the Credit Union adopted Statement of Financial Accounting Standards (SFAS) No. 130, “Reporting Compre-
hensive Income,” which establishes new rules for the reporting and display of comprehensive income and its components. SFAS No. 130
requires unrealized gains or losses on securities classified as available-for-sale to be included in other comprehensive income. Prior to
adoption, unreolizedggains or losses on availablefor-sale securities were only included in members’ equity. The adoption of SFAS No. 130
had no impact on the Credit Union’s net income or members’ equity. Prior year financial statements have been reclassified to conform to the
requirements of SFAS No. 130.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash on hand, demand deposits and non-term share deposits in Southwest Corporate Federal Credit
Union. Amounts due from banks and the corporate credit union may, at times, exceed federally insured limits.

Investments

Investments are classified into the following categories: heldto-maturity, available-for-sale, and other. Investment securities classified as
held-fo-maturity are measured at amortized cost. This classification is based upon the Credit Union’s intent and ability to hold these investment
securities to full maturity. Investment securities classified as available-for-sale are measured at market value as of the statement of financial
condition date. Unrealized gains and losses for available-for-sale investments are reported as a separate component of members’ equity. The
Credit Union has elected to classify certain cash equivalents as other investments. This election is available to the Credit Union according to
the terms of SFAS No. 95, “Statement of Cash Flows.”

Realized gains and losses on disposition, if any, are computed using the specific identification method. Investments are adjusted for
amortization of premiums and accretion of discounts over the ferm of the investment by a method which approximates the interest method.
Adjustments are recognized to interest income on investments.

Loans Held for Sale

Educational loans originated and intended for sale in the secondary market are carried at the lower of cost or estimated market value in
the aggregate. All sales are made without recourse.

Loans to Members and Allowance for Loan Losses

Loans to members are stated at the amount of unpaid principal net of certain deferred fees and costs, and an allowance for loan losses. An
allowance for loan losses is maintained at an amount management believes will be adequate to absorb potential losses on the existing loan
ortfolio. Management's periodic valuation of the adequacy of the allowance is based on the Credit Union’s past loan-loss experience,
Enown and inherent risks in the portfolio, adverse situations that may affect the borrower’s ability to repay, estimated value of any underlying
collateral, and current economic conditions. Loans are charged against the allowance for loan losses when management believes that
collection of the principal is unlikely. Recoveries on loans previously charged off are credited to the allowance for loan losses.

Interest on loans is calculated on principal amounts outstanding. The accrual of interest is discontinued when management believes that
collection of interest is doubtful. Loan fees are recognized in income when received and certain direct loan origination costs on loans to
members are recognized in expense when incurred. Credit card fees are recorded as fee income when assessed. This is not materially
different from fees and expenses that would have been recognized under the provisions of Statement of Financial Accounting Standards
(SFAS) No. 91, “Accounting for Nonrefundable Fees and Costs Associated with Originating or Acquiring Loans and Initial Direct Costs of
Leases.”

Property and Equipment

Property and equipment are carried at cost less accumulated depreciation. Buildings, and furniture and equipment are depreciated using
the straightline method over the estimated useful lives of the assets. The cost of leasehold improvements is amortized using the straightline
method over the term of the lease, or the estimated life of the asset, whichever is less. The Credit Union reviews property and equipment (long-
lived assets) for impairment whenever events or changes in circumstances indicate that the carrying amount may not be recoverable.

National Credit Union Share Insurance Fund (NCUSIF) Deposit

The deposit in the National Credit Union Share Insurance Fund (NCUSIF) is in accordance with National Credit Union Administration
(NCUA regulations, which require the maintenance of a deposit by each insured credit union. The deposit would be refunded to the Credit

Union if its insurance coverage is ferminated, it converts fo insurance coverage from another source, or the operations of the fund are
transferred from the NCUA Board.

Members’ Share and Savings Accounts

Members’ shares are subordinated to all other liabilities of the Credit Union upon liquidation. Interest on members’ share and savings
accounts is based on available earnings at the end of an interest period and is not guaranteed by the Credit Union. Interest rates on
members’ share accounts are set by the Board of Directors, based on an evaluation of current and future market conditions.

Members’ Equity

The Credit Union is required to maintain a statutory reserve (regular reserve) in accordance with the Federal Credit Union Act. This
statutory reserve is not available for the payment of interest.

Federal and State Tax Exemption
The Credit Union is exempt from most federal, state, and local taxes.
Reclassifications

Cerfain 1998 financial statement amounts have been reclassified to conform with classifications adopted in 1999.
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UNIVERSITY FEDERAL CREDIT UNION

ol HTEMENTa OF INCOME

INTEREST INCOME:
Loans to members

Investments

Total interest income
INTEREST EXPENSE:
Members’ share and savings accounts
Borrowed funds

Total interest expense

Net interest income

PROVISION FOR LOAN LOSSES

Net interest income after provision for loan losses

NON-INTEREST INCOME:
Fees and service charges
Gain on sale of loans, net
Gain on sale of available-for-sale investments

Total non-interest income

NON-INTEREST EXPENSE:
Compensation and employee benefits
Other operating expenses
Occupancy
Marketing and business development
Professional and outside services
Loss on disposition of assets
Loss on sale of available-for-sale investments

Total non-interest expense

Net income

The accompanying noles are an integral part of these financial statements.

For the years ended December 31,

1999 1998
$ 17,719,500 18,077,283
7,355,297 5,853,947
25,074,797 23,931,230
10,365,711 10,362,370
165,721 6,208
10,531,432 10,368,578
14,543 364 13,562,652
431326 2,562,333
14,112,038 11,000,319
7,406,133 6,828,385 @
1,664,851 1,755,867
— 189
9,070,984 8,584,941
23,183,022 19,585,260
8,094,688 8,065,685
7,193,445 5,937,313
1,330,704 1,147,841
860,540 887,360
278,140 449 400
20,657 10,360
88,373 —
18,766,547 16,497,959
$ 4416475 3,087,301
Nine
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UNIVERSITY FEDERAL CREDIT UNION

oIATEMENT3 OF COMPAERENGIVE INCOME

NET INCOME

For the years ended December 31,

OTHER COMPREHENSIVE INCOME:

Unrealized holding (losses)/gains on

available-for-sale investment arising

during the period
Other comprehensive loss

Comprehensive income

UNIVERSITY FEDERAL CREDIT UNION

oI ATEMENTS OF MEMBERS" EQUITY

For the years ended December 31, 1999 and 1998

Balance, December 31, 1997
Net income
Other comprehensive loss
Transfers:
Statutory
Provision for loan losses

Balance, December 31, 1998
Net income
Other comprehensive loss
Transfers:
Statutory
Provision for loan losses

Balance, December 31, 1999

1999 1998

$ 4,416,475 $ 3,087,301
(2,958,772) (197,577)
(2,958,772) (197,577)

$ 1,457,703 $ 2,880,724

ACCUMULATED
OTHER
REGULAR UNDIVIDED ~ COMPREHENSIVE
RESERVE EARNINGS L0SS TOTAL
$ 3,969,387 14,764,699 ($43,400) § 18,690,677
— 3,087,301 — 3,087,301
— — (197,577) (197,577)
2,610,866 (2,610,866) — —
(2,562,333) 2,562,333 — —
4,017,920 17,803,467 (240,986) 21,580,401
— 4416475 — 4416475
— — (2,958,772) (2,958,772)
1,950,546 (1,950,546) — —
(431,326) 431,326 — —
$ 5,537,140 § 20,700,722 ($3,199,758) § 23,038,104

The accompanying notes are an integral part of these financial statements.

UNIVERSITY FEDERAL CREDIT UNION

aIATEMENTS OF CAaA FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $
Adjustments:
Provision for loan losses
Depreciation and amortization
(Accretion) amortization of investment premiums/discounts
Amortization of deferred fees and costs
Loss on disposition of fixed assets
Loss (gain) on sale of available-for-sale investments

Changes in operating assets and liabilities:
Loans held for sale
Accrued interest receivable
Prepaid and other assets
Accrued expenses and other liabilities

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES:

Proceeds from maturities, sales,and repayments
of available-for-sale securities

Purchase of available-for-sale securities

Proceeds from maturities and repayments
of held-to-maturity securities

Net change in other investments

Proceeds from sale of building

Net change in loans, net of charge-offs

Bond claim settlement for loans

Recoveries on loans charged off

Expenditures for property and equipment

Change in NCUSIF deposit

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES:
Net change in members’ share and savings accounts
Net change in borrowed funds
Net cash provided by financing activities
Net change in cash

Cash at beginning of year

Cash at end of year $
SUPPLEMENTAL CASH FLOWS DISCLOSURES:
Interest paid $
SCHEDULE OF NONCASH TRANSACTIONS:
Change in unrealized gain/loss on investments $
Deferred gain on sale of building $

For the years ended December 31,

The accompanying notes are an integral part of these financial statements.

1999 1998
4416,475 3,087,301
431,326 2,562,333
1,408,622 1,175,434
(122,561) (93,810)
1,095,306 1,299,333
20,657 —
88,373 (189)
483,200 1,452,772
(544,061) 11,497
(17,100) (185,181)
2,049,166 1,188,810
9,309,903 10,498,300
73,670,678 74,836,406
(92,818,059) (140,628,690)
4401,193 12,787,261
(1,187,400) 2,398,084
2,658,110 —
(13,934,774) (4,848731)
446,323 —
245,606 225432
(4,497,206) (1,469,268)
(419,707) (298,652)
(31,435,236) (56,998,158)
13,359,611 45,485,910
17,106,306 12,203
30,465,917 45,498,113
8,340,584 (1,001,745)
19,981,478 20,983,223
28,322,062 19,981,478
10,376,698 10,390,677
2,958,775 197,577
476,353 —

Eleven




